Understanding: Money and Inflation Part 2


“Where does money come from? The word bankrupt came from Italians breaking the benches of the bankers that lost money. Banks dealt originally with money in the form of bills and coins now they deal with it in the form credit.” 

“Bank deposits are as old as banking. But the processes of transferring the title of the deposits are a fairly new concept. In America banks no longer print their own bills as they were permitted to do many years ago. Modern day money depends in the creation of debt through commercial banks.” 

“The basic process of money creation is simplicity itself even though a detailed explanation becomes complicated briefly this is what happens. The bank has the borrower sign a note, and the amount of the note is credit into the borrowers account. The banker has created a new loan and a new deposit. Two entries are made of the balance sheets of the banks without disturbing any other people’s money on deposit.” 

A commercial bank is a firm that is chartered by the Comptroller of the Currency in the US Treasury (or by a state agency) to accept deposits and make loans. Their main functions are to accept deposits, to lend money; and to transfer funds among banks, individuals, and businesses. 

“To illustrate how new money is created lets start with the formation of a new bank. A group of citizens starts a bank with 500,000 in cash. The balance sheet shows 500,000 in assets and 500,000 in liabilities. Balance is the same though capital stock went into property. Both sides of the bank statement must remain in balance. The bank opens for business. Let’s assume people make deposits amounting to 100,000. The same figure show on the balance sheet under assets and liabilities as Cash and Demand Deposits respectively. The assets and liabilities has now been increase to 600,000 each. The bank loans 50,000. In the balance sheet it is Loan Deposits and New Loan Notes under assets and liabilities respectively for 50,000 each. This is added to the total assets and liabilities which are each now 650,000. This is how the commercial banks create new money. The entries are how they create new supply without relying on the printing press. It creates new money by borrowing from the nations banking system. Governments get their extra money by borrowing from commercial banks.” 

“New loans and investments create new deposits which makes it possible to create new money for more new loans thus creates more deposits which makes it possible to create more new loans.” 

A credit union is owned and operated by its members to provide savings accounts and low-interest loans only to its members. In general, credit unions offer higher interest rates on savings and charge lower interest rates on loans than other financial institutions. 

“Credit unions re-circulate money already in existence. Money is voluntarily taken from one person pocket and loaned to another person to spend. No new money is created when the loaned is made and no moneys are destroyed when the loan is repaid.” 

“Money in circulation increases and decreases and you borrow and pay respectively. If production increases and population grow the money supply must also grow. Only the government can permanently increase the money supply to take care of growth. The government has a great fiscal responsibility. It must contract and expand the money supply through deficit spending and or taxing just enough to maintain and active economy without contracting it or expanding it so greatly as to avoid price increases and decrease from resulting unemployment. 



