MONEY, BANKING & FINANCE
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5. The monetary exchange (E) relation between goods {x,y} and money {m}has been described as symmetric but non-transitive. Formally it is;

x E m

m E y

x E y

critically comment on the implication of this statement.

6. What is the ‘real balance effect’ (RBE). Briefly describe the microfoundations of the RBE?

3 ‘Money is, what money does’. Is this a useful starting point in the definition of money?

a) Define the following, giving examples;

b) Outside Money

c) Inside Money

d) Divisia Monetary Index

4 What are the UK measures of broad money and narrow money? What has been happening to the annual growth of these two measures in the 5 years to 1998? What has been happening in the past 6 months to end 1999?

5 What is the money multiplier? Discuss the implication of a decrease in the ratio of currency to deposits on the money multiplier. What has happened to the currency-deposit ratio over the last 20 years? Why?

6 Compare the money multiplier approach for the determination of the  money supply with the ‘flow of funds’ approach. Which do you think is the more useful in understanding the UK monetary system?

7 Using the flow of funds approach, determine the main factors that have contributed to the growth in the money supply in the 10 years to 1998. 

8 What role does the government funding policy play in the determination of the broad money supply? What do you understand by the term ‘overfunding’? 

9 What measures can the Bank of England employ to control the broad money supply?

