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Core Principles 
 
Cost-Benefit Principle - the chapter applies this principle to the individual's decision to 
hold money. 
 
Equilibrium Principle - the chapter looks at equilibrium in the money market. 
 
Important Concepts Covered 
 
• Portfolio allocation decision 
• Money demand 
• Federal funds rate 
• Expansionary and contractionary monetary policy 
• Policy reaction function 
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