
Exercise 5

i. store of value = able to transfer PoP overtime

2. Medium of exchange = generally accepted

3. Unit of account : allow people to compare value

- gold cannot effectively serve these three functions
in lack of unit of account

currency in circular + demand deposits
µ
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My : 2000 -1 100 : 3000

Money supply : 3000 #

FRS is a system in which part of the
money deposited is reserved by CB and the other part , which is
available for withdrawal of

money , is made available for

lending by the banks
.



a) CB will reserve 20% of total deposits from banks

b) 700

c) money mutiplier : ÷ = ¥2 : 5

d) total deposit :

primary deposit ✗ ptp : soo -- 5 : tooo

e) 1000-200--800

f) Ms : cash + deposit (FAS ) i 100-11000--1100

i. The central bank controls the money supply by
setting the interest rate

.

2. The central banks provide funds to banks when
they are in trouble and have no other resources

.

3. The central bank Manges the exchange nate and
the country 's foreign reserves.



Liquidity indicates how easily assets can be
converted into mean of exchange↳ cash is the most liquid asset .

three reasons ppl prefer to have liquidity

{ transaction demand cfor daily use )

1 precautionary
use 1 for unexpected use)

speculative demand Ifor future investments

Specalative demand causes the money
demand curve to be

downward - slopping . People hold cash in order to invest when

the rate of return is high

ni ni mdz

Md ,

gmdz 5" Q of moneyQ# money

- Md shift left - Md shift right
- income decrease - Goods become more expensive

so ppl will demand for more money.
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- Md shift left - movement along the curve
- ppl demand less cash due to change in interest rate
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- Ms curve shift to the right - The Ms curve shifts to the left
because itdeposits the cash and then because money

is held in reserve
,

which

the quality of
money

increases
. decreases the quantity of

money ,

i

f
- The Ms curve shifts to the right
because banks will borrow more money

,
increase the quantity of money
and the

money supply .Q of money
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but it doesn't depend on interest rate .

Q of money
" movement along the curve
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i. - - - - -- The central bank will buy
government bonds . In doing so

,

iz . -- --- - - -. it will increase the quantity of money
Md in the market . To restore equilibrium
① of money ,

the interest rate will fall
.M→
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- If the interest rate is
2 - - - - u -- too high , it will lead to an oversupply .

People will try to exchange cash for
i , - -

- ----- -a

bonds
.

Since the bank cannot pay
Md interest due to high demand for

of
moneym

. ← m bounds
,
it will lower the interest rate .



→ Mv . py

Mi
money supply P : price level

V. velocity Y . real output

suppose that V is constant and Y is also constant
at full employment . So increasing the money supply leads

to an increase in the price level
. Therefore

, printing money
creates inflation
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Transaction and Precautionary
demand do not depend on the

interest rate
,
so it is a vertical line

.

→

When the initial demand for money
increase

,
the curve is shifted

to the right .Q of
money200 400


