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Chapter IV
 The Supply of Money
To understand more specifically about what determines prices and the chronic problem of inflation, we must now focus on two basic causal factors:  the supply of money and the demand for money.  Up to this point, you have examined the product market and prices by understanding the basic forces of supply and demand for goods in Chapter II.  You have also studied the money market and purchasing power of money by focusing on the forces of supply and demand for money in Chapter III.  We now turn our attention in Chapter IV to the supply of money and discover some of the mysteries behind it.

INTRODUCTION:   Module 4.1
Question 1:  What is the basic definition of money?  (2 points)

Answer 1:

Question 2:  Originally, when each currency unit was defined strictly as a certain weight of gold or silver, the name and the weight were simply interchangeable.  Explain or use an example.  (5 points)

Answer 2:

Question 3: When the kings debased their money, they often redefined the unit.  Why?  (2 points)

Answer 3:

WHAT SHOULD THE MONEY SUPPLY BE?:   Module 4.2
Question 1:  Money is uniquely different from any ordinary economic good.  Explain why money is different.  (5 points)

Answer 1:

Question 2:  Is there a social benefit to increasing the money supply?  Explain.  

(5 points)

Answer 2:

Question 3:  Using the “Angel Gabriel” model (or the helicopter effect), explain why an increase in the money supply confers no social benefits to the economy.  (5 points)

Answer 3:

Question 4:  It is not true that no one is better off from the Angel Gabriel’s doubling of the supply of money.  Who benefits from the processes of inflation and monetary expansion?  (Note:  read the whole sentence before answering the question.) 

(5 points)

Answer 4:

Question 5:  Do we need to concern ourselves with the money supply or worry about its optimal amount?  (5 points)

Answer 5:

Question 6:  Must we make sure that more money is supplied in order to “keep up” with the population growth?  Explain.  (5 points)

Answer 6:

Question 7:  The “problem” of the proper supply of money is a problem that needs to be solved?  True or False?  (2 points)

Answer 7:

THE SUPPLY OF GOLD AND THE COUNTERFEITING PROCESS:   Module 4.3
Question 1: Under the gold standard, there is only one way to increase the supply of money?  (2 points)

Answer 1:

Question 2:  How much gold will be mined at any time will be a market choice.  Explain.  (5 points)
Answer 2:

Question 3:  Isn’t it wasteful and even inflationary for the market to produce gold, however small the quantity?  (5 points)
Answer 3:  

Question 4: 

a)  Define “counterfeiting” from a legal perspective?  (2 points) 

b)  Is anybody hurt by counterfeiting?  (2 points)
Answer 4:

a)

b)

Question 5: Is there a difference in the motives and actions of our counterfeiter and Angel Gabriel?  Explain.  (5 points)
Answer 5:

Question 6: Is any one injured by the “inflation process”?  Explain.  (5 points)

Answer 6:

Question 7:  Explain how the inflation process works, and be specific.  (10 points)

Answer 7:

Question 8:  Redefine counterfeiting and the resulting inflation as you now know it to be. (5 points)

Answer 8:

GOVERNMENT PAPER MONEY:   Module 4.4
Question 1:  The inventions of paper and printing gave enterprising governments  unimagined sources of wealth.  Explain.  (5 points)

Answer 1:

Question 2:  If the government or king obtains a monopoly right to print paper tickets, and call them the equivalent of gold coins, what is this called?  (2 points)

Answer 2:

Question 3:  When does paper money come into being?  (Note:  see page 37, second paragraph from bottom) (5 points)

Answer 3:

Question 4:  Does government have a crucial problem as a legalized counterfeiter?  Explain.  (5 points)

Answer 4:

Question 5:  Once the paper money becomes generally accepted, how does the government benefit from printing new paper money?  (5 points)

Answer 5:

Question 6:  What is the final inflationary step the government takes once the paper money has been accepted for a long while?  (Note:  see page 38, last paragraph) 

(5 points)

Answer 6:

Question 7:  What imposes a constant check and limit on inflationary issues of government paper?  (2 points)

Answer 7:

Question 8:  Why was the public ready to accept the confiscation of their gold by the Roosevelt administration in 1933 with barely a murmur?  (5 points)

Answer 8:

THE ORIGINS OF GOVERNMENT PAPER MONEY:   Module 4.5
Question 1:  State three times in American history, since the end of the colonial period, when Americans had suffered under an irredeemable fiat money system?  (3 points)

Answer 1:

1)

2)

3)

Question 2:  Where in the world did government paper money emerge, and why?  

(5 points)

Answer 2:

Question 3:  a) Why did the Massachusetts government in 1690 resort to issuing the “first government paper money” in the Western world?  b) What was the result?  

(5 points)

Answer 3:

a)

b)  

Question 4:  So far, we have seen that M, supply of money, consists of two elements.   What are they?  (2 points)

Answer 4:

1)

2)

Question 5:  Government paper money can decline in two ways.  What are they? 

(2 points)

Answer 5:

THE END

