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“---that’'s part of the reason oil companies
are drilling a mile beneath the surface of the
ocean — because we're running out of places
to drill on land and in shallow water.- - -For
decades, we have talked and talked about the
need to end America’s century-long addiction
to fossil fuels. And for decades, we have
falled to act with the sense of urgency that
this challenge requires. - - -~
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Money creation in the modern

economy

By Michael MclLeay, Amar Radia and Ryland Thomas of the Bank's Monetary Analysis Directorate.

{1

» This article explains how the majority of money in the modern economy is created by commercial

banks making loans.

+ Money creation in practice differs from some popular misconceptions — banks do not act simply
as intermediaries, lending out deposits that savers place with them, and nor do they ‘'multiply up’

central bank money to create new loans and deposits.

» The amount of money created in the
central bank. In normal times, this is
also affect the amount of money dir

In the modern economy, most moeney takes the |
deposits. But how those bank deposits are creat
misunderstocd: the principal way is through con
banks making loans. Whenever a bank makes a
simultanecusly creates a matching deposit int
borrower's bank account, thereby creating new

The reality of how money is created today differ:
description found in some economics textbooks:

« Rathar fhan hanke raraiving danaeibe swhan e

FINANCIAL TIMES

April 24, 2014 1:32 pm

Strip private banks of their power to create
money

‘2 By Martin Wolf  Author alerts v

The giant hole at the heart of our market economies needs to be
plugged
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H8 . “Money creation in the modern Economy’,
Michael MclLeay et al., Quarterly Bulletin 2014 Q1, p14-27.

http://www.bankofengland.co.uk/publications/Documents/quarterlybulletin/2014/qgb14qglprereleasemoneycreation.pdf

Figure 1 Money creation by the aggregate banking
sector making additional loans()

Before loans are made After loans are made
Commercial banks(<)
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David Korowicz, ”Trade off : Financial
System Supply-Chain Cross-Contagion
— a study in global systemic collapse.”

(2012)
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