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FOREWORD

The inspiration for this paper came from the feeling
that there is somsthing wrong with Government financing
when as much is spent on paying interest on the National
Debt as on Education or on Health.

With our glender resourcez we have only been able to
draw together zome of the relevant information which seems
to peint to startling conelusions:

We scecept that these conclusions may not be whole-
heertedly accepted, however we do strongly feel that the
concept is worth meore comprehensive study and discussion
as the implications are profound. In any event, they
should not be ignored.

would like to especially ackndwledge Edward
Holloway's enthusiaem and guidance along with Malcolm
MacDonald's research.

7i)

The paper has also greatly benefited from help with
presentation and criticism from Sir Arthur Bryant, C.H., C.B.E.,
Harry Rutherford, Simon Phillips and M.A. Cameron, alsc M,H.
Cadman, Simon Webley and Alan Hawking, members of the E.R.C.
Fublications Committee to whom the E.R.C. is immensely grateful.

D.,P. de Laszlo

CHATRMAN

Lecember 1481,

GOVERNMENT DEBT AND CREDIT CREATION
INTRODUCTION

The Economic Research Council has been well known over
meny years for its papers examining and explaining the course
of inflation. The thesis it propounded in 'A Programme for
National Recovery' and 'Excessive Taxes lead to Stagfiation'
is now generally accepted and has been acknowledged by at
least twe Chancellors of the Exchequer. However, the attempts
by the present government to reduce public sector borrowing,
bring down interest rates to acceptable levels and
regulate money supply have not been satisfactory and the
economy has suffered grisvously ss a result. Even the
substantial income flowing to the Exchequer from North Sea 0il
(estimated by the government at £5,880 million for 1981/82)
has not enabled either the present government or the previous
one, to reduce overall taxation. The government's share of
the Gross Domestic Product rose from 34% in 1955 to LO% in
1980; and the central government estimate for taxation
inereased by asbout £10,000 million from £65,400 million for
1980/81 to £75,500 million for 1981/82. Ome fact which stands
out is that the cost of servicing central Government Debt
(mainly National Debt} has risen from £705 million per annum
in 1955 to £8,661 million in 1380,

Recognising that the psyment of interest at present high
levels places an intolerable burden on the productive sector
of the economy, the Economic Research Council decided to
initiate an enquiry into the way in which money in all forms,
comes into circulation. We have been led teo the following
main conclusions:

(1) That the State should creste all the currency and credit
needed to satisfy the spending power of the Government
and the buying power of consumers:

(2) The power of the banks to increase the amount of credit
money in circulation should revert to the State. Had



this been done since 1945 some £30,000 million could
have been saved by the Government {f they had maintained
their historic privilege of themselves issuing all forms
of money including credit,

It is right that the bsnks should be fully recompensed
for the valuable services they perform, but if we examine
these closely we would see that this is essentially book-
keeping. It is misleading to describe the banks services in
financing Government expenditure put of newly created credit
money as "lending". The word should not have been used in
this connection as it creates a false picture of what really
happens. As a result we have allowed private Institutions to
usurp the right to issue cur meney and to make very handsome
profits thereby.

We maintain it would be possible to stop this compounding
debt interest without affecting inflation if the Government
extended control of its fiduciary responsibility to all forms
of credit creation. i

The present system of banking began when Goldsmiths first
made loana or advances for which they did not have full backing
by ilesuing receipts ‘t‘r-uat were negotiable., This evolved into the
Provincial banking system of the 18th and early 19th Centuries.
Provincial Banks issued their own bank notes which were backed
by unlimited liability of the Bank's Partmers - the issue
invariably exceeded the liguid assets and often the total
assets of the Partners with the conssquential periodic banking
crises typical of the period.

Before 1844, banks issuing notes could use those notes to
make commercial loans on which they earned interest and even,
on ogcasions, lend money te the Government.

The ereation of credit and liguidity by this method was a
major source of capital for the industrisl revelutions, In
order to regain the control of fiduciary instruments and to

raise money Parliament passed the Bank Charter Act of 1844
which gave the monopoly of bank note issues to the Bank of
England in England and Wales, Certain Scottish and Northern
Ireland Banka still have the right to issue notes. The Act
was later updated by the Currency and Bank Notes Act of 1954,

The Government at various times during this period tried
to tax the Bank's fiduciary ebility by Stamp Tex on individual
notes (1783) and other methods. The 1844 het recovered for
the Government its control of the note issue, which was a major
source of credit creation, and the profit accruing te it.

Since 1844 the creation of credit has slipped out of the
Government's hands, as other forms of credit have been
developed and expanded.

The Bank of England's note issue was originally fully
backed by holdings of gold. Today, the note issue is backed
by Government and other Securities. The interest earned on
the securities held by the Bank of England Issue Department
against the issue of notes is refunded to the Treasury since
the Bank of England is itself a Government Agent and profit on
its operations is payable to the Treasury.

This paper proposes that the method by which credit is
created should be re-examined and suggests that the creation
of credit should once again become the sole prerogative of
the Government, Abraham Lincoln summed up the principle very
succinctly:

"Government possessing the power to create and issue
currency and credit as money and enjoying the right to
withdraw both currency and credit from circulation by
taxation and otherwise, need not and should not borrow
capital at interest as a means of financing Governmental
work and public enterprise. The Government should create,
issue and circulate all the currency and credit needed to
satisfy the spending power of the Government and the
buying power of the consumers. The privilege of creating
and issuing money is not only the supreme prercgestive of
Government, but it is the Government's greatest creative
opportunity."

(U.S. Senate Document Neo, 23)



Major proposals along these lines were put forward by
the American economist, Irving Fisher, during the Depressions
of the 1930ts,

£ quote from the Economic Reform Club's (now part of the
E.R.C.} series of papers 'The Banks and the War', IIIrd Paper,
published ipn 1943, put the position clearly, describing the
situsation where Government does not have full contrel of
credit:

“...it iz apparent that no new (eredit) money can be
created except through the banking system, which izsues
it as an interest-bearing debt owed to them by the
Nation,

The result of this has been the piling up of an
enormous burden of debt on which suceeeding generations
of ocur people will have to pay huge sums each year in
the form of interest and Sinking Fund.

As the banking system in eréating this money is merely
using the Nation's credit by liguifying it, the right of
the Banks to treat such created credits as a lean and to
receive payment of interest thereon Is unjustifiable, and
it is therefore submitted most strongly that they are not
entitled to anything more than an mgreed fee based on the
extra work devolving upon them by the handling of these
funds, in a mammer aimilar to thet in which the Bank of
England is compensated for the management of the Nationasl
Debt and of the Fiduclary Issue,"

SUMMARY

The power to issue bank notes has provided for the
Government, since 1945, about £19,000 millisn of revenue, of
which £3,300 million arises from the increase in notes issued,
and £9,800 million from the interest saved on government
securities held as backing for the fissue,

In 1980, the Government borrowed £11,154 million and
spent £8,661 million paying interest on previous debts. The
interest payments represented 10,6% of Central Government
current expenditure.

The power of the banks to inecrease credit has meant that
the Government has foregone revenue, since 1945, of over
£30,000 million, of which £14,000 million arises frem the
increase in credit, and £17,000 million from the interest the
Government could have earned if the credit had been issued as
notes.

Under the present system the Government could have sold
direct to the Bank of England Issue Depertment government
stock and received notes in exchange. Interest paid on this
stock would have gone to the Issue Department and in turn
been credited back to the Treasury, The effect on total
money supply and conseguently on inflation would have been
nil.



CONCLUSION

If the Government had followed a policy of extensive
fiduglary control and had itself issued credit, rather than
nllowing the banks to do so, it could, for exemple, have made
n net reduction over the pericd 1970-80 in the need for

Government borrowing from the £48,578 million securities
lepued to about £22,000 million, & saving of about £27,000
milllion on the national debt over the period.

The effect of implementing the proposed move now would
be that a net smount of £20,000 million of national debt
could be cancelled. The conseguent reduction of interest
payments on the mational debt and, therefore, of taxation or
further borrowing reguired to meet these payments, would help
to bring about reflstion without inflation.

1. The creation of cash

A, The total amount of cash

Money in the form of cash is created in the United Kingdom
mainly by the Bank of England, the smount being fixed in
agreement with the Treasury, and formally subject to a
degree of Parliamentary control.

