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Money multiplier 
 
 

Monetary base 
(Mb) 

Money M1 

 
 

 ∆ Mb and ∆ Money M1 are known. 
 

 Money multiplier = 
∆ Money M1

∆ Mb   

 
 

 ∆ Mb is known, ∆ Money M1 ? 
 The public has no cash; r = reserve ratio of the banks. 

 Money multiplier = 
1
r   

 ∆ Money M1 = ∆ Mb * 
1
r  = 

∆ Mb
r   

 
 

 ∆ Mb is known, ∆ Money M1 ? 
 c = cash-to-money ratio; r = reserve ratio of the banks. 

 Money multiplier = 
1

1-(1-c)(1-r)  

 ∆ Money M1= ∆ Mb * 
1

1-(1-c)(1-r) = 
∆ Mb

1-(1-c)(1-r)  


