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Deriving the M2 Multiplier

  

M 2 = C + D +T + MMF

C =  currency in circulation

D = checkable deposits

T = time and savings deposits

MMF= money market mutual fund shares, money market deposit

             accounts, overnight repurchase agreements and overnight

             Eurodollars

All desired quantites of these variables rise proportionally with

checkable deposits.

The equilibrium ratios set by depositors are treated as constants

as before

C = c D

T = t D

MMF = mm D
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The M2 Money Multiplier

  

Substituting in the definition of M2

M 2 = D + (C D)+ (t D)+ (mm D)

= (1+ c+ t +mm) D

Using the expression for D from the chapter

M 2 =
1+ c+ t +mm

r + e+ c
MB

An example using the numbers from the chapter and using

T  = $2,400B; MMF  = $400 B  t  = 3 and mm = 0.5

m
2
=

1+ 0.5+ 3+ 0.5

0.10+ 0.001+ 0.5
=

5.0

0.601
= 8.32

Which is much larger than the multiplier for M1 because the 

reserve requirement for time deposits is less.
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