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INSTRUCTIONS:
Here are your instructions for completing Exam I for Money & Banking, which is worth 10 points (with 73 actual points).   This exam must be emailed to the instructor as an attachment on the due date.

Over the past four weeks, you have been acquiring some analytical tools and framework by understanding 1) the importance and origins of money, 2) how prices are determined through the forces of supply and demand for goods, 3) money and its relationship with overall prices, and 4) a number of issues pertaining to the forces of supply and demand for money.  Chapters I-V provide us with the tools and framework for understanding money and banking, even the history of banking, throughout the remaining chapters of our textbook.   

There are six questions presented below which you are required to answer.  There is no page limit (i.e., no maximum or minimum pages) you have to write.  This is not a group project, so you are required to do your own work. You must try and do your best.   The due date is June 5th (Friday)—don’t be late.  Make sure you understand what each question is asking.  If you have any problems along the way, please email or call your instructor.  All the best.

Answer the following questions 

1.  Explain the origin of money (how money comes into being), and the marketable qualities that money possesses.  (10 points) (Ch. I)

Answer: 

2.  How does the profit-loss motive and the free price system, which produces a built-in feedback mechanism, eliminate any surpluses or shortages that pop up, say in the coffee market?  (10 points)    (Ch. II) 

Answer: 

3.  a)  Define PPM.  (3 points)

Answer:  

   b)  Suppose the price level is given below (in the left-hand column), what happens to the PPM?  Fill in the green blanks.  (10 points)  (Ch. III)  PPM = 1/P


Prices:




PPM:

Eggs

$    2 dozen

$ purchases: 
______dozen eggs  


Butter 

$    4 pound

$ purchases:
______ pound butter  


Shoes

$  80 pair

$ purchases:
______ pair of shoes

      
TV set

$800 set

$ purchases:
______ tv set


Computer        $650 computer
$ purchases:    ______ computer

     c)  Suppose the supply of money increases from $200 to $300 and the demand for money doesn’t change.  Explain (in detail) what happens to the new equilibrium price level and the resulting PPM. (10 points)  (Ch. III)

Answer: 

4.  Compare and contrast the motives and actions of Angel Gabriel (on page 34) with those of a real-world counterfeiter (on page 36).  (10 points)  

Answer:  

5.  Explain how a country, such as the United States, moves from the gold-standard to government paper money?  Rothbard explained this transition in steps.  Discuss each step.  (10 points) (Ch. IV)

Answer:  
6:  Discuss the significance of inflationary or deflationary expectations as the most important single influence on the demand for money.   Be specific. (10 points)  (Ch. V)

Answer: 