The note-issuing monopoly for England and Wales was first
given te the Bank of England under the Bank Charter Act 1844,
and is at present governed by the Currency and Bank Notes
Act 1954, Certain Scottish and Northern Ireland banks also
heve the right to issue notes, but these smounts, of which
some details are given later, are small. Coin is issued by
the Royal Mint, the Bank of England buying any coin it needs
at its face value. Profits of the Royal Mint belong to the
Government.

The note issue is handled by the Issue Department of the

Bank of England. That department was separated by the

Bank Charter Act of 1844 from the Banking Department, which
controls all other banking business, The issue of notes was
at first fully backed by holdings of gold, but now the Issue
Department holds securities as a balance against the liability
arising from the issue of notes. These are normally
Government securities, as shown in the following balance sheet
of the Issue Department for 10 December 1950:



TABLE 1
Bank of England Issue Departmant

Posltion as at 10 December 1380

Liabilities £ million Assets E million
Nokeg in circulation 10,611 Government securities 8,430
Notes in Banking Other sscuritiss” 2,195
Department 14

Total notes in issue 10,625 Total securities held 10,625

Scurce: (50 Financial Statietica

aInclud_ea commercial and loeal suthority bills and bonds, and compamy and
ather securiiies, ebto.

Teis shows that the Bank has issued over the years

10,625 millicn in notes, and holds as security backing

for the issue £10,685 millleon in securities, The amount

of the note issue and of the securities held for December

in each of the years 1945 to 1980 is shown in Table 2 on

wage 10.

The amount of notes in the Banking Department has. not besn af
any slgnificance, and it may be moted that notes in circulation
here includes notes held by g1l other benks and by the public.
mhe term public is used In monetary information to refer to: the
total of mll sectors other than the banking sector. The notes
referred to in Table 2 are only those issued by the Bank of
England. The rest of the cash in circulation, consisting of
notes issusd by Scottish and Nerthern Ireland banks, mentioned
on page 7, and a certain amount of coin, is comparatively
small, as can be seen from Appendix Table 17 (page 4%5).

The smount of notes and coin held by the papks in the form of
1£i11 money! is shown in Table 3 (page 11), along with the
ampunt in cireulation with the public, These figures are for
yearly averages, and differ from those in Table 2 {page 10}
which refer to 'banking' December of each year; throughout
this analysis it will be noted that there are many banking
statistics referring to bankers' make-up dates rather than
dates such as end of month end year normally used in other
forms of information.

Table 3 shows the figures for each fifth year 1545 zo 10M0,
and figures for the years 1919 to 1544, and 1545 to 1980 are
included in Appendix Table 18 (page 46) and Appendix Table 18a
(pagz 47). Also included in Table 3 are figures for the total
amount of notes and coin held by the public at the end of each
calendar year; both the annual averages and the amounts st
the year end for 'circulation with the public' show the cash
part of what is usually called the 'money stock’.



TABLE 2

Rank of England Jssue Department
famounts in € million at December of yesr™)

Lisbilities Assats

Kotes in fiatea in Toatal Government Other B Tatal

cireuiation banking potes in securities securities securities

department issue

1945 1,380 20 1,400 1,399 oy 1,400
1346 1,428 2z 1,450 1,449 1 1,450
1347 1,35% 100 1,450 1,449 1 1,450
1348 1,293 32 1,325 1,524 1 1,325
1343 1,322 28 1,350 1,34% ik 1,350
153%0 1,358 18 1,375 1,370 5 1,375
1351 1,438 12 1,450 1,447 4 1,450
1352 1,529 50 1,575 1,571 4 1,575
1553 1,620 55 1,675 1 672 4 1.675
1954 1,752 24 1,775 1,771 4 1 T15
1955 1,850 11 1,500 1,896 4 1,900
1956 1,998 2B 2 025 2,021 4 2,025
1957 2,128 22 2,150 2,146 4 2,150
1958 2,135 65 2,200 2,196 4 2,200
1959 2,237 €3 2,300 2,297 3 2,300
1960 2,374 26 2,400 2,398 2 2,400
1961 2,458 17 2,475 2,474 1 2,475
1962 2,453 47 2,500 2,439 1 2,500
1965 2,598 53 2,650 2,643 5 2,650
1963 2,556 44 2,600 2,599 1 2,600
1964 2,698 54 2,750 2,743 1 2,750
1965 2,876 24 2,900 2,895 3= 2,900
1366 3,036 14, 5,050 5,049 1 3,050
1267 3,160 40 3,200 5,199 1 3,200
1968 3,282 18 3300 3,299 1. 34300
1969 7,310 30 3,400 3,375 25 3,400
1570 3,992 58 3,650 5,477 173 3,650
1971 3,785 40 3,825 3,380 445 3,825
1572 4,579 21 4,400 3,878 ha2 4,400
1973 4,788 12 4,800 4,027 T3 4,800
1374 Sy520 il 5.525 5,284 241 5:929
1575 6,138 12 6,150 5430 a0 ©,150
1976 6,858 17 6,875, 5:352 923 6,873
1977 9,019 6 4,025 7,095 930 8,025
1978 9,122 28 9,150 8,085 1,085 9,150
1972 10,089 11 10,100 8,635 1,465 10,100
1380 10,611 14 10,625 8,430 2,195 10,625

Sources: Bank of England, Statistical Abstracts 1 & 2; ©S0, Financial
Statistica

%5.p 1945 - 63, the Lsst Wednesday in December (or, if a holiday, on
the nearest working dsy); from 1963, bankers' make-up date, generally
‘he ond Wednesday in Decesber. Figures are shown both ways for 1963,
Inereazed investment in other securities followed changes brought in
with the National Loans Aot 1968.

e

TABLE 3

Notes and coin outside the Bank of England (£ million)
(full table for each year see appendix — Table 1Ba)

Annual averages? A% end yeazh

Held by bankg In circulation Total In eireulation
(%i11 meney)” with the public outeide the with the public®
Bank of England

1945 15% 1,26% 1,416 1,287+

1950 199 1,244 1,443 1,268

1955 268 1,657 1,925 1,688%

1560 339 2,062 2,401 2,101

1965 515 2,426 2,941 2,636

1970 682 3,067 3. 749 3, 520

1975 ™ 5,341 6,132 5,904

1980 945 9,763 10, 708 10,411

Sources: Bank of England Quarterly Bulletin, March 1981; Annual Abstract
of Statistics; Bank of England Statistical Abstract Fumber 2, 1975.

®pverage of weskly figures 1945-61; average of monthly figures 196180

b
‘Batimated before 1963 on the basis of annual averages inoreased by
1.9% (the actual difference for 1963)

“Mheae amounts Form the basic quantity for 'meney stoek!,
d&clud&s Bank of England notes held as backing for issues of Seottish

and Northern Ireland notes in excess of their fiduciary issue
*“Eatimate

11



B.  The amount of new cash

The smount &f new cash issued 'is g source of finsnce for the
central government! {guotation from 'National Accounts
Statistics, Sources and Methods', CS0, 1968, page 420).

That iz, the amount of increase in the total amount of notes
igsued, and in the totsl of coins issued, is & pure source
of interest-free finance for the Government,

The Note issue results from the moncpely given to the Bank of
England by the Governmment; the Bank has created the cash at
the cost only of printing and management. The profit arising
from any increase in note issue belongs to the Government.
Since this may be an unfamiliar idea it is worthwhile to dwell
on it for a moment. If a private individual were to succeed
in printing a five pound note so effectively that he could buy
five pounds worth of goods with it in a shop, it would be clear
to everyone that he had got something for nothing - or at
1esst for no more than the cost to him of printing the five
pound note. The f1legality, as well as the immorality, of
this action would conasist in the fact that he was using the
‘eredit of the community, &s represented by the five pound note,
for hia own personal gain. The Government equally, when it
issues a five pound nots, gets five pounds worth of goods or
services for no more than the cost of primting and issuing the
note., But it is perfectly legal, and considered guite
legitimate, for the CGovernment to use the credit of the
community in this way, because the purposes for which they
are using it are supposed to be for the benefit of the
community o8 & whole. And in sny case they have the right to
ralse that money by taxation.

