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MONEY SUPPLY AND CONTROL




Measuring money

Professor John Webb, the banking expert we met in Unit 23, continues his interview.
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2 What 1s the money supply? |

[t's the stock of money and the supply of new money. The currency in circulation - coins
and notes that people spend - makes up only a verv small part of the money supply. The
cest consists at bank Llr.‘pt IS,
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<~ Are there ditterent ways of measuring it?
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Yes. It depends on whether vou include nme deposits - bank deposits that can only be
withdrawn afrer a certain period of time. The smallest measure is called narrow money.
This only includes currency and sight deposits — bank deposits that customers can
withdraw whenever they like. The other measures are of broad money. This includes
SAVINIES ki('P( sits and tume Licpu.\llx. d5 \\'t‘” ds morncy markct flll](is, L'L’l'[iﬁL'LllL‘\ Of dvpi SIE,
commercial paper, repurchase agreements, and things bke that. {See Unit 25)
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To measure money you also have to know how often it is spent i a given period, This is
monev's velocity of circulation = how quickly it moves from one institution or bank
account to another, In other words, the quantity of money spent is the moncy supply
times 1ts velocity of circularion,




Changing the money supply

[he monctary authorities = sometimes the government, bue llﬂld”}' the central bank - use
monctary policy to trv to conteol the amount of money in ctrculation, and its growth,

[his 18 1n order to prevent mflaion ~ the contimuous increase in prices, which reduces the

amount of things that people can buy.




m They can change the discount rate at which the central bank lends short-term funds to
commercial banks. The lower mnterest rates are, the more money people and businesses
borrow, which increases the money supply.

They can change commercial banks’ reserve-asset ratio. (See Unit 23) This scts the
percentage of deposits a bank has ro keep in its reserves (for depositors who wish to
withdraw their money), which is generally around §%. The more a bank has to keep, the
less 1t can lend.

The central bank can also buy or sell treasury bills in open-market operasions with
commercial banks. If the banks buy these bonds, they have less money (and so can lend less),
and it the central bank buys them back, the commeraial baaks have more maney o lend,




Monetarism

Monetanst economsts ate those who argue that if vou control the money supply, you can
control iflation, They believe the average levels of prices and wages depend on the
quantity of money in circulation and its velocity of circularion, They think that inflation is

Caused by too much monetaey growth: too much new money being added to the money

stock, Other economists dis;lf;:l'cc‘. ThL‘}' 5a) the moncey Sllppl}' cdn grow because of
increased economic activity: more goods being sold and more services being performed.

.




Are the following statements true or talse? Find reasons for your answers in A and B
OPPOSILC,

1 Most money exists on paper, in bank accounts, rather than in notes and coins.

2 Banking customers can withdraw time deposits whenever they like.

3 The amount of moncy spent is the money supply multiphied by its velociey of circulation,
4 Central banks can try to control the money supply:

5 Commercial banks can choose which percentage of their deposits they keep i their reseryes,




Use the words below to make word combinations with ‘monev’. Then use the word

combinations to complete the sentences. Look at A opposite to help you.

broad supply NACTOW

L THE s s 18 EHE €XISTING SLOCK OF money plus newly created money,
2 The \mallur OF MOSE LESLHICtIve measure 5
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Find three nouns in B and C opposite that make word combinations with ‘monetary’,
[hen use the word combinations to complere the sentences below.
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( monetary

R are the othcial agencies that can try to control the quantity of
MOney.

2 The attempt to control the amount of money i cireulation and the rate of nflation is called




US inflattlon and money supply growth

$7.000bn

LIS broad money supphy ’
%6,000bn

$5.000bn

US intlation rate

1997 | Y99




Over {o You *

What is wrong with having inflation? What is the current inflation rate in your country?
Has this changed a lot over the past 20 years? Try to discover what factors have caused

any changes.
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