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 In a nut shell…

 What is macroeconomics?

 How the national economy functions

 What is microeconomics?

 The study of buying and selling behavior of individuals and 

firms in markets and market failures
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 The ‘Fed’ was founded in 1913 with 3 core 
missions:

 Promote an efficient payments system

 Safeguard the competitiveness, safety                   

and soundness of the banking system

 Conduct monetary policy
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 The Fed is self-supporting to maintain 
political independence.

 Income sources:
 Interest on loans to financial institutions

 Income from services

 Interest income from US Treasury bonds, bills and 
notes

 Balance of Power: The Political Fight for an 
Independent Central Bank, 1790 – Present 
 http://www.kc.frb.org/

http://www.kc.frb.org/home/subwebnav.cfm?level=3&theID=11113&SubWeb=1
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 Board of Governors
 12 Regional Reserve Banks
 Federal Open Market Committee
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 25 branch offices  Fed member banks



 Primarily two all 
encompassing 
objectives:

 Sustainable 
economic growth

 Price stability
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 Deflation: a fall in the general level of prices of goods and 
services in an economy over a period of time. 

For example, CPI < 0

 Inflation: a rise in the general level of prices of goods and 
services in an economy over a period of time. 

For example, CPI > 0

 Disinflation: a decrease in the rate of inflation – a slowdown in 
the increase of the general price level of goods and services 
over time.

For example, CPI > 0, but falling from 2.5 to 1.5%
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Y = C + I + G + NX

 Y is GDP

 C is Consumption (presently ≈ 70% of Y)

 I is Investment (presently ≈ 15% of Y)

 G is Government Spending (presently ≈ 20% of Y)

 NX is Net Exports (presently ≈ -5% of Y)
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