[image: image1.png]also provides a means of creating entirely new funds—funds needed to
finance the greater volume of new projects and spending that contribute
to economic growth.

Again, checkable depositsin commercial banks and savings institu-
tions are debtsliabilities of these depository institutions to their
depositors. But checkable deposits are also the money used for most
expenditures. How do these deposit liabilities arisez

For an individual institution, they arise typically when a depositor
brings in currency or checks drawn on other institutions. The deposi-
tor’s balance rises, but the currency he or she halds or the deposits
someone else holds are reduced a corresponding amount. The public’s
total money supply is not changed.

But a depositor’s balance also rises when the depository institution
extends credit—either by granting aloan to or buying securities from the
depositor. In exchange for the note or security, the lending or investing

institution credits the depositor’s account or gives a check that can be

deposited at yet another depository institution. In this case, noone else
loses a deposit. The total of currency and checkable deposits—the money
supply—is increased New money has been brought into existence by
expansi

operations as intermediaries between savers and users of savings.

. But individual depository institutions cannot expand credit and
create deposits without limit. Furthermore, most of the deposits they
create are soon transferred to other institutions. A deposit created

through lending is a debt that has to be paid on demand of the depos-
itor, just the same as the debt arising from a customer’s deposit of checks

or currency in a bank, By writing checks, the borrower can spend the

eposit acquired by borrowing. The recipients of these checks deposit
them in their depository institutions. In turn, these checks are present-
ed for payment to the institution on which they are drawn. As a result,

the newly created deposit can be shifted out of the originating in
tion, but it remains part of the money supply until the debt is re

No effort is made here to give a detailed explanation of the ere
of money through the expansion of deposits and depository instit
credit.® For present purposes, it is enough to point out that
institutions can make additional loans and investments, and the
increase checkable deposit money, to the extent that they hav
required amount of reserves against the increased deposits.
amount of reserves, in turn, is controlled by the Federal Res
System—the central bank of the United States.

2For a destrition of this process, scc Modern Monay Mechanics: A Warkbook on Bank Reserves and it
Expansion, available on request from the Public Information Center, Federal Reserve Bank of Chizago.
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