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Abstract

The existed money supply endogeneity theories analysis the characterity of
the money mainly from three aspects: 1, the quantity of economics decide the
quantity of money ;2 , different specifications of money and the quasimoney and the
money substitutes and the velocity of money that affecting the quantity of money;
3 ,the non-central-bank-factors in the money supplying mechanism. This paper in-
tegrates the three aspects and forms to one model which consists of two func-
tiones : Function 1,the demand of credit from bank = [ (total PT-PT by the money
substitutes-PT by the cash)/velocity of demand deposit-self-own demand deposit-
demand deposit formed from non-bank-loan ] . Function 2, the supply of credit
from bank = base money X min(mm,ml,mc). " The supply of credit from bank”
in Function 2 must equal to*the demand of credit from bank” in Function 1,and
it is the core value of the endogeneity theory of money supply.

According these two functiones, this paper analyses the endogeneity of money
supply step by step. Let us analyses the Function 1 first. 1 ,we get the PT from the
four factors : “PT—revenue rate curve” , interest rate of loan, interest rate of de-
posit,and the self-owned capital in the enterprises whose profit-earning-rate-level
is below interest rate of loan. 2, we need confirm the “PT by the money substi-
tutes” , “PT by the money cash” ,and the velocity of demand deposit,so we can
get the total demand deposit. 3, the total demand deposit—self-own demand de-
posit-demand deposit formed from non-bank-loan, then we can get the “the de-
mand of credit from bank”. Now,Let us analyses the Function 2. The final multi-
plier affecting the money supply is decided by the minimum value of the three
factors ; money multiplier of common sense, loan—deposit ratio, and the capital
adequacy ratio. So we can get “the supply of credit from bank” which equal to

“base money X min(mm,ml, mc)”. Because“the supply of credit from bank”
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must satisfy“the demand of credit from bank” ,so we have finished the analysis of
the endogeneity of money supply.

The factors in the money supply process, such as money substitutes, cash , ve-
locity of demand deposit, self-own demand deposit , non-bank-financed deposit and
loans have the relation of mutual decision. Inside the non-bank-financial-activi-
ties, the credit by non-financial-institutions, the credit by non-bank-financial-in-
stitutions and the credit by qusi-financial-institutions also have the relation of mu-
tual decision. Because of these relations of mutual decision, the decision process
of money supply quantity becomes very complicated,and just because this condi-
tion, the money supply quantity must be an endogenous variable.

In our country, deposit rate and loan rate are decided by the central
bank. And these two rates must satisfy two conditiones: 1, the quantity of money
decided by these two rates must satisfies the need of economic development , and
2,the banks’ revenuerate rate from the margin of these two rates must equal to the
non-financial enterprises’ revenue rate.

In order to improve the money supply management:1, demand saving should
be include to M1;2,improving the statistical method ;3 ,usually have a census on
the limits of loan quantity and 4 ,have a census on the loan-satisfied-ratio.

The higher loan rate and the higher loan satisfied ratio can guarantee a better
loan effectiveness and a better social effectiveness. At the same time ,although the
lower loan rate and the lower loan satisfied ratio can also secure a stable price,,
but it is a low effectiveness composition because it can’t guarantee the higher-
earning-corporations get loans.

The conclusion of this paper is ; China’s Money Supply has the characteristic
of the endogeneity. MO ( currency ) is an endogenous variable because it can be
freely drawn from and deposited in banks. M1 (currency and demand deposit ) is
an endogenous variable because the quantity of M1 must satify the demand of the
ecnomics’ development. M2( M1 and time deposit)is an endogenous variable too,
because time deposit is decided by the orginal deposit and the quantity of the
banks’ credit which is also an endogenous variable. The quasi-money ( time depos-

it)is also an endogenous variable.
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Nowadays , the issue of base money caused by foreign exchange is a very im-
portant factor in our country’s money supply. The internationalization of RMB is
still in primary stage,so it has little impact on money supply. The imported infla-
tion is another factor that affects money supply.

The relation between endogeneity and exogeneity of the money supply is a
kind of dialectical relation. The theoretical base of the co-existing of endogeneity
and exogeneity is the affective mutuality of the economics factors. The develop-
ment of our country’s market economy is deeper and deeper,so the endogeneity of

our country’s money supply is stronger and stonger.

Key words:money supply, endogenous variable ,base money
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