Money & Inflation I




Where does money come from? Money and inflation was a movie narrated by Kenneth Lee Russell from Sam Houston State University and gives the understanding of where money comes from. The term bank derives from the word “Banco”, an Italian word that means bench. Benches were used for changing coins and bills. When a banker failed, the people broke a bench and the bank was said to be in bankruptcy. Banks originally gave money in the form of coins and bills. Banks deposits are as old as banking but the process of transferring the title of these deposits by check is a recent practice. A firm in London printed the first check forms in the year 1722. In many countries most businesses are conducted with coins bills and very little by check. If you will ask one hundred people if they think that it would be good if everyone would be out of debt, people would say yes; however, if this was to happen there would be no government bonds, loan association, charge accounts, interest incomes, saving accounts, banks, and in general, no money. Almost all money in circulation in depends in someone being in debt with a bank. In America banks no longer print their own bills because now this process depends in the creation of debt through commercial banks. Banks are required by law to publish a complete financial statement at least once a year. The government doesn’t start printing presses when it fails to collect them in taxes for paying its bills. It gets the extra money it needs by borrowing primarily form commercial banks. The banking system of the United States is one big bank with each individual bank being part of this vast system; so money taken out of one bank shows up its deposits in another bank. Individual banks are limited in the amount of new money that they can create by the size of their reserve requirements; however, for the banking system as a whole there is no limit. New loans and new investments create new deposits, which make it possible to create more money. Bills and coins get into circulation by the normal operations of the banking system. The Bureau of Printing and Engraving does the actual printing. The money created by the banks disappears when the loans are repaid. It disappears as a book keeping entry in the exact reverse process in which it was created. 

Kenneth Lee Russell from Sam Houston State University, states, “Credit Unions are a savings type of bank and in a sense do not help the money supply. The greenback in 1800’s is when money was created with no bonds to back it up.” Russell adds that, “When the government borrows from commercial banks, new deposits are created and the money supply is increased. Interest is paid to the commercial banks. When the government borrows from individual’s savings institutions, the money supply is not increased and interest is paid to those that have saved their money. When government borrows form commercial bank they can create unlimited amount of money; and this is how inflation occurs. When you borrow from the commercial bank you are expanding the money supply by the amount borrowed, but the interest that is paid back to the bank does not. Once loan is paid back the money in circulation is then decreased.” Russell explains the relationship between production and supply, and the changes that they make in our Economy. He explains that when money supply and production increase together the economy prospers. But when there is an increase of the money supply but not in the production of goods and services, prices rise and we experience inflation. When money growth is too slow we experience recession or depression; as a consequence, people stop borrowing and the money supply is decreased. When permanent money supply outpaces production prices eventually catch up. In conclusion we can see that commercial banks increase the money supply by making new loans. The government loans are permanent money supply increases and individual loans are temporary money supply increases. The government is in charge of expanding and contracting the money supply at just the right pace to make the economy prosper

