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a) . They need to reserve 20 t . out of cash + deposit to Central Banh .

b) . Initial deposit = 300$

c) . money multiplier = = ÷ -
- S

d) . Total deposit = 300 ( I -10.8 to .
no't . .

. o .

no
"

)
: 300 x# -

-

1,500 $
e) . 1,20013/15 initial deposit of 1$ can generate upto total deposit of 5$) .
H

. 1,500$

-

Monetary policy - control the money supply (control Interest rate) .
- Lender of last resort - Provide financial services

( commercial Bank borrows money from Central Bank) .
- Bank regulation - Managing exchange rates and the nation 's foreign

exChang services .

Cash
. Liquidity - how easily assets can be converted into mean of exchange .

• Transaction Demand ( for daily use)
• Precautionary Demand ( for unexpected wig .

} Does not depend on Interest rate .
• Speculative Demand ( for future investment) .
↳ when Interest rates are low

, people will hold more cash .

- ready to be use, less risk than bonds .



a) the curve will move to the left
.

Due to less income ppl are poorer , they will be spend less money .
b) the curve will more to the right .

Due to the higher the price level , the greater the demand curve .

c) the curve will move to the right .
Due to lower cash → more bonds → high interest rate → curve move to right .

d) the curve will move to the left

less interest rate
, people will want to hold more cash → demand more to the left .

- Bc money supply does not depend on Interest rate but set by Central Banh so
it's always vertical.

a) The money supply increase , due to deposit to a bank → bank 's total reserves increases
→ loan out → 9 MS

.

9

b) When C B raise RR s more deposit being kept as reserves less currency in
the economy → lower Ms t

c) When CB d discount rate → increases excess reserves in commercial bank s s expand money supply . 9

d) when CB d interest rate → boost the economy → more us r

Interest rate I
• lower interest rate

-
✓ will create more money supply
i:# Md . Everyone prefers to hold cash rather than

→ a bond
.↳



i > i
*

C i too high) surplus - force I down

→ excess suply of money → ppl convert cash into
interest - bearing assets or buy bond .

→ Too much money offered to bond issuers,
who can't give high interest rate

tomany Savers .

→ bond issuers need to reduce i → i fall it

MV =p y

→ Ms q → pg in the long run -

→ An increase in money supply leads to an
increase in price levels .

→ The increase in price levels will eventually result
in a rising Inflation

level .

a) Mp : Ms

200 - (1000) j : 100

200 - 1000 I = 100

- I 000 i =
- 100

*

i = 0
. I

b) They will remain the same because they are not depend on Interest rate .


