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Monetary Policy & Money Multiplier
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Money in the IS/LM model
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Now let Cp/'Dp = o and let RADyp = G, then we can write:
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where a is the non-bank private sector’s ‘cash ratio” and f is the banks’ reserve ratio.
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Why is the money supply endogenous?
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The money multiplier
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CUR = currency held by the non-bank public,

DEFP = demand deposits held by the non-bank public.

CUR . . .

HEP cd., the desired currency-deposit ratio.

RES = bank reserves = currency held by commercial
banks plus their demand deposits in the central bank,

gi; = rd, the desired reserve-deposit ratio.
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M)y =CUR+ DEP = (cd+ 1)DEP, (16.1)
where DEPFP is related to the monetary base, My through
Mo =CUR+ RES =c¢dDEP +rdDEP = (cd+ rd)DEP.
Substituting into (16.1) gives

cd + 1 .
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1 o Mo = mmM, (16.2)
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