Macroeconomics

Instructor: Mark Tomass

Answer Key to Homework 13

1.
Commodity money has intrinsic value in uses other than as money while fiat money does not.  U.S. currency is fiat money because it is established as money by government decree and has no value in uses other than money.

2.
Currency and checkable deposits serve as a medium of exchange because they can be used to make payments.  Currency and checkable deposits also fulfill the other functions of money listed in the chapter.  It is easier to transport currency and checkable deposit than it is to do the same for gold and silver.  Commodity money has value other than as uses as money and this can protect its holder in periods of inflation when the purchasing power of fiat money can fall drastically. 

3.
The account is not part of M1.  Technically the mutual fund can ask you to wait before it honors your check.  The account is part of M2 because it is near money.

4.
Inflation impairs the functions of money as a standard of value and a store of purchasing power.  This in turn makes persons less willing to accept it as a medium of exchange.

5.
Currency can be redeemed for more currency at the Treasury or Federal Reserve banks.

6.
An increase in interest rates decreases the quantity of money demanded.

7.
A decrease in interest rates reduces the opportunity cost of holding money and therefore increases the quantity demanded.

8.
Interest rates will increase in response to increases in nominal GDP given the money stock.

9.
The increase in demand for money will increase interest rates.

10.
The decrease in the stock of money will increase interest rates and decrease the quantity of money demanded.  The increase in interest rates could decrease the quantity of investment goods demanded, which would decrease aggregate demand and put downward pressure on real GDP.

