




















Shrinking supply of real money

follows naturally to a contracting money

demand, but more gently, as can be expected

.from an inertial state variable. Therefore the
‘top graphic of figure 4 exhibits a negative
gap between money demand and supply as a
‘consequence of the financial reform.

The analysis of figure 5 - allows
uncovering the = causes of inflation’s
overshooting. Starting again at the bottom
graphic of figure 5, we find again the above
described fall and successive recovering of
unsatisfied demand for real money. Such

‘negative gap determines that the rate of

crange of real money stock, which initially
is zero, should take negative values, about
minus 2 percent monthly. Ths reason for this

‘negative rate of change being the need of
‘eliminating the excess of money supply. And

the real money supply begms to decrease

after the shock.

In equilibriuin conditions, with stock

of real money being constant, the real
‘monetary expansion is zero. Rut it does not

mean that nominal monetary expansion is
also zero. Inflation finances ordinary

‘expenses and the remuneration of the money

stock. In equilibrium, the nominal monetary
expansion p amounts roughly 17 percent,
monthly

As mentioned, the anti-inflationary
shock produces a contraction of real money
supply. The level of government expenses is
reduced to cover just the deficit, about 7

percent. This reduction in the expenses is not -

big enough to compensate the contraction of
the real money expansion. The savings
because. of the reform, which amount to-

approximately 10 percent, are neutralized by -

the extra 12-13 percent generated- by: the

current rate of

inflation

J\

P ——

nominal

_monetary expa

%
—t

o'm'..\mig—o.—xivb):h

.0

real monetary expansion

2

A

0

/

“ g

-.2
2

real money supply

nsion

175
.15

.125 Y

N
rate of change

of real mone

v supply |

.02
.01
/'\ -
-;01
-02 0 15.00
Time

30

Figure 5: Variables affectmg current rate

of mﬂatlon

squeezing of the real monetary expansion. Then, the level of inflation requlred to support such
expenses grows suddenly to the region of 20-21 % monthly. :
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V. Summary.

The purpose of this exercise was to translate a small economic model in homelike terms
to SD practitioners, while trying to preserve the original mathematical structure. There were
positive and negative loops operating. Negative or balancing loops were responsible of the
control of real monetary supply. Time allowed, this could have been achieved, but there was
impatience for results. Why the failure of this reform? These negative loops, combined with a’
positive or reinforcing loop, produced an unexpected amplification of the inflation (counter-
intuitive overshooting). The fall of the nominal interest rate and the consequent collapse of the
speed of nominal monetary expansion did not compensate the contraction of demand by real
monetary balances. And the inflation rate over-reacted. The present reformulatlon replicates the
results of simulations done with the original model and the causal structure of the system has the
flavor of an authentic Systems Dynamics model. The "invisible hand" operating on the monetary
market found its cybernetic equivalent, in valves and flow terms. A cybernetic model is ruled
by its objectives. It is equivalent to what economists call endogenously determined models. In
this case, the Cagan’s function, in its character of behavioral equation, implicitly contains the
target pursued by the system. As it was seen, in figure 4, the system, after the shock, comes
back to the initial levels of monetization. The system targets are inserted in the form of Cagan’s
function. Another form would turn the system to another level of monetlzatxon
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