
three functions

§
① a medium of exchange

② a store of value

③ a unit of account

gold cannot serve these three functions in lack of a unit of account

m , = currency in circular t demand deposits
= 1000 t 1000 = 2000

Mz = m , + saving
= 2000 1- IOVU = 3,000

a fraction of deposits will be reserved by central bank and the rest will be loaned out
.

d) 201 . of total deposits from bank will be reserve at central bank

b) 300 e) 1,000-200 = 800

c) ¥ = ¥ = s f) Ms = cash + total deposit
= 100 t 1,000 = 1,100

d) total deposit = primary deposit ✗ Jp
= 200×5=1,000



① set the interest rate by control money supply

② provide fund to troubled bank that can't find sources of funds

① managing exchange rate and nation 's foreign reserve

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

the most liquid asset is cash .

3 reasons why people prefer to have liquidity are

- transaction demand C for daily use )
- precautionary use ( for unexpected use )
- speculative demand ( for future investment)

speculative demand causes Md curve to be downward - sloping

9) i b) i
• good more expensive

• income decrease
• increase in demand

• curve shift to the left
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• money supply is a vertical because it is fixed by central bank and it doesn't depend on i

i Ms Ms

f)
i Msz Ms
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Mv = PY 1 The increase in money supply leads to an increase
in price level . That is

,
printing money creates

inflation

a) Ms = Md

100 = 200-17000I )
1000 I = 100

i = on

b) the transaction and precautionary demand are not depend on i. Therefore , it is a vertical .
But the curve will shift to the right due to increase in initial demand

.


