Krugman Module 23 – Money, Types, FunctionsCheck Your Understanding
1. No, it’s near money but it’s not universally accepted.
2. They are less liquid ie. Less easily accessible.
3. Commodity money has issues of transport and production.
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[image: ]2. a. Its official status given by the US Government.
[bookmark: _GoBack]b. Fiat money. Commodity money-money that has intrinsic value in other uses.
Commodity backed money – money that has no intrinsic value but can be converted into valuable goods on demand.
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Check Your Understanding

1. Suppose you hokd  if ceificate,good forcerain prodacts e deposiso pay  penaly for widlrawiog the mocey
at paricpating stores. s this gift certifcate money? Whyor  beforeche CD comes due-a priod of monchs or ven years.
why noc? Small CD ar counted in M2, but notn M1. Explain why they

2. Although most bank accounts pay some nteres, depositorscan 27 P9¢ Pare of M1
geta higher interet rae by buying a cetificate of deposit,or 3. Explain why a system of commoity-backed money uses
(CD. The diffrence between  CD and a checking account i cesources moreeficienty than a system of commodicy money.
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Tackle the Test: Multiple-Choice Questions

1. When you use money to purchase your hunch, money isserving
which role(s?
L medium of exchange.
L store of value

4 Tand Il only
1 and 111
3. Inche United States, the dollaris
2 backed by siver.
b. backed by gold and siver.

<. commodiy-backed moncy.

4. commodiy money.

< fatmoney.

Which of the following s the most liquid monceary aggregate?

a M

boM2

Py

& near-moneys

<. dollarbills

‘Which of the following isthe best example ofusing money 353

store ofvalue?

2 Acustomer pays in advance for $10 worth of gasoline at
gasstarion.

b Ababysiteer puts her carningsin adresser drawer while she
saves to buy abieycl.

. Travelers buy meals on board an airlne flight.

. Forcign vsitorsto the United States converttheir currency.
o dollars at the airport.

. Youuse $1 bills to purchase soda from a vending machine.
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Tackle the Test: Free-Response Questions

1. 2 What does it mean for an asset to be “liquid™?

b. Which of the assetslisted below s the most liquid? Explain.
A Federal Reserve note (dollar bill)
A savings account deposit
Ahouse

. Which of the assetslisted above is the leaseliquid? Explain.

. In which monetary aggregate(s) calculated by the Federal
Reserve are checkable deposits included?

2. 2. The US. dollar derivesits value from what? That s, what
“backs” US. currency?
. What s the term used o describe the type of money used in
the United States today?
. What other two types of money have been used throughout
history? Define cach.