The total increase in note and coin In issue over the period
from 1946 to 1980 was £9,800 million on the basis of the
banking yesr figures shown in Table 4 (page 14); this includes
about ¥900 million inerease in the issue of coin. The cost of
producing and managing the note and coin issue over the periocd
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would have been sbout £500 million (for details see below),
leaving & net gein for the Government from their monopoly to
issue cash of about £9,300 million for 1946 to 1580,

The increase in cash i¢ shown in Table &4 im two ways: from
the Bank of England statistics, relating generally to 'banking'
years from December to December, and from 'national income!
statistics, which adjust the total issue to a calendar year
basis. In Table & are shown the increase in the totsl note
issue by the Bank of England, end the estimatsd increase in
coin in use, The figures in the first column of Table 4 are
calculated from the increase each year of the figures in the
third column of Table 2 (page 10). These in the =second column
of Table &4 are calculated from the increase each year of the
flgures in the fourth column of Appendix Tatle 17 {page 45).
The total of these in the third column of Table 4 gives a
crude estimate of the benefit to the Government for 'banking'
years. The national income figures in the fourth column of
Table 4 show for calendar years the total issue of notes end
coin, less the increase in holdings of notes and coin by the
Bank of England Banking Department. These holdings are
deducted because they are trested separately in the national
income statistice as part of the general indebtedness to the
Banking Department. On a naticnal income basis, the toial
increase over 1946 to 1980 was & gross £10,100 millien or net
£5,600 million after the estimeted cest of production and
management.

The figure of £500 million given above as the cost of
producing and managing the note and coin issue from 1546 to
1980 is ecalculated from figures in the Benk of England
Accounts. The asverage cost for the period 1971-81 of
producing notes was about 1.9% and the cost of managing the
issue about 0.1% per year; this gives about £200 million as
the cost of production from 1946 to 1980 and £200 million as
the cost of management,

13



TABLE 4
Mew cash created (£ million)

Nationsl income statistice

Eztimates for "banking' years
(ealendar years)

Hota iseue of Cain isanabclf Total note Increase in notes and coin
Bark of Englsnd.a Foyal Mint and coin in cireulation outaiﬂed
ereation the central government
1946 50 B8 Ga 50%
1947 a 5 o o*
1948 -125 21 -104% =120%
1949 25 <] a5t 30%
1950 25 =7 1a# 3%
1551 75 [} T5% BO*
1952 125 =1 124% ILD?
1953 100 1 107# a7
1954 100 i 1035% 126
1955 125 5 103* 136
1566 125 T 132% 124
1957 125 1 130% 126
1958 50 2 Lo 42
1959 100 3 103% a5
1960 100 & 106# 183
1961 T 13 aaw 97,
1562 25 9 4% &
1963 150 1 151% 154
1964 150 2 1524 157
1965 150 4 154% 193
1966 150 9 1594 148
1967 150 4 154% 152
1568 100 13 113* 186
1969 100 g6 196+ 137
1970 250 15 265+ 231
1971 175 -4 171# 243
1972 575 14 SHGH 578
1373 400 24 424% 544
15974 725 32 757* Taa
1575 625 35 GE0* 673
1976 725 53 758% 837
1977 1,150 26 1,176% 1,044
1978 1,125 51% 1,176% 1,286
1979 950 A0% Go0# 1,199
1380 525 0% L i 392
Total® 9,275 535% 3,506+ 10,1244

Sources: Tables 2 and 17; National Income & Expenditure ('Blue Books')
Anerease in notes. in issue from December o December {ses Table 2 for
dates in December Inerease in coin in circulation from average December to
aversge December (this is nmet exsctly the increase in imsue, but an
approximation to it} “Approximate imeresee UExcludes holdings by Bank

of England Banking Department S1946-80

*Eatimate 14 {

C. Earnings from the cash issue

The other source of finance for the Central Government,
arising from the note issue, is the interest received on
securities held by the Issue Department of the Bank of
England (although this funding is mainly obtained by reducing
the net interest paid out on government securities). The
exact amount of this interest is not published, but the
estimated net payment to the Treasury from 1946 to 1380, as
calculated below, was about £9,800 million.

Hence, the power to issue cash has provided finance for the
Government, over the period since 1945, totalling about
£19,000 million, of which £9,300 million arises from the
increase in cash, and £9,800 million from the Ilnterest on
securities held as backing for the note issue. That is, the
government borrowing requirement was £9,300 million less than
it would otherwise have been; interest saved has been £9,B00
million, although by the mechaniecs of the cperation, the
Treasury pays most of the interest to the Issue Department
and then receives it back =again.

The rest of this section is concerned with the calculation of
the estimated £9,800 million net payment to the Treasury of
interest on securities held against the note issue.

The Bank of England has published since 1971 in its Annual
Report and Accounts the amount of income and profits arising
from its holding of government and other securities

Flgures were as follows, for the Benk Accounting year
ending 28 February 1981:
Total securities held: beginning of

year £5,775 milliion
end of year £10,325 million
Income and profits for the year: gross £1,780 million
expenses £ 40 million
net pay-
able to

Treasury £1,740 miliion

15



Income and profits for the year include the effects of any
revaluation of securities to market value; expenses are mainly
costs of production; issue, custody and peyment of bank notes.
Figures for the net amount payable to the Treasury are shown
in Table 5 (page 18} for the period for which they are
ayailable.

1f the average securities held for the Bank of England
aceounting year are estimated at £10,050 million (average of
beginning and yesr end figures), then the average rate of
return was 17.3%. This includes profit other than interest
payments. Separate information for interest omly is not
available.

The amount of interest is also not distinguished in national
incote statistics. This is because the Bank of England is
regarded ‘as the agent of the Central Govermment and its
transactions are treated as those of the Government itself.
Interest on Government securities held by the Bank of England
Issue Depér‘tment is excluded from both receipt and payment
side of the Central Government accounts, although interest
received from outside Central Government is included in
recelpts on current account.

In order to obtaln estimates of the amount of return which
the segurities held by the Issue Departiment can be expected
to have received over the full peried from 1945, the following
caleulation has been done, the basis of which is set out in
tabular form in Table 5 (page 18):

1. The first column gives the annual average of s=ecurities
held each year by the Issue Department. It is obtained
by taking the average of the securities held at the
beginning and end of each year from the last column of
Table 2 (page 10).

e The second column gives the average redemption yield on
Government securities for each yesr. This average yield
iz a straight average of the official gross redemption

16

yields for short, medium and long-dated British Govern-
ment Securities (an official general average not being
available). Alsc shown, in the third column, for
comparison, is the official average annuel Treasury Bill
rate, which is applicable to short term investment
(concerning which see later, page 3Z).

The fourth column gives an estimate for each year of the
income value which could fairly be expected from the
securities held against the note issue. It is obtained
by applying the average yield on Government Securities in
the second column to the annual average of securities
held each year given in the first column.

The sum total of all the figures in the fourth column
represents the total 'standardised' income from securities
held over the pericd from the end of 1945 to the end of
1980, which was £11,100 million.

The fifth column gives for the years 1570 to 1580
(inclusive) the net amount actually paid to the Treasury
each year, which adds up in total to £7,347 million,

The corresponding 'standardised' income for those years,
as estimated in the fourth column, adds up to about
£8,300 million.

If the ratio of actual net payments for the years
1970-1980, namely 7,347/8,300, is applied toc the full
period 1946-1980, then the estimated net payment to the
Treasury from 1946 to 1980 would be roughly £9,800
compared to the 'standardised' value of £11,100.

17



TABLES
Income from securities held by the Bank of England Issue Department

Total securitios Yields Income from securities

helid

{annual aversge)® British Treasury Estimated Fat

£ million Governmen EBill from gscuzit‘isa payment a

securities rate yisld ta Treasury
£ million £ million
% %

1946 1,425 2.4% .5 4% na
1347 1,450 2.5% 0.5 A6 na
1948 1; %87 245% 0.5 S na
1949 1,337 2,8% 0.5 37 na
1350 1,362 2,9% 0.5 b il na
1951 1,412 3.1% 0.6 A4 na
1952 1,512 3.9% 2.3 59% na
1553 1,625 3.6% 2.3 B2% na
1954 1,725 3.4 1.8 59% na
1955 1,857 4.1% 3.8 75 na
15956 1,9 B0% 4.9 ga* na
1957 2,087 Haaw 4.8 109% na
1958 2,175 2% 4.6 113* na
359 2,250 4.9% 3.4 110%* na
1960 2,350 5.7 4.9 134% na
1961 2,437 6. 2% 5.1 151% na
1962 2,487 5. T% 4.2 14o% na
1963 2,575 5.1% 3.7 13* na
1964 2,675 5.7% 4.6 152% na
1965 2,825 6, 6% 5.9 186% na
1966 2,575 6,9% 6.1 205+ na
1967 3,125 b * 5.8 209% na
1968 3,250 7.5% Tad 244% na
1969 3,350 a8.9% 7.6 2988 na
1970 34525 8.6% 7.0 303% 145
1971 3,737 T.9% 5.6 295¢ 170
1972 4,112 8,4* 5.4 B45% 204
1973 4,600 10.6% 9.3 486 371
1974 5,162 13.8% 11.4 Tiew o0
1975 5,837 13.0% 10.2 755+ 583
1976 6,512 13.4% 112 a7* 914
977 7,450 11,6% 7.6 864* 464
1978 B,587 12.0% 8.5 1,0%0% 728
1379 9,625 ! 12.5% 15.0 1,242% 1,328
1980 10,362 13,64 15.1 1,430% 1,740

