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Assignment 5

① A medium of exchange

② A unit of account

③ A store of value

Money supply =

currency in circulation + demand deposits + savings

= 1000 + 1000 + 1000

= 3000 $

- Fractional Reserve System ( FR5) is a system offraction

of deposits are backed by actval cash on hand and are

available for withdrawal
.

- The maximum that FRS can created money is

1
initial deposit ×

reserve ratio



( PR )

a) Required reserve ratio is a percentage of its total deposits

that Bank must keep as reservesat the Central Bank

which is 2อ .1. of the deposits keep at cB.

b) Without FRS → total deposits = cash + deposits

= | 00 + 200

= 300 $

c) the money multiplier = 1-
= 1 →

L
= 5

PR 2อ 1. 0.2

d) With FRS
,

→ total deposits = primary deposit ×

,#
= 200 ✗

2

= 1000 $

e) deposit that created from the FRS = looo - 200

= 800 $

f) With FRS
,

→ money supply = cash + depositc FRS )

= 100 + 1000

= 1100 $



① Controls the money supply

② Lender of last resort

③ Managing exchange rates .

① ② ③

④

① Liquidity refers to how easily assets can be converted into a mean of exchange.

② The most liquidity asset is a cash
.

③ - Transaction demand → daily use

- Precavtionary demand → vnexpected use

- Speculative demand → futvre Investment

④ The Speculative demand

a) People become poorer
= income t

= Money demand C-
i
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b) Goodsbecomemore expensive
= people need money

i
= Money demand ->

ะ
mdz
md
,

Q of money

C) Peopleprefertohdd lesscash dueto debit/aedit cards

i = Money demand ←

←

←

mdz
Md
,

Q of money

d) The central bank decrease interest rate = people holdmore money

i = Money demand 1^

'

move along tocurve
'

h-y.Ai.tt?iQofmoney
MS

i Ms MS is a vertical line becavse

itisnt dependon inlerest rate

Q of money



a) People deposit more money
= Bank lend less

= MS →
i MS

MS

Q of money

b) CB ⑦ PR = Bank lend more

i ms MS = MS tn

Q of money

c) CB ① rates
= Bank lend more

i MS
ms = MS →

Q of money

d) CB ① I = doesnt effect MS

i MS CMS doesnt depend oni )
'
move along the curve

'

•

•

Q of money



CB should buy securities ,
MS →

,
MS 1^

, Eqbm = Ez ,
It
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- people shovld convert cash → bond

demand bond โ
,
it

,

Md movealong the curve

- peopledepositallmoney.it



The Quantity Theory of Money

MV = PY

M =

money supply

V = velocity

p = price level

Y = real atput
| " °minal output

An increase inmoney supply leads

toanincreaseinpricelevel.Printingmoneycreatesinflation.at
the equilibrium interest rate liำ

Md = Ms

200 - ( เอ00) I = 100

100 = 1000 i

i = 1 = 0.1

10

b) new Md = 400 - 1000 i

4ออ refers to transaetion and precautionary demand


