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Monetary Base & Money Muliplier Determinants
- In Jordan Economy
An Analytical & Ecoriometric Study (1973-1994

By:
Atef J. M. Barakat

Supervisor
Dr. Ryad A. AL -Momany

ABSTRACT

The putpose of this study was to investigate the behavior of the
determinant of the Jordanian money supply & the various factors alfecting .
Two major subjects were examined:

[} An investigation was made as to how monetary authorities respond to
econony goal variables , such as output, unemployment & the inflation
rate by using the monetaty policy reaction function, '

2) The roles of important variables that detetimine the money multiplier &

~ each component of {le monetary base comprising the level of the
money were determined.

The Empirical results revealed that the growth rate of the monetary
base reacted positively to tlie balance of payment over the monetary base,
This implies that the monetaty policy responded to the effect of balance of
payment was partially sterilized & the effect of budget deficit was partially
montized. The growth rate of the monetary base responded to the growth
‘rate of output under an dccommodation policy while it respond
countercyclically to the usemployment rate & the inflation rate. This itnplies
that the monetary authorities stabilize the prices through tnoney supply
mechanisin.

This study is designed to build an appropriate money supply model &
estimated behavioural equalions of motey multiplier determenants. The
empirical results revealed that the variation in the monetary multiptier was
small, it has contributed (21%) to the change of broad money supply. Tlie
variation of the monetary multiplier were due to change in ils determinants,
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while the variation in the monetary base was large, it has contributed (79%)
to the change of broad money supply. this implies that (he money supply is
the outcome of the monetary base & the monetary multiplier, the study is
also revealed that the Central Bank of Jordan could offset the undesirable
change in the monetary base, which is primarily beyond its direct control.

- The structural approach for the multiplier determenants is based on
the estimated of hree behavioural equations: the currency ratio, the time -
deposit ratio & the resetve ratio. The currency ratio is expressed as
a function of GNP, rate of interest on time deposits & velocity. The time
deposit tatio is expressed as a function of GNP’ & rate of interest on time
deposit .The reserve ratio is expressed as a function of inflation as a proxy
of the interest rate on loan & the discount rate. The empirical results
revealed that ihe impact of GNP & interest rate on {ime deposits are positive
on the currency ratio & multiplier. While the impact of the velocity is very
small on the currency ratio & the multiplier,

The impact of GNP & interest rate on time deposit are also positive
on time deposit ratio & multiplier. The discount rate has a positive effect on
the reserve ratio while it has anegative effect on multiplier, & finally the
study revealed that the inflation has a negative effect on the reserve ratio
while it has a positive effect on the multiplier .

The study mainly recommends that the Central Bank participate in
Financial Market through the implementation of open tarket operations
which are characterized by flexibility, effectiveness & the possibility 1o be
used for intervention in the money market on a daily basis.
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