Sources: Table 2; OS50, Financial Ststistics; Annual Abstract of
Statistics; Bank of England, Anrmal Report b

Bpverage of beginning and end of year figures from Table 2. Straight
(unweighted) average of official gross redemption yields for sach of short,

medium and long-dated British government securitiea, CApplying the government

securities yield to the average holding, YTntavest and profits from
securities; year beginning March lat.
*Estimate na = not available.
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2. Tha creation of credit
A, The total amount of credit

Most of our money today is in the form of credit rather than
cash and it is created through the operations of the banking
System, It is the method by which this credit money comes
into existence which is worth examination in some detail.
Under our present system 1t comes into existence as an
interest-bearing debt and most of the present problems in the
monetary sphere apise from this fact. In his book 'Economics!,
Professor Paul Samuslson explains in detail how "the banking
system es a whole can do what the small bank cannot do; it
cen expand its loans and investments many times the new
reserves of cash created for it". 0r, as the Radcliffe
Committee on credit and currency put it "the credit creating
capacity of the Joint stock benks asre today their effective
credit bese; an increase in the emount of liguid assets in
the banking system may therefore make possible an incresse in
the bank's lending to the public". For many years the banks
denied that the banking system could 'creste credit', but
today there is no shadow of doubt that they can do so as long
a8 there are credit-worthy borrowers requiring loans.

In 1940, when surveying war-time finance, the Economic Reform
Club, now part of the E.R.C., wrote in a letter to Sir John
Simon, Chancellor of the Excheguer - "the creation of such
additional money and credit as may be necsssary for the
prosecution of the wer should be the function of the State,
and the Banking System should be called upon to act in this
matter as the Agents of Government snd not ss the lenders of
money. It appears to my committee that this is a fundamenteal
issue and that no satisfactory solution of our financial
problem will be found until the Government cesases either
directly or indirectly to play the role of borrowers and to
put upon the nation & consequent burden of debt without any
such Justification as exists when money is borrowed from
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genuine savings. There is not in the creation of such
additional money any guestion of savings and there ought not,
we suggest, be any question of lending".

The position remains the same today, The Government has
since the war had the benefit from issuing notes, but not the
benefit from lssuing the other forms of credit which make up
the money stock. The Government has allowed the Banks to
inereaze credit and to obtain the benefits deriving from

that power. In this chapter the amounts of funding which the
Government has foregone in allowing banks to creste credit is
estimated.

Until 1971, the monetary base for the issue of credit by
commercial benks consisted of cash held by those banks, added
to the smount of bankers deposits with the Banking Department
of the Bank of England (the exact relationship has varied -
see page 22 - and from 20 August, 1981, has formally ceased
to exist, although it is 8till a useful measurs).

Cash held by the banks has been shown in Table 3 of Chapter 1
(page 11}); in the following Table 6 a summary of the balance
sheet of the Banking Department shows the amount of bankers
deposits for 10 December 1980, snd the way in which total
assets are invested:

TABLE 6
Bank of England Banking Department
Position as at 10 December 1580

Liabilities £ million Assats £ millisn
Bankers deposite A4a7 Hotes end coin A5
Other accounts and Government securities 446
e 675 Advances and other
accounts 175
Premisss, equipment
and other securities 526
1,162 1,162

Bource; (50 Financial Statistica
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The amounts for bankers deposits {and special depcsits
where applicable} and other liabilities, and for notes
and coin, government securities and other assets, are
shown in Table 7 below for each fifth year from 1545 to
197% and for each year 1975 to 1380.

TABLE 7
Bank of England Banking Department
(amounte in £ million at December of year~)

Liabilities Assets

Bankers Special Other Tatal BHotes Gowvernment Other

deposita deposits accounts and securities

and coin
Teaerves

1945 274 - &2 3560 21 313 22
1950 313 - 119 432 19 164 43
1955 245 - 106 251 13 283 55
1960 226 151 97 474 21 403 44
1965 261 96 123 480 26 374 80
1970 167 368 189 744 60 605 19
1975 ez 789 455 166 13 1,405 348
1976 325 1,806 516 2,647 18 1,505 T24
19717 428 1,185 624 2057 A 1,591 640
1378 425 1,099 129 2,251 28 1,648 15
1979 462 806 732 2,000 12 1,462 526
1980 487 - 675 1,162 15 446 Tol

Sources: Bank of England, Statistical Abstracts 1 & 2; CS0, Financial
Statistics

*Par 1945-1963, the last Wednesday in December (or, if a haliday, on the

nearest working day); from 1963, bankers' make-up date, generally the
?nd Wedneaday in December.
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The item designated 'other sccounts and reserves' in lia_bilities
includes public sccounts (Exchequer, National Loan Fund, etc),
balances of overseas centrsl banka and some private sector
sccounts, etc; the item 'other' in assets includes other
securities, discounts and advances, etc.

From the point of view of the Bank of England, bankers deposits
are effectively the same as notes issued; Just as the Issue
Department holds government securities against the note issue,
sg the Benking Department holds government securities against
bankers deposits (for additional detail, see page 32).

Further, when there are special deposits; these are in effect
held in government securities, &s can be seen from Table 7
(page 21), There are, however, some advances and discounts
made in usual banking procedures,

Deposits in the commercial besmking system have in the past
mainly been related to the amount of 'cash' held, where cash
is taken to mean the total of t111 money (notes and coin,
which is effectively a deposit with the Issue Department) and
deposits with the Banking Department. This 'cash ratio' was
generally about 10% in the inter-wer periocd, and 8% after the
war up to 1971 when a new system was introduced for contrelling
the total amount of deposits in the commercial banking sector.
The total amount of this 'monetary base' from the commercial
banks polnt of view is shown in Table & (page 24) for the years
1919 to 1980, These figures are annual averages and not
figures at year-end.,

Very roughly, then, for the inter-war period, the total of
commercial banking sector deposits was 10 times the total
shown in Table 8, varying little over the years compared to
the amount of change since World War IT and being of the order
of £2,000 million (average weekly deposits for London clearing
banks and Scottish banks wes £2,522 million in 1938).
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The position for all United Hingdom banks for 1980 (December
10) is shown in Table 9 (page 25) for all sterling assets and
liabilities. In this paper we are interested in the sterling

position,
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TABLE 8
The commercial banking sector ‘'monetary basa”

(amounts in € million; annual averages™)

Copmercial banking sector
'monetary baae!

Till Deposits with Total

Commercial banking sector
'monetary base!

Till Deposita with Total

money Banking money PBanking
Department Department
1919 116 63 179 1942 153 218 571
1946 159 255 414
1920 110 B4 154 1947 172 296 468
dozl B g6 2 1948 177 305 482
1922 111 80 91 330 101 50% 487
1923 107 70 177
1924 107 70 177 195 192 292 ggi
1951 20 298
1325307 32 313 jg5p aop 777 197
1926, e 2 W2 195 228 278 506
LJz7. - 208 ok 374 Jg5n 240 281 521
1926 108 19 174
1929 107 63 170 1952 268 254 522
1956 261 228 509
o = AR 216 519
s 2 & 176 1958 315 218 533
2i2 2o 1959 324 236 560
19335 101 100 201
1934 102 100 202 1920a %39 248 23?
a
19% 106 1 25 100G s 639
1936 112 98 208 J962 a0y 250 659
1557 117 57 214 gogs 550 €33
138 12 106 27 yges g8s 253 734
1938 132 103 235 3
we s ome  m VH I @
1941 142 123 265 1967 561 285 846
1942 147 137 284 (oeq ag 15 501
1943 149 159 308
1345 155 182 539 1969 640 = 9et
1970 682 192 B74
1971 705 231 936
1972 653 209 B62
1973 703 246 949
1974 TE4 259 1,023
1975 791 281 1,072
1976 784 308 1,092
1977 812 338 1,150
1978 849 389 1,238
1979 914 460 1,574
1980 945 516 1,461

Spurce: Bank of England Quarterly Bulletin, March 1981.

aAveragE of weekly figures 1945-81; average of monthly figures 1961-80.

