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* The use of private money (i.e. store value cards) has
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been growing rapidly due to the quick growth in

money supply in response to a given increase in the
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liquidity to be inaccurate. /4

* This creates problems for the central bank to conduct

monetary policy.
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amount of liquidity in the economy.

Introduction to Private Money

The nominal value of deposits is the price of fiat goods
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the issuers.

Private money dates back to the 1800's in the U.S.

plus the nominal value of deposits.
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Bank notes are the earliest forms of private money. w0 7 N T
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single merchant (the issuer) and can have a fixed
amount the purchaser chooses. Open-loop cards
carry the amount the card holder prepays and these
cards may be accepted anywhere the same logo is
used. Open-loop cards are closely related to debit
cards except they do not require an underlying bank
account.

Other forms of private money include: electronic
cash, gift cards, phone cards, network money, EBT,
etc.

* Issuing private money is an efficient form of
borrowing for merchants (the issuers).

* |ssuers can control restrictions, terms, conditions,
fees, and flexibility.

* Advancement in technology over the years have
eased the clearing of private money.

* Increased anonymity and freedom for users

* Private money allows the unbanked, under-banked,
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Now that we have redefined the money multiplier as
well as M1, we can incorporate the new reserve
requirement back into the money supply equation.
This equation now includes both fiat and private

money.
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*  We want to examine the effects of private money on

liquidity when the nominal value of real deposits
(Hg) or quantity of fiat goods (Qg) changes.

* If both the value of deposits (Hg) and the quantity of

fiat goods (Qy,) fall, then there are three cases:

AH, > AQ, > MM, >0
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Cancliusions

* Technology and other recent innovations are allowing the use of private
money to grow at incredible speeds and also weakening the powers of
the Central bank to conduct monetary policy.

* We have updated a conventional model to incorporate both the private
and fiat money into the money measurement and money multiplier. This
may allow us to identify the possible monetary implications of private
money on liquidity and the central banking power.

* Forecasts were overall accurate and able to obtain the highest adjusted R?
value, lowest AIC and SIC values, and random residual plots.

« Static forecasting was the appropriate choice for all data models.

* Astime and technology progress, we can expect to see further increases
in the use of private money. A new model of the money supply that
incorporates private money is needed now more than ever.
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