Macroeconomics

Instructor: Mark Tomass

Review Questions H13
The Functions of Money

 1.
What is the difference between commodity money and fiat money?  Explain why U.S. currency is fiat money.

2.
Explain how currency and checkable deposits fulfill the functions of money for the U.S. economy.  What are some advantages of currency and checkable deposits over gold and silver as a form of money?  What are some disadvantages of currency and checkable deposits compared to commodity money?

3.
Suppose you open an account with a mutual fund composed of corporate bonds.  The company managing the mutual fund gives you a checkbook that allows you to write checks against the market value of the bonds in the account.  Is the value of the assets held in the mutual fund part of M1?

4.
Suppose inflation is expected to heat up in the future.  How does inflation affect the function of money as a medium of exchange, standard of value, and store of purchasing power?

5.
What can U.S. currency be redeemed for if it is presented to the U.S. Treasury or a Federal Reserve Bank?

6.
The level of interest rates in the economy increases on average over the year form 6 percent to 8 percent.  What effect will this change have on the quantity of money demanded?

7.
Explain how a decrease in the level of interest rates affects the quantity of money demanded in the economy.

8.
Nominal GDP is $5,000 billion, and the average daily stock of money measured by M1 during the year is $1,000 billion.  What is likely to happen to the demand for money and interest rates if, as a result of an increase in government purchases, nominal GDP increases to $5,500 billion and M1 is held fixed at $1,000 billion?

9.
Use a graph to show how an increase in the demand for money will affect interest rates if the money stock is held fixed.

10.
This year there is a 10 percent reduction in the stock of money measures as M1.  Use a graph to show how the reduction in the stock of money will affect the quantity of money demanded and the equilibrium level of interest rates in credit markets.  How could such a sharp reduction in the money supply precipitate a recession?
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