Tgures are shown both weys for 1961.
24

Excluding special deposits.

TABLES

Banlks in the United Kingdom: sterling labilities and assets

Positicn as at 10 December 1980

Liabilities £ million
Rotes outatanding‘a 554
Deposita:

TE private sector; sig;hhb 21,000
UK private sector: time® 34,104
UK public sector: sight® €59
UK public sector: time” 303

Sub-total: UK privete and
public sector deposita® 56,066

TE banking sector: sight 2,302
UK banking sector: time 15,375
Overseas: sight 2,946
Overseas; time 74936
Cexrtificates of deposit 5,727
Sub-total: Depozits other

than UK private and

public sectord 34,286
Total deposits U, 352
Items in suspense and

transmizseion 3,553
Capital and other funds 13,587

108,046

Assets
Hotes and soin”
Beserve aspetst

Balances with Bank of
England

Money at eall: discount
et

ather
Treagury bi11s®
DOther bills

British government stoclks
(up to 1 year)

Total reaerve a.ssetsr

Other market loans and
hillaf

Investments: Britlsh
goverrment
public sectar
ather

Total investments

Advances: UK public sector
other

Total advances

Items in suspense and
collections

Other

BEalance of 'other scurrency'
asseis

£ million
1,551

485

4,601

295
1,168
1,753

a2
9,L84

29,548

Fp 240
470
2,291

6,001

1,885
51,047

52,932

5,705
34359

26

108,045

®Wotes outstanding are Seottish and Northern Ireland notes; part of notes
end coin held as assetsare held against this fssue, BIhe main part of
maney stock. CPart of M3 sterling money atock. dNot included in money
stack (eterling). ®UK and Northern Ireland. TReserve assete required from
1971 to be held as & minimum 123 of total deposits (up to August 1981).
g‘I'.\:lclud:i.ng leans to other banks, local authorities, ete.

Scurce: Bank of England, GQuarterly Bolletin,
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A summary of the full balance sheet of U.K. Banks is as
follows:

TABLE 10
Banks in the United Kingdom: sterling liabilities and assets
Position as at 10 December 1980

Liabilities £ million  Assets £ million
Depasita; UK private Reserve assets (excluding
sectors sight 21,000 balances with Bank of
less  "Monetary base' England) 8,593
Belance of notes and Other market loans and
coin® 1,057 investments 35,349
Balances with Bank of '
Bngland 485 Advances 52,932
Other 9,030

Total "monetary base' 1,522

equals Coomercial banking
net contributicn
to money stock l!l 19,478

Other Deposit accounts 35,066
Other accounts 51,426
105,970 105,970

et amount, equal to £1,591 millicn notes and coin on the assets
side lesa £554 million notes and coin on the liability side.

N.B. The amount by which the totals in Table 10 are less than thoae
in Table 9, namely £2,076 million, is represented by the
exclusion from both sides of all notes and coin (£1,591 million)
and of balances with the Bank of England,
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The form of this balance sheet has been slightly changed to
show the commercial banking contributlion to money stock (M1
basiz); this concept is explained in more detail in Appendix
B. In monetary atatistics, the amount of deposits with
Banks is defined to be part of money steck. Here, from the
total of UK private sight deposits has been deducted the
'monetary base' for commercial banks, ag shown for 1519-80
annual averages in Table 8 (page 24); that is the amcunt
from which the Bank of England and not the commercial banks
derives benefit.

The money stock posltion analysed in this way is as follows:

for 10 December 1680:

£ million
Hotes and coin in cireulation with the public 10255
Notes and coin held by banks (net = 'till
meney ') 1,037
Hotes and coin outside the Bank of England 11,292
Bank balances with the Bank of England 485
Notes issued, coin and deposits with the
Bank of England I1 97T
Commercial banking net comtribution to &
money stock (M) 13,384
Money stock (M;) 30,161

8Fquals the £19,478 million of Table 10 (page 26), less 6OW
of transit items (£1,%22 millien), plus an adjustment of
£228 million.

Estimates of the amount of monevy stock (M1] accounted for by
the commercial benks over the period 1945 to 1980 are shown in
Table 11 (page 28)}; these figures are for year-ends and not
for the December banking dates. For banks deposits with the
Bank of England and for speclal deposlts the figures of the
Bank of England (Table 7, page 21) have been used as the best
estimate aveilable for the position at the year-end. For till
money the average of the yearly figures shown in Table B
(page 24) have baen used.
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TABLE 11

The commercial banking sector contribution to money stock (M4)
(amounts in £ million; end-year)

Hotes, coin and deposits of the Bank of Commercial Money B

England , banking stock (Ml)

Motes ard ¢oin  Deposits with the Total™ net

Bank of England contribution

With ths With to meney

public banks Bankers Special stock (H'i)
1945 1,267+ 156% 274 - L1711 2,989* 4, T06%
1946  1,366% 165 279% - 1,810 3,563 5,373
1947 JUSHTE ITRR CRLES - 1,877+ 3,662% 5,539
1948 1,263% 1B4%  3L4% - 1,761%  3,861% GiEe2*
1949 1,272% 195% 299% - 1,766% 3, BET* 5.633*
1350 1,268% 203% 313 - 1,784% J4951% . T35%
1951 1,316% 213%  300* - 1,829 3:911% 5, T40%
1552 1,396% 224*  I03* - 1,925= 3,860% 5,783%
1953 1,450% 234w 250% - 2,0L4* 3. 943% 53,957
1954  1,580%  254% 276 - 2,110%  4,114% £,224%
1955 1,688% 274% 245 = 2,207 3545 6,150
1956  1,799%  2G2%  204% - 2,295*%  3,B92% 6,187*
1357 1,871 309 159 - 2,385%  3,796% 6,1a1%
1958  1,341%  zlge  215¢ - 2,47T5%  3,872% 6, 3474
13959, 2,006% 11 2oh¢ = 2,992¢% 4,055% 5,647
1960 2,100%  362F  226% 151 2,840%  3,76%% 6,603%
1961 2,102% 397% 1A 233 3,038% 3,519% 6,557
1962 2,202% 421% 2ag= = 2,845 5, 948% 6,793%
1963 2,251 A59% 2@+ = 2,938% 4, 323% 7,261
1964 2,451 500%  230% == 3,181% 4,313% Ta404%
1365 2,536 531%  261% 6% 3a524% 4,259% 7,783
1966 2,695 554 . 247* lgee  3,694%  4,085% 74779
1967 2,815 573% 259 215 3,860 4,582% B,442
1968 2,859 E13%  27a% 226% 3,976 4,808% B, 784
1969 3,006  BE1% 221 224 4,112% 4, T00% 8,812
1470 3320 GOk 167R 3as* 4,568% 5,067*% 9,635
1971 3,589 679+  lal* T 4,449% 6,63G% 11,088
1972 4,079 G7as 224 119% 5,100% T4557* 12,657
1973 4,377 s 5 1,459 6, T4 6,559* 13,303
1974 5,085 TrTE S 928+ T2090% T.645% 14,739
1975° 5,504 187 j22% 9a9* 8,002% 3. 481% 17,48%
1976 6,714 Tog:  j325% 1,806% 9,643% 9,824 19,467
1977 Te639 a50%  g28% 1,185% 10,142% 13,517+ 23,659
1578 B, 504 ag1*  423% 1,099% 11,307  16,228% 27,535
1979 9,701 930%  462% BOG*  11,800% 18,147 30,046
1980 10,411  960%  487* - 11,856* 19,356 31,214

Sources: Tables 3, 7 & 8; 050, Financial Statistics; Bank of England,
Statistical Abstracts 1 & 2

ATotal 'monetary base'; see Bank of England, Quarterly Bulletin March 1581,
pages 39-61. bThere have been a number of breaks in the series; a break

from 1967 has been adjusted backwards here to 1963. Before 1963 estimates are

especially approximate, and are partly based on deposits of London
Clearing and cther main banks. CFigures from 1975 are not strictly
comparable with those of years before.

