
① median of exchange = people accept it as payment

② store value = can transfer purchasing power into the future

③ unit of account = compare I tell values

"
gold can effectively serve these three functions

narrow money
= 1000+1000 = $2000 #

broad money
-

- 2000+1000 = $3000 #

'

the money supply in the economy is $2000.

• fractional reserve system =
a system in which only a

fraction of the deposits are available for withdrawal

•

money is created by increasing the money supply that is

available for usuage ( money multiplier
]

a) it means that the bank must keep 20% of the deposit at central bank

as reserves

b) M ,
= 100+200 = $300 #

c)
money multiplier

=

# =÷y
= 5 #

d) 51200 ) = $1000 of total deposit #

e) nooo -200 = $800 deposit created #

f) Ms = 10001-100 = $1700 #



① control monetary policy ( contraction ary I expansionary)

⑥ assist commercial banns that are in difficult positions

③ manage exchange rates

•

liquidity = how easy assets can be converted into mean of

exchange
• cash is the most liquid asset

• ① transaction demand - daily use
② precautionary demand - unexpected use

③ speculative demand - future investment

•

speculative demand caused the demand curve to be

downward sloping because it depends on interest

9) shift the curve ;
be it is a A in income

b) shift the curve ; be it is a ☐ in price

c) shift the curve ; be it is a d in preference
d) movement along the curve g be it is a 1 in i



• because the money supply is constant Get by the central

bank)

a) does not affect ; not controlled by the central bank

b) affects ; lower the money supply
c) affects ; lower the money supply
d) affects ; increase the money supply

s

i
Ms ° when i is lower g the demand for

cash will be higher . This is possible
in
i '

ma through the open market operation

because by the CB buying bonds from
Q of

money the public will increase the money

supply

•

if the i is too high then there will be surplus of

cash so the CB needs to force i down using the

expansionary monetary policy . Thus , increasing the

demand for cash and bring the money market into

equilibrium again

MV =P Y ; with the v8 Y being a constant . when

M increase P will also increase . So
, increasing the

money supply will cause an increase in price level

and creates inflation.



a) MD
' Ms I 200-7000 : = 100

-200 -200

- 1¢00 i = -100 i # : 0.7

µ¥ Tooo

b) The transaction 9 precautionary demand increased.


