
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

Financial
sector	

Real	
sector	

GDP	
Inflation	

Unemployment	

MoneyFinancial	
assets	

Purchasing
	power	

Savings
identity	

Functions:	medium	of	exchange	/	store	of	value	
																					unit	of	account	/	means	to	settle	debts	

Theories:	money	as	commodity	/	money	as	debt	

Forms:	currency	/	central	bank	reserves	/	bank	money	

Central	
bank	

Banks	

currency

bank	
money	

central	bank	
reserves	

Functions:	bank	of	banks	/	oversees	financial	sector	
																							/	regulates	money	or	interest	rates	

Monetary	policy	tools:	open	market	operations	/	standing	facilities					
																																														/	policy	interest	rate	/	reserve	requirements	

Monetary	base:		M0	=	E	(cash	held	by	the	public)	+	R	(bank	reserves	=	cash	held		
																																																																																															by	banks	+	central	bank	reserves)		

Money	stock:		M1	=	E	(cash	held	by	the	public)	+	D	(bank	deposits	=	bank	money)		
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liquidity	/	risk	/maturity	/	return	
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	(inverse	relationship	between	the	
price	of	a	T‐bill	and	the	interest	rate)	
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leverage	
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effects	
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creates	
instability	 bank	money	

created	ex	
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Liquidity	market	model	
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