*Estimate 54

B. The amount of new credit

The amount of new credit created in the economy is shown in
Table 12 (page 31); these ere the changes in the amount of
stock items as shown in Table 11 (page 28), with some minor
adjustments. The change in the amount of cash shown in the
table has already been considered in Section 1B, and the
figures for chenges shown hére sre similar to those shown in
Table 4 (page 14),

The overall increase in Money Stock (based on MJI} was about
£25,7%00 million between end 1945 snd end 1980; of this £9,500
million was the increase in cash (notes snd coin) with the
public and with banks, £200 million was the increase in
Bankers' Deposits with the Bank of England, and £15,200
million the increase in credit created by the Commercial
banks, The increase shown in Table 12 is not exactly the
same 83 the difference between the level at end 1945 and end
1980, which from Table 1l is estimated at £16,367 millicn, due
to the large number of breaks in the series. This gross
inerease was at little cost, although, if it had been issued
instead as cash by the government, the cost of issue and
management would have bean abgut £900 million on the basis of
the Bank of England figures mentioned above (section 1B),
giving a net amount of finance foregone by the government of
£14,300 million.

That is, the government has allowed, since the war, the

Commercial banks to create & net amount of credit of about
£14,300 million. Most of this happened in the 70s: for
1570-80 the net amount of credit which the government
allowed banks to create was £13,500 million. Further, the
above estimates are on a conservative basis; if the total
money stock estimste of I\I3 sterling is used, the amount of
credit created has increased by about a further £36,000
million (& table of My and My 1s included in Appendix Table
19 (page 48). The main difference between My &nd M; is that
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My includes only 'sight' deposits, while I-l3 includes alse time
deposits; time deposits overtook sight depesits in the mid
19608, and have become especially important since 1972.

TABLE 12
New cash and credit created
(CHANGE in the amount of money stock for the year; £ million)

Motes and Deposits with the Bank of Commercial Change in
coin England banking net mcmeg atack
(1, )

Benkers Bpecial Dotal Sorpioubion
{creation
of credit})

1946 ank 5 - 5% 574% EET*
1aa1 E2d 36% - 36 99+ 166v
1948 -115% o1 = s 1954 B3*
1549 20% ~15% = ~15# g+ 11*
1950 4 14 = 14% a4* 102*%
1551 BE* —13* . -13% —40* 5%
1952 1% 3* = 3 -51% 43
1955 104* -13#% e -1 B3 174%
1954 110% —14#% = —1g 171% 267%
1955 lze -1 - -31% 171 ~74%
1956 129 —41 = -41#% -51% 37
1957 95* -5 = -5% -96* —&*
1958 T4+ 16% = 16% 76+ 166%
1999 T 4o% - 40% 183% A00%
1960 1246% —25% 151% 1g2% e —daf#
1961 1260 —1g* Ba* 7% —244% —g6#
1962 34+ 6*  -p33 227 429¢ 2564
1563 a7« £+ - G+ 375* 468*
1564 241% 2% . 2% Z10* 233%
1565 216% 3 g96*  127% —54% 205+
1566 az* 14 102+ aan 174, 4%
1567 139% 12+ 15¢ 274 508+ 614,
1968 B4 19 13 Tan 253*,, 345

1969 195% —57# 2 e Ad -109¥ a7
1970 346% -54% 164%  110% 37448 8307
1971 255% 14 —3884  _3T4% 1, 174% 1,055

1972 489 434 1ig*  162% BE6*S 1,570
1375 253¢ —20%  1,320%  1,291% ~9g1¥ 653

1974 T52% 105* -511% 406 1,091%% 1,437%
1975 gage 2% g1+ 8 1,106%% 2,018
1976 2% 3% Bl7* 820 3454 1,984

1977 1,007% 103* -621*  -51g% 5,895% 4,192

1978 1,256% 5% BE* =-91% 2,711 3,876

1579 B46% 35% -293*  -254%  1,919% 2,511

980,  740% 5% -BO6* 7814 1,209% 1,168

Total® 9;908% 213" - 213 15,203 25, 364 %

Source: 090, Financial Statistice (for chenges in ﬁ}; Table 11.

SThere have been a pumber of breaks in this series; the changes in money
atock (1;%] and commercial banking met contributiecn allow for the breaka,
and whers maried do not agree with the change over the year as shown in
Table 11. P1946-80

*Eetimate
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TABLE 13

Income from issues of credit
€. Earnings from the credit fssue
(entigfon) o England, Banking Depastment Gzl Barks
(1) The Bank of England, Banking Department credit imsue
Bankere deposits Special deposita Interest

Just as the Issue Department has the benefit of the Note Issue e e Total R AR
TEHE, age_  Anieres
to invest in securities, so the Banking Department has the aﬁdmg e havggigga holding®
amount of Bankers Deposits, and occasionally Special Depesits. 1946 276% ™ - - ™ B.ETS" T
The relevent amounts at end-year are as shown in Table 11 ;gﬂg gﬂi i - - i g:;ﬁ: gg:
(page 28), 1549 206% o% - - g% 3.864% log%
G * - = g% 3,509+ 113%
The ‘'standardised' amount of income which could be earned on ig?ﬁ §25.¢ gq = - CL B 122
these deposits, assuming that Bankers Deposits were invested 1952 301% 12% - 5 12%  3,BE0% 1529
i 1953 296% T3 - - 11% 3,901% 148%
at the average rate for government securities shown in Table 5 1564 2a7% 10% = - 1o+ 4,029% 137%*
(page 18), and the Special Deposits at the average Treasury 1955 260" 1% - = 3 I 4,025% 165%
Bill rate also shown in that table, is shown in Table 13 1956 224% 11 - =2 1% 3,917% 1gg*
i 1057 201* 10 - = 1a0% 3,844% 200%
(page 33). 1958  207% 1% £ - 11 3,834% 199%
; 195 215k 12% 5 = 1 3,963 194¢
This is the amount of income which could be earned if all the 1960 2a0% 14% o i 165 Iopas ?23i
deposits in the Banking Department were invested in government 1961  221% 14% 1-9'62: 12: ﬁ: g?‘;‘: éfg*
and other securities, in the same way as bankers deposits are. %gg; g%g: E: 11_ & 11* 4,155 2114
1564 225 LA - - 13* 4,318% 246+
In fact, of course, the banking affairs of the Bank of England TS 245k 16% 4% 3% 15% 4,286% 2854
mix up the pure control side with other banking business, so 1352 Erve 1% 147+ o 27%  4,172% 288%
that separate figures are not available to check whether these 191 2 i e B Sl AR
E A
amounts are about right. However, Bank of England accounts 1369 249% 20% 205+ 174 A 4, 7544 4254
de show that the rate of interest received on their government 1870 194% 17 306% 1% gﬂ* 4,8a3% izg‘
] 1 174 * 194% 11# o% 5,853 i
securities was about the same as that shown in Table 5 (page 13;2 23; i’.?* ?jg* 3% o0+ 7,008+ 596*
1B) over the period 1971 to 1980 (the only years for which 1973 209* 2z% o Tex G4 ’1‘.05B: 742:
o " " * *
figures are published). The following table shows the 1974 247 33* 1;;::* 1;;: i::“ Z-;z:" 3 ESZ-
* ] L -
comparison for government securities: }332 gjé%,* 15* 1,397* 156% 1g9# ,652% 1,295
1977 B A4* 1,495*% 114* 158%  11,670% 11?2151:
1978 a5 1% 1,142% a7* 148%  14,872%
Calculated  Aceoun Caloulafed Accounty R i e 32 181% 17187 2,217%
1571 ;y;rm ;v; 1976 ;5.4 ;;os 1980 474% 65% 405* 61* 126%  18,751%  2,588%
1572 8.4 8.5 1977 11.6 12.9 5 Tabl, and 11
1973 1006 9.7 1978 12,0 13.5 St Dr‘heginﬁm snd endl of yesr Figaren Foen Mable 11 (pike 28)
1974 13.8 11.6 1979 12,9 15.5 barnlying the British government securities yleld from Table 5 (page 18)
1975 13.0 1z2.3 1380 13.8 15.0 to the average holding, “Applying the Treasury Bill rate from Table 5
page 1ding.
“From Table 5 "Prom Bank of Bngland Reports, taking interest from ¢ 38140 Vinehdigs dl iy

vermment securities as a percentage of government securities held i ke
average of beginning and end amounts), for years beginning March lat.
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The total of the standardized amount of interest which could
have been earned from these deposits, over the period 1946-8B0,
was sbout E1,700 million. This is a comparatively small
amount, partly due to the slow growth in bankers depesits as
the caszh ratio has gradually gone out of use.

(iL) Commercial Banks

Commercial banks earn interest by making loans and advances
from the deposit money they have created; they have paid
virtually no interest on the amount of private sector sight
deposits included in Ml’ and hence on the amount of credit
created as shown in Table 12 {page 31). The pattern of
investment in loans and advances, ete,, is shown in Table 9
(page 25). This includes also investment of other deposits,
which make up M3 sterling, and which in geperal have come
from time deposits - that is, from deposits which cannot be
drawn upon with a chegue.

