Measuring Money



2. Deposit expansion multiplier

3. Monetary base



+ Travelers' Checks
+ Demand Deposits (Checking Accts No Interest)
+ Other Checkable Deposits (With Interest)

M2 = M1
+ Small-Denomination Time Deposits

+ Savings Deposits and money market
+ Retail Money Market Mutual Funds

M3 = M2
+ Large-Denomination Time Deposits
+ Institutional Money-Market Mutual Fund

+ Repurchase Aggrements
+ Eurodollars



of collective investment scheme that pools
money from many investors to buy securities
(stocks, bonds, short-term money market
instruments, and/or other securities).

Eurodollars are time deposits denominated in
U.S. dollars at banks outside the United States

Eurocurrency is the term used to describe
deposits residing in banks that are located
outside the borders of the country that issues the
currency the deposit is denominated 1in.




[powosull azpezam MO BKknYae roTiBKOBI KOWTKW B 00iry no3a AEno3NTHUMK
Koprnopauiamu.

[powosutl acpezam M1 — rpowosun arperat MO Ta nepekasHi 4eno3uTy B HaLIOHAMbHIN
BantoTI.

[powosuti agpezam M2 — rpowosuin arperat M1 Ta nepekasHi 4eno3nT B IHO3EMHIN
BanOTI 1 iHLLI AENO3UTH.

[powosull azpezam M3 (epowosa maca) — rpowosun arperat M2 Ta UiHHI nanepu, Kpim
aKLin.

[o nepekasHux OEenO3wUTIB BIGHECEHO KOLWITW, SKi 3a MEpLUO BUMOrOK MOXYTb OyTu
0OMIiHSIHI Ha roTIBKOBI KOLUTK 32 HOMIHANoM Ta 6e3nocepeaHbo BUKOPUCTaHI ANA 34INCHEHHS
nnaTexy.

[0 IHWKX 4eno3uTiB BIAHECEHO He nepekasHi Aeno3nTy, O B KOPOTKUNA TEPMIH MOXYTb
OyTM OOMIHSIHI Ha rOTIBKOBI KOWTW YX NEpPEeKasHi KOWTW, a Came KOLTW Ha BUMOTY, SKi
6eanocepeaHb0 HE BUKOPWUCTOBYKOTHCA ANSA 3AINCHEHHS NNaTexy, CTPOKOBI KOWTW N OLafH
AEno3nTu



- BCl PE3UACHTHI q)iHaHCOBi KOpIIOpaIi Ta

kBasikopriopartii (+ Harmornaapawnit 6aHK),
OCHOBHOIO AIIABHICTIO IKHX € (DIHAHCOBE
IIOCEPEAHHUITTBO 1 fIKI MAFOTh 3000B'A3aHHA y
BUTASIAL ACIIO3UTIB 200 ITOAIOHHMX AO HUX
dpiHAHCOBIX AOKYMEHTIB.

3AEOIABITIOTO II€ OAHKH T4 YCTAHOBH THIIY

OAHKIB.



aggregates

is their degree ot liquidity
with MO being the most liquid

and M3 the least



1.

The Fed buys $100,000 worth of securities from a
bank called First Bank. The purchase leaves the bank's
total assets unchanged, but it shifts $100,000 out of
securities and $100,000 into reserves.

Thus, if it does nothing the revenue stream for the
bank will fall. With liabilities of the bank unaffected, the
required reserves are also unchanged. So, the additional
$100,000 1s all excess reserves.



Assume that First Bank receives a loan application for
$100,000. With these excess reserves, the bank can
approve the loan and credit the companies checking

account $100,000.

. Now this new loan is not going to stay at First Bank.
The company who needed the loan is going to
withdraw the money to pay bills. So, in the end First
Bank's balance sheet is simply changed with an
additional $100.,000 1n Loans and a $100,000 reduction

1N securities.



1S 5 was used to pay 1or steel at dtee O.

5. Steel Co will then take this money and deposit it in
their bank called Second Bank. So Second Bank has
an additional $100,000 in reserves and liabilities.

Let’s assume that the Reserve Requirement 1s 10 %o

Reserve Requirement 1s a fraction of bank’s liabilities,
which is to be held according to Central Bank’s
demand to maintain the stability of banking system.



Required Reserves = Reserve Requirement XDeposits
RR = rd XD

Any changes in deposits creates a corresponding

change in reserves,

ARR = rd X AD



Second Bank only needs an additional $10,000 in
reserve. So they have $90,000 in excess reserves.

7. Second Bank will 1ssue an additional $90,000 1n
loans.

8. This new loan 1s deposited in another bank,
Third Bank. The change in Third Bank is similar
to that of Second Bank, only the additional
liabilities are $90,000 instead of $100,000.
Required reserves of the Third Bank = $9,000




created
$100,000 + $90,000 = $190,000
in new checking deposits and
$100,000 + $90.000+ $81.000 = $271,000

in new loans at the three banks.

This process continues to work its way through the
system with each bank seeing a similar change in
their balance sheet.



MB = Cash + Bank Reserves



as 1.

M = mX
M = Currency + Deposits

= Currency + Reserves

C — Currency

R - Reserves

R = RR + ER

RR - Required Reserves

ER - Excess Reserves



Reserve Requirement *Deposits
RRE = & D * D

Required Reserves

Any changes in deposits creates a corresponding change in reserves.

ARR=rp*AD



