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A	
  few	
  ques2ons	
  of	
  minor	
  importance	
  

1.  What	
  is	
  money?	
  
2.  What	
  do	
  bank’s	
  do?	
  
3.  Who	
  decides	
  how	
  much	
  money	
  gets	
  in	
  to	
  the	
  

economy?	
  
4.  Who	
  decides	
  where	
  it	
  goes?	
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What	
  is	
  money?	
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What	
  do	
  banks	
  do?	
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Banks	
  create	
  new	
  money	
  whenever	
  they	
  expand	
  
their	
  balance	
  sheets	
  (aka	
  make	
  ‘loans’)	
  

Source:	
  Ryan-­‐Collins	
  et	
  al.	
  (2011)	
  Where	
  does	
  Money	
  Come	
  From?,	
  nef	
  (the	
  new	
  economics	
  founda2on),	
  p56	
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Payment	
  of	
  £500	
  from	
  Richard	
  to	
  Stuart	
  

Source:	
  Ryan-­‐Collins	
  et	
  al.	
  (2011)	
  Where	
  does	
  Money	
  Come	
  
From?,	
  nef	
  (the	
  new	
  economics	
  founda2on),	
  p59	
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Intra-­‐day	
  clearing	
  &	
  overnight	
  
seWlement	
  

Source:	
  Ryan-­‐Collins	
  et	
  al.	
  (2011)	
  Where	
  does	
  Money	
  Come	
  From?,	
  nef	
  (the	
  new	
  economics	
  founda2on),	
  p63	
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The	
  myth	
  of	
  the	
  reserve-­‐mul2plier	
  

Source:	
  Ryan-­‐Collins	
  et	
  al.	
  (2011)	
  Where	
  does	
  Money	
  Come	
  From?,	
  nef	
  (the	
  new	
  economics	
  
founda2on),	
  p20-­‐21	
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Breakdown	
  of	
  rela2onship	
  between	
  
base	
  money	
  and	
  bank	
  money	
  

Source: Bank of England, Interactive Database, data series LPQAUYM (M4), LPQVQKT (notes and 
coins), YWMB43D (Central bank reserves). 
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The	
  tail	
  wags	
  the	
  dog	
  

Source:	
  Ryan-­‐Collins	
  et	
  al.	
  (2011)	
  Where	
  does	
  Money	
  Come	
  From?,	
  nef	
  (the	
  new	
  economics	
  
founda2on),	
  p23	
  

	
  
‘In	
  the	
  real	
  world,	
  banks	
  extend	
  
credit,	
  crea<ng	
  deposits	
  in	
  the	
  
process,	
  and	
  look	
  for	
  the	
  reserves	
  
later.’	
  	
  
	
  
Alan	
  R.	
  Holmes,	
  Federal	
  Reserve	
  Bank	
  of	
  
New	
  York	
  (1969)	
  
	
  

‘In	
  reality	
  the	
  sequence	
  works	
  
more	
  in	
  the	
  opposite	
  direc<on	
  
with	
  banks	
  taking	
  first	
  their	
  credit	
  
decisions	
  and	
  then	
  looking	
  for	
  the	
  
necessary	
  funding	
  and	
  reserves	
  of	
  
central	
  bank	
  money.’	
  
	
  
Vitor	
  Constancio,	
  vice	
  president	
  of	
  the	
  
European	
  Central	
  Bank	
  (2011)	
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Banks	
  need	
  our	
  deposits	
  to	
  ‘balance	
  the	
  books’	
  

Source:	
  Ryan-­‐Collins	
  et	
  al.	
  (2011)	
  Where	
  does	
  Money	
  Come	
  From?,	
  nef	
  (the	
  new	
  economics	
  founda2on),	
  p75	
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Banks	
  decide	
  where	
  money	
  goes	
  

‘Both	
  [households	
  and	
  companies]	
  are,	
  to	
  a	
  greater	
  or	
  lesser	
  degree,	
  ra<oned	
  
in	
  their	
  access	
  to	
  credit,	
  given	
  that	
  borrowers	
  know	
  a	
  great	
  deal	
  more	
  about	
  
their	
  condi<ons	
  and	
  prospects	
  than	
  do	
  risk-­‐averse	
  lenders,	
  and	
  that	
  lenders	
  
face	
  obstacles	
  in	
  ensuring	
  that	
  borrowers	
  honor	
  their	
  contracts.’	
  
	
  

Paul	
  Tucker,	
  Deputy	
  Governor,	
  Bank	
  of	
  England,	
  2010,	
  ‘Money	
  and	
  credit:	
  banking	
  and	
  the	
  macro-­‐economy’,	
  	
  
Bank	
  of	
  England,	
  Quarterly	
  Bulle2n,	
  Q1,	
  p97	
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Bank	
  lending	
  is	
  driven	
  by	
  confidence	
  
and	
  profit	
  

Source:	
  Bank	
  of	
  England	
  Sta2s2cal	
  Database	
  and	
  Posi2ve	
  Money	
  

Banks net lending by sector, 
1997-2010, sterling millions 
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More	
  informa2on	
  

•  josh.ryan-­‐collins@neweconomics.org	
  
•  www.neweconomics.org/projects/monetary-­‐reform	
  
	
  