In Table 13 (page 33) is shown as estimate of the amount
which could have been earned from the credit created by the
commercial banke if that credit, as shown in Table 11 (page
28), earned interest at the yield rate for government
securities as shown in Table 5 (page 18). This is the
amount the government would have earned in the Bank of
England if that amount of credit had been issued by the Bank
as an increase in the note igsue. The totsl amount earned
for 1946-80 would have been £18,300 million, say, £17,300
million after management expenses, which compares with an
amount of about £9,800 million sarned from the actual note
issue, as calculated in Section C of Chapter I. That is, if
the government had created all the credit making up Ml inatead
of only the cash and deposits with the Bank of England, the
total interest earned (for sending back to the Treasury)
would have been sbout E£27,000 million instead of about
£9,800 million in the thirty-six year period.
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3. The b g requi

A. How it was

Over the pericd 1970-80 the central government pald out
£40,709 million in debt interest (mainly the netional debt);
this formed the main part of the central government berrowing
requirement, which totalled £56,982 million over that period.

The amount the government had o horrow was obtained mainly by
£7,815 million from the issue of notes and coin, and by
£48,578 million from the issue of government securities.
Detailed figures for the periocd 1946-80 are shown in Table 14
(page 36). The national debt in nominal terms increased Tfrom
£33,079 million at March 1970 te £95,314 million at March
1980.

The position has been reached where the issue of government
securities is neceassary to cover the national debt intersst,
thereby perpetusting the cause of the rise in debt interest.
This movement began meinly from 1972, and thers is no
indication that the government can cantrol the situation which
has contimied to develop.
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TABLE 14
Central g 9
Debt = Other w Total Funded byt
interest” payments” borrowlng
reguirement Noteg and  Iseue of
eain government
s securitiss
a64* 63" 847+ Tt 7l
1947 5174 -315 2044 sem -5%@"
1548 5ope ~A53 352 -120 3222
1949 505+ ~72a% 224w 50% 4T
14950 505 —H1E* =313 30" 1 e
1951 548 —795% 2534 Ehi 63:11"
1952 fo7 e 5065 100 125°
1953 637 —110% 537% a7 243
1554 &35 ~432° 205° 126 -74
1955 705 -255° 46° 136 -228
1356 720 663" 4515 134 213
1957 02 -531° 17° 126 -29
1958 778 ~636° ans 42 132
1959 770 -614° 156° 85 -305
1560 857 —550° 3070 12
1561 893 =650 233° 9'|jr -;ﬁ
1562 874 -534° -557 3 599
1965 530 =118 153° 154 -157
1964 957 -503 434° 157 -134
1965 968 -358° 610% 5 222
1366 1,03 4932 543% s 217
%7 1,105 50 1,155° 152 529
1968 1,240 =477 763 186 =506
1969 1,280 =2,173 —B9% g7 183
1370 1,298 -1,962 -664 231 -272
1971 1,384 -7a7 637 243 3.321
1972 1,596 4 1,600 578 -515
1973 1,835 496 2,331 544 1,543
1974 2,232 1,291 %4593 784 &64
1975 2,759 5,506 8,345 &7 208
1976 5736 3,050 61786 537 il
1917 4,542 -173 4,469 1,044 15293
1978 5,632 2,739 8,371 1,286 5,052
1979 6,934 3,436 10,430 1,199 10,145
1z60 8,661 2,493 11,154 392 10,704

Utherd

163
Sa4

o
157+

1,273
622
2,967
1,541
244
2071
2,464
550
5,068
2,023
-914
58

Sources: Naticnal Ingome & Fxpenditure ('Blue Bocka')y Bank
1 f : of England
Statistical Abstracts 1 & 7; CSO, Flnancial Statistios i

SMainly naticnal debt interest.
[current expenditure),
dinzluding Treas

Ehot

*Eetimate
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Including service of Consolidated Fund
v loane 4o lecal authorities etc. ©From Table 4.

ury Billas, national savinge, net overseas finansing, eto.
strictly comparable with later figures, g

B. How it could have beeq

As shown above, by issuing credit, the banking sector deprived
the Goverrment of finance, over the period 1970-80, smounting
to about £13,500 million. This 1s & conservative estimete as
it 1= based on & very restricted definition of credit (page
29). There is a further potentlal £36,000 million arising from
the increase in 'time! credit which forms the basis of the
wide definition of money steck. If that could have bsen
channelled to the use of the Government, & large part of the
£48,600 million issue of government securities could have

been avoided,

Further, the estimated amount of interest earned aven on the
restricted definition of credit would have been, over 1946-£0,
about £17,000 million after allowing for management expenses
(page 34), and the Government could legitimately conslder that
it hes been deprived of this revenue. For 1990 the estimated
amount was sbout £2,500 million, and it could also be argued
that at least thet amount should be returned to the Government.

There is @ casa for taking the ides one stage further, and
recommend that the Government should take into its own hands
the issue of certsin forms of credit in addition to the issue
of notes whith it slready controls, This is not a new idea.
Lack of monetary control in the depression of the early 1930s
led Irving Fisher to propose that the US Government should
take over the issue of credit, mainly for the purpose of
obtaining better end direct comtrol of sny situation. In his
book '100% Money' (New York, 1935) he proposed that the
Government should require all 'checking' deposite (accounts on
which it is possible to draw a cheque)} to be backed by 100%
in cash or deposits with the Federal Regerve Banks. This
idea of 100% backing could be applied now to the United
Hingdom,

For the United Kingdem, we suggest that the existing
mechanisme could be used. That iz, that the power to create
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credit should be regulated by the Treasury, but that the
executive power should rest with the Bank of England, Since
the government takes responsibility for the proper conduct of
the country's economic affairs, it is right that it should,
through the Treasury, have direct control over the amount of
credit to be created in the economy (whether such power in

fact rests with the Treasury or with government ministers is
arother matter).

The procedure envisaged is that the Treasury should issue
Treasury 'credits' to the Bank of England, which would then
hold these sgainst the issue of notes, which it would control
as it does now, and slsc against the issue of credit, which
would be controlled by the Treasury through the number of
Treasury credits issued., The Treasury credits themselves
could be in the form of actual notes or bearer bonds of, say,
£]1,000 million and £500 millien. This procedure is analagous
to the procedure adopted in the 1914-18 war whereby the
Treasury issued its own notes, the main one of which was known
as the "Bradbury', although in that case the issue was to the
public. Here, we have proposed that the Bank of England
issues its own credits, using the Treasury credits as backing.

Concerning the timing of any change-over, this could be
carried out best over-night., In round figures, the Treasury
would issue E£30,000 million in credits to the Bank of
England. The firat step is for the Bank of England to hand
back to the Treasury the £10,000 million in securities it
holds against the note issue, replacing this with credits.
Instead of the Treasury paying interest to the Issue
Department, and receiving it back later, the amounts are not
paid in the first place, and therefore do not need to be
refunded.

Concerning the other £20,000 million, the Bank of England
could issue this to Commercial Banks as payment for suitable
investments and loans held by them, =say, for the £5,000

million government stock and treasury bills, etc., held by the
tenks (see table 9, page 25), plus £15,000 million in market
1oans and bills and other suiteble investments., Then the
Bank of England could either immediately realise non-
Government investments on behalf of the Treasury, or carry
out a policy of gradually changing them intc government
securities as they become due for redemption. Either way

the effect is that the Treasury could cancel the £8,500
million roughly of government securitles held by the Bank of
England (this affects the total in issue, but not the overall
funding position), and another £21,500 milliom of government
securlties in due course.

What amourt should the new issue be? The ocutline in the
previous chapter has worked on the basis of money stock My,
which includes only private sector sight deposits in addition
to notes end coin. The amount of private sight deposits was
about £21,000 million at end 1980, while the amount of private
sector time deposits was E34%,000 million. One of the features
of banking since the war, and especially since the early 1970's,
has been the growth in time deposits relative to sight deposits;
from the Appendix Table 19 (page 48), it can be seen that time
deposits of the private sector, at £18,018 millicn overtook
total money stock My, at £13,%03 million, in 1973, The

precise definition of the teurrent! accounts to be included
tabove the line' in the Banking balance sheet, and therefore
against which Treasury or Bank of England credits must be

held as to 100%, can vary: Irving Flsher envisaged the
definition as being of a 'checking' account - one on which it
was possible to draw s cheque and therefore one which is used
instead of cash, As there is mow a grey area between a pure
checking account and a ‘deposit' account - which may or may

not require notice of withdrawal - it would probably be best

to fix a fairly wide definition; this could be any account on
which withdrawal time is less than 1 month. 1t is not possible
to know from published information to what level this would
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raise the amount 'above the line', but it couid perhaps be
defined so as to inecrease this from the £20,000 million
mentioned above to say £30,000 million; this would extend the
saving and control accruing to the Treasury.

