
EX. 5 MONEY MARKET

1. store of value : be 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 3 functions in lack of unit of account .

My = currency in circular + demand deposits = 1000-11000=2000

Mz = My + Money and time deposit = 2000+1000
i. Money supply = 20001-1000

= 3000/5

f-As is or system where a fraction of money deposit will be reserved by cp

and others qvqia table for withdraw . Money can be created by banks

put money out for tend .

[ 8 will researve 20% Of total deposits from banks
.

300

money multiplier = ¥ = ¥ = 5

1000 -zoo = oooo
Total deposit = primary deposit ✗¥,

= 200k¥ = 1000¢
Ms = Cash + deposit ( Fas) = 1001-1000 = 1100

1. control money supply by setting interest rate

2. provide funds for banks when they 're in trouble or don't have other resource

3. managing exchange rate and the nation 's foreign reserve



Liquidity refers to how easily assets can be converted into mean

of exchange .
Cash is the most liquid asset . People prefer to have because

1.Transaction demand 2. precautionary use 3. speculative use

The speculative demand causes the money demand curve to be downward - sloping
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A. i Ms , Msz us curve shifts to the right because it deposits the cash
,

the quantity of money increases .

Q of money
b. i Ms , Ms, Mr curve shifts to the left because the money is kept in the

reserve make the quantity of money decreases .

Q of money
C. i Ms , Msz

Ms curve shifts to the right because the banks will

borrow more money, increasing the Q of money.
Q of money

d. i Ms, us curve doesn't shift because money determinded by
i - - - - - • central bank

,
but it doesn't depend on interest rate

it- - - - →
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movement along the curve "Q of money

i Ms, Msz
The central will buy government securities.

in - - - -
Hence

, increase the quantity of money in the market .biz - - - - - -- To adjust it to the equilibrium the inter ate rate will fall .
Q Of money

M → m
'

i
msz Ms, If the interest rate is too high , it will create

k* - - - - excess supply . People will try to convert cash into
9
is - - - - - -

bond
.
The bank won't be able to pay interest due to

high demand for bond
.

so , they will low interest rate.
Q Of money

n'← M



MV = py

M = money supply Assume that vis constant, and Y is at full
V = velocity employment rate , constant as well . so the increase in money supply
p = price level leads to increase in price level . Therefore

, printing money create✗ = real output
inflation

.

Ms = Md

100 = 200-100 Oi
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yoga --0.1

Ly Li

i Mot Ip NO TIP '

Transaction and precautionary

Demand do not depend on interest rate , so it's a vertical line
.

→
Then , the initial money demand raises

. It will shift

the curve rightward .
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