Nature and functions of money

1. Is cheque legal tender? What are the advantages of using cheque over cash for transaction?

2. .Explain why gold is probably a 'better' type of money than potatoes.

3. All of use desire to have more money. Then why is our society not necessarily better off if the government increases the money supply by issuing an unlimited quantities of money?

4. The following table shows the money supply in Hong Kong at the end of Dec,1996.

Money supply 
M1.($bil)
M2($bil)
M3.($bil)

HK$

Foreign

Total
198.7

19.1

217.8
1503.7

1003.6

2507.3
1520.6

1066.1

2586.7

                                           Source :Hong Kong 1997

(a) Calculate the percentage of foreign currency in total M1,M2 and M3 respectively.

(b) Suggest ONE possible reason for the much higher percentage of currency money supply in  M2 and M3 than in M1.
5. Explain how the HK$M1,M2 and M3 and the total M1,M2 and M3 and the total M1,M2 and M3 will be affected.

(a) John withdraws HK$100,000 from his saving account with the HK Bank and buy a certificates of deposits in Hong Kong dollar issued by a restricted licensed bank.

(b) When the time deposit of HK$20,000 matures, Mary transfers the money to her US$ saving account.

(c) Cary buys a new TV set with a cheque and the owner cash the cheque.

(d) Wanda withdraws HK$500 from her savings account and buys a gift cheque.

