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1. A medium of exchange

2. A store of value

3. A unit of account

•Gold has been used throughout the ages as money although today it is not used as

money but rather is valued for its other attribute .

[ used as " commodity money
"

Mn :Narrow money = 70001-7000=2000

M2: Broad money = 2000+7000=3000

Money supply (Mn ) = 2000

FRS- The banking system used by goldsmiths and banks

• only a fraction of depositors are backed by actual cash on hand and

are available for withdrawal .

A) RR of 20% means banks have to keep 20% reserve of deposits.

b) Money supply will be $200 in deposit and shoo in cash

C) Money multiplier= ¥ = ¥2 = 5

d) Total deposit = MM (money multiplier ) = 200×5=511000

e) $200 - deposit from Mr. Bean creating $800
[Total deposit - deposit ]



f) With FRS
,
Ms is $1700

• central bank plays a significant roles → control money supply
ex , when using monitory policy

☒ expansionary Eid → In → AEM→ Ya

• contractiondry : in → Id → AED→ Yd

• Lender of Last resort

-provides funds to bank that confront the difficulties and
cannot any resources of funds from their financial positions.

• central bank responsibility for managing exchange rates whether
to buy or sell $ and $

Three key points that cause money demand to be downward sloping ,

311 Transaction Demand - Demand cash E daily use c include debit card )

3121 Precautionary Demand (unexpected use )

3131 speculative Demand for future investment .

9)
I

- People become less wealthy due to income factor.

making individuals to buy less good and series
.

- People will holding less money causing md shift left .
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b) I

According to the condition , People don't have enough

money on their hands like before
, so they will

demand more cash to spend goods and products,

Md Md
'
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C) i

money demand curve shift leftward from man to

Ma ' because the
" preference

"

that make people

holding less cash from their personal factors,
md ' Md

Q

d) I
ms The role of central bank is control the money supply

movement along the curve
"
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Q* QE Q of money

c) because commercial banks
borrow more reserves from

CB , so Ms curve will rise .

d) only movement along the curve



To boost the economy bank has to increase money supply and reduce

interest rate.

Ior Ms, msz The CB by securities , the central bank pay to the

public ,

¥

•

"
excess supply

"
we have to reduce the interest rate to

turn people to buy bond.

MV =py Vqy is constant so, if Mr→ PM ( inflation )

b.) 700=400-1000 I
d.) Ms=Md

i = 300

100=200-70001
'

7000

70001=700
I = 0.3

i = 1,0¥ it doesn't affect the transaction and
precautionary demand because both of them

i = 017 don't depend on interest rate but theydepend on income.


