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Chapter V   The Demand for Money
In this chapter we analyze the various elements that constitute the public’s demand for money.  You have already seen that the demand for money curve will be falling in relation to the purchasing power of money.  What we look at in this chapter are the forces that cause a shift in the public’s demand for money curve (either upward or downward).  This chapter will conclude our theoretical discussions on money.  

1.  The Supply of Goods and Services   Module 5.1
Question 1:  Is there a relationship between the supply of goods and demand for money?  Explain.  (2 points)

Answer 1:

Question 2:  If there is an increase in the supply of goods, how will that affect the demand for money and the overall level of prices?  (2 points)

Answer 2:

Question 3:  How will productivity or output, assuming it is growing every year, affect the price level?  (2 points)

Answer 3:

Question 4:  During periods of war, how does growth in the supply of goods and increases in the money supply affect the overall price levels?  (2 points)

Answer 4:

2.  Frequency of Payment   Module 5.2
Question 1:  Define frequency of payment.  (2 points)

Answer 1:

Question 2:  Using the example in the book (Figures 5.1 and 5.2) concerning Smith, who gets paid monthly, and Jones, who gets paid weekly, what is the difference between the two parties and their average cash balances?  Explain.  (5 points)

Answer 2:

Question 3:  What then is the relationship between frequency of payment and the demand for money?    (2 points)

Answer 3:

Question 4:  

a)  If people suddenly stop being paid once a month, and instead get paid twice a month,  what effect will this have on the price level?  Be specific.    (5 points) 

b)  If frequency of payment of salaries should shift generally from once a week to twice a month, what effect will this have on the price level?  Be specific. (5 points)

Answer 4:

a)  

b)

Question 5:  Do changes in the frequency of payments account for our contemporary problems of chronic inflation?  Explain.  (5 points)

Answer 5:  

Question 6:  Is there a tendency for the frequency of payment to rise or fall in our contemporary society?  Why?  (2 points)

Answer 6:  

3.  Clearing Systems   Module 5.3
Question 1:  Define clearing systems?  (Note:  Do a Google search for a more precise definition, if you wishi.)

Answer 1:

Question 2:  

a) Illustrate how a simplified clearing system works reducing average cash balances.  

(5 points)

b)  With this example, is it possible to wipe out all debt without using any cash balance at all?  Explain.  (5 points)

Answer 2:

a)

b)  

Question 3:  Do more efficient clearing systems increase or decrease the public’s demand for cash?  (2 points)

Answer 3:

Question 4:  

a)  Do credit cards constitute being money?  Explain. (5 points)

b)  Explain the two transactions taking place with the use of a credit card?  (2 points)

c)  How does the use and popularity of credit cards nowadays affect societies demand for money?  (5 points)

Answer 4:

a)

b)

c)

Question 5:  Do these new technological innovations that allow for the economizing of cash-holdings explain the chronic problem of inflation?  (2 points)

Answer 5:

4.  Confidence of Money   Module 5.4
Question 1:  How many years does it take generally for the public to gain enough confidence in the money in order to begin exchanging it?  (2 points)

Answer 1:

Question 2:  Can confidence in the country’s money be lost?  Explain.  (5 points)

Answer 2:

Question 3:  

a)  How does the public’s demand for paper money compare with its demand for gold?  (5 points)

b)  The public’s confidence in the paper money is based on what?  (2 points)

Answer 3:

a)

b)

5.  Inflationary or Deflationary Expectations   Module 5.5
Question 1: 

a)  Define this particular force on the public’s demand for money?  (2 points)

b)  Is this force the single most important influence on the demand for money?  (2 points)

Answer 1:

a)

b)

Question 2:  

a)  How do we as individuals derive our expectations?  (5 points)

b)  If prices are generally expected to remain the same, how with affect the demand for money?  (2 points)

c) How will deflationary expectations affect societies demand for money?  (5 points)

d) How will inflationary expectations affect societies demand for money?  (5 points)

Answer 2:

a)

b)

c)

d)

Question 3:  

a)  The (more or less) people anticipate future price increases, the (faster or slower) will those increases occur.  (4 points)

b)  The (greater or lesser) the spread and the intensity of these expectations, the (bigger or smaller) the shift in the public’s demand for money, and the (greater or lesser) the effect in changing prices.  (6 points)

Answer 3:  Highlight or underline the correct answer.
a)  More or less; faster or slower

b)  Greater or lesser; bigger or smaller; greater or lesser.

Question 4:  Describe what we know to be true about the expectations component of the demand for money.  (5 points)

Answer 4:

Question 5:  During the 1920s, Ludwig von Mises (the Dean of the Austrian School of Economics) outlined a typical inflation process from his analysis of the catastrophic hyperinflation in Germany in 1923—the first runaway inflation in a modern, industrialized country.  Describe in detail what happens in each of the three phases of the inflationary process?  (Note:  You don’t have to draw the graphs, just describe what is happening in detail.)  (10 points each)
Answer 5:

a)  Phase I:

b)  Phase II: 

c)  Phase III (p. 50 top of page):

Question 6:  How bad was the depreciation of the mark?  (2 points)

Answer 6:

Question 7: 

a)  How did Germany get out of its runaway inflation?  Be specific.  (5 points)

b)  What’s the only real solution to the depreciation problem?  (5 points)

Answer 7:

a)

b)

THE END

