
    The total stock of money in circulation among the public at a particular point of time                        The Reserve bank of India calculates the four concepts of Money supply in India. 

                                                                               is called money supply.                                                                They are called Monetary Aggregates or Money Stock Measures.  

        It includes the currency notes and coins issued by the central bank (RBI) as well as the                             They are as follows - M1, M2, M3, M4 

                                 stock of deposits held by public in commercial banks. 

           Money Supply can be defined as the money circulating in an economy. 

            Terms like Narrow Money and Broad Money are also used to denote money supply. 

 

 

 

 

 

 

 

 

             It is a broader concept of the money supply.                                                                                           M1 is a narrow measure of the money supply that includes physical currency, demand   

         M2 is a measure of the money supply that includes cash, checking                                                                                          deposits, traveler’s checks, and other checkable deposits. 

                   deposits, and easily convertible near money.                                                                                M1 does not include financial assets, such as savings accounts and bonds. 

       M2 is a broader measure of the money supply than M1, which just includes                                  M1= C+DD+OD 

                cash and checking deposits.                                                                                                                                  C= Currency with Public. 

     M2 is closely watched as an indicator of money supply and future inflation, and                                                DD= Demand Deposit with the public in the Banks. 

                   as a target of central bank monetary policy.                                                                                                    OD= Other Deposits held by the public with RBI. 

   M2= M1 + Saving deposits with the post office saving banks.                                                                It is the most liquid form of the money supply. 

M1 is distinguished from M2 because the post office saving deposits are not as liquid as Bank deposits. 
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  It is also known as Broad Money. 

    M3 is a collection of the money supply that includes M2 money as well as large time deposits,                    M4 includes all items of M3 along with total deposits of post office saving accounts. 

   institutional money market funds, short-term repurchase agreements, and larger liquid funds.                       M4= M3+Total Deposits with Post Office Saving Organisations. 

     M3 = M1+ Time Deposits with the Bank.                                                                                                                          M4 however, excludes National Saving Certificates of Post Offices. 

        M3 is the most popular and essential measure of the money supply.  

           The monetary committee headed by late Prof Sukhamoy Chakravarty recommended its  

                                        use for monetary planning in the economy.  

                M3 is also called Aggregate Monetary Resource 

 

 

 

 

 

 

 

                                                                                                                                                                               The monetary base (also base money, money base, high-powered money) in a country is the  

                                                                                                                                                                                       total amount of bank notes and coins. This includes: 

                                                                                                                                                                                                             the total currency circulating in the public, 

                                                                                                                                                                                                              plus the currency that is physically held in the vaults of commercial bank,   

            Money Supply is affected mainly by two factors -                                                                                                           plus the commercial bank’s reserve held in the central bank.   

                           Monetary base                                                                                                                 The monetary base is manipulated during the conduct of monetary policy by a finance ministry or 

                          Money multiplier                                                                                                           the central bank. Open market operation are monetary policy tools which directly expand or 

                                                                                                                                                                                                                                  contract the monetary base. 
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    Money multiplier is the ratio of the Narrow Money (M1) or the Broad Money (M3) to Reserve Money. 

        The Money Multiplier refers to how an initial deposit can lead to a bigger final increase in the total money supply. 

          The money multiplier is equal to the change in the total money supply divided by the change in the monetary base (the reserves). Here that is represented as a formula: 

              Money multiplier = Change in total money supply ÷ Change in the monetary base 

 

 

 

 

 

 

 

 

 

 

 

                                                               The money supply in the economy can be influenced by the Central Bank of the country. The money supply can be increased in an economy by purchasing  

                                                                                                                                                                   government securities such as treasury bills and government bonds. 

                                                     The reverse happens when the central bank tightens the money supply, by selling securities on the open market, drawing liquid funds out of the banking system.  

                                                                                                                     The prices of such securities fall as supply is increased, and interest rates rise. 
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