If such & system had been brought in for 10 December 1980,
the general picture would be as outlined in the following
balance sheets, using the restricted definition of money
stock N‘I H

Treasury
Lisbilities E million Assets £ million
Treasury credita 31.2.14‘ Mational assets s
(roads, land, etcy
eto) 31,214
“Money stock M,
Bank of England, Note and Credit Department
Limbilities E million  Assets £ million
Bank of England note Treasury credits 31,214
insue 10,625%
Bank of England credits 20,589
31,214 31,214
*fron Tsble 2
UK Commercial Banks: Sterling balence sheet®
Lisbilities £ million  Assets E million
UK private sector sight Bank of England notes
deposits 21,626 and coin 1,037
Bank of England
credita 20,589
21,626 21,626
UK private sector time
and public deposits 35,066 Money at call 4,896
Other accountw 51,354 Mvances 52,932
Other 28,592
108,046 108,046

B amounts approximating to those existing; see Table 9 (page 25)
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Where does this leave the banks? They are freed from the

worry of deciding how much credit they should create, and
pernaps from the fear of windfall tax and of nationalisation.
They are able to carry on their main business of operating
current accounts for the convenience of customers, altheugh
perhaps raising charges on these, and of taking deposits and
making advances. This leads to the next stage of credit
control: how should the total banking business be limited?

In the past it has been usual to limit expansion by fixing a
retio of deposits to a base defined in terms of cash or
reserves. This has been to look at the wrong side of the
balance sheet., The problem is not one of 'meney'! or 'deposits!,
but one of 'credit! or 'sdvances'. It is the level of
advances which should be fixed in terms of the amount 'above
the line'. That is, in the balance sheet for Commercial banks
shown on page 40, the level of advances, at E52,932 million

is about 2% times the level 'above the line' of £21,626
million. The Tressury could fix the level of advances at about
2%, or say 2 if the above the line definition was extended to
increase the base amount to asbout £30,000 million.

The merit of this proposal is that there could be direct
contrel of the base, and a direct end wvarying control, not on
deposits, but on the point that really matters - the level of
advances to business and to the personal sector. Banks must
hold 'Credits! to be able to mske advances, and they must
operate current sccounts to make it economical te hold Credits,
The Treasury controls the level of Credits, and the ratioc of
Advances to total Credits snd Cash held. If buslness needs
more loasns the Treasury can act directly to sase the

position.

What would have happened if this system had been hrought in
after the 1939-45 war? A notional outline is includaed in
Table 15 (page &43) of the reducticn which would have resulted
in the amount of debt interest payable because of the interest
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saved on Treasury credits; this is the amount shown in TABLE 15

fable 13 (page 33) to be a reascnable amount for the credit Central government borrowing requirement: fow it could have bean

ssue concerned. The amount of debt interest payable is Tebt Less Hotional Other ney Hotiomal
then reduced over 1970-80 from the £40,709 million actual et | RmEeh Ry s o
Ba interes requirenen’

(Table 14, page 36) to £27,153 million estimated notional. 1946 4Bx 5% 405 263 “rgen

194 1T (01 a7 =317% 14%*

Further, this saving reduces the borrowing reguirement, and 132; go;' 34* 11?5* 435;‘ -41142'

the new amounts are also shown in Table 15. Again, using 1943 Zo5% g 397" =123 221

the Treasury credit system, whereby such credits are the 1950 SO5% 113: 3% -g1a# =426

< i *

same as notes (and could in fact be issued as notes) an extra ig?é ?ig'? 1;:* i;; 2?}: igi"

source of finance is obtained alongside the finance from 1332 2-37 Tl 489: -1102 ﬂsz:

£ -

notes and coin. These amounts are shown in Table 12 (page 31}, g i i:l 692” _:520 g1%

al}d in Table 16 (page 44} the effect of using this form of 3.3;2 ESZ 192* 234* —eggc —iﬁﬁ*

finance is shown. There is a notable reduction in the need 1951 e ggc: 502: '?12 _29:

to issue government securities, from the actual, for 1570-80, ng ;‘;g igi- g;z' :ﬁic —2133*

of £48,578 million (Table 14), to £21,527 (from Table 16). 1960 a57 225% 34 5507 agr

26 ~660° »

The %Wemﬂent debt becomes manageable again, even without i%éé 333 215: 22}: .Sigc -z?g*

tapping the potential source of additional Treasury credits }92:\ 930 i’%: Elﬁi —ngi Eggj

profrided. by the possibility of reguiring 100% backing for 136; ;2,?3 263 BE5* —?550 Jar*

forms of deposit other than current accounts. 1966 1,036 28R* T45* -493¢ 255%

1967 1,105 290*% B15% 50° BEGH

1968 1,240 352 gees 417 411%

1969 1,280 423 a57% ~2,173 -1,316%

1970 1,258 dz0* B7E* -1,962 -1,084*

1971 1,384 462+ opo% =747 Lya

1972 1,596 HOE* 1,000% 4 1,004%

1973 1,835 T4s* 1,087* 496 1,583%

1974 2,232 9B0% 1,252% 35291 2.543%

1975 2,753 1,113% 1,646% 5,586 T.232%

1976 3,736 1,293* 2,843% 3,050 9, 493%

1377 4,642 1,354% Gy2aet -17% 3. L15%

1978 5,632 1,785% 3,847 2,739 6,386%

1979 6,9%4 2,217 4,717% 3,496 B8,21%%

1980 8,661 2,588% 6,073% 2,493 B, 566%

§;“uz:ces: Tables 13 and 14.

m isaue of 'S‘rg;:ury credits ('Commaroial Banks sredit issne'), Table 13.
Bivom Table 14. t aitrictly comparablewitn later figures.

*Estimate.
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APPENDIX A — ADDITIONAL TABLES

TABLE 17
TABLE 16 United Kingdom notes and coin outstanding .
Funding of the central g ing requi T ot b dmany (emounte in € million for the average of December for each year')
Notional Funded by: Netes and coin outstanding
borrowing .
requirement Bank of Svccttﬁsh Horthern Coin”* Tetal
Wotes and Treas Oitias i England barks Ireland
coin craﬂi:‘:; {axcgudln:‘mg ;:::err::nt Senkaf
(excluding  government securities 1945 1,388 66 16 125 1,595
notes) securities)  vequired 1546 1,436 71 16 153 1,657
1946 T68% a0 51a% 163+ 1947 1,450 69 14 138 1,671
1347 114% i aoe > -B1g* 1948 1,310 &7 12 159 1,548
1348 —aaé* 120 i5oh S ol 1949 1,338 &9 1 155 1,571
1549 —332% 30% & 157% :52; 1950 1,369 71 10 152 1,602
1550 —426m 30 4w _3s7e % 1951 1,436 71 9 152 1,676
1351 131% a0* 40w g -183 1952 1,550 86 9 151 1,796
1552 454% 100 51 i Bk 1953 1,655 92 g 158 1,914
1953 379% a7 a3e fa1b Eg' 1954 1,755 98 8 161 3,023
1334 66* 126 171% 1512 _saaw 1855 1,888 105 8 166 2,168
1955 281% 136 a7 5 ) o 1956 2,01% 114 10 173 2,511
1956 -145% 124 o _331, BEEEE 1957 2,113% 120 10 180 2,423
1957 ~oge 1ag Toer ?Tu 3l 1958 2,170 121 g 182 2,483
lgs8 -l a2 Ter _91: 1 1559 2,27 124 3 185 2,595
1959 -38% 85 183+ 376 oo 1560 2,508 126 5 191 2,716
1960 BA* 123 _2ga% &b 1961 2,463 131 8 204 2,806
1961 ¢ a7 T Iy 217 19623 2,469 129 a 213 2,816
1362 278 & Pooe it -200% 1962 2,469 127 5 205 2,308
1963 _5ak 154 375% T %b =43* 196% 2,617 129 T 206 2,955
1964 188w 157 Tiow = —;23; 1964 2,770 131 7 208 3,116
1965 PN s b ? 1965 2,925 134 8 w2 3219
1966 255+ 148 ks 195, 78 1966 3,063 135 9 221 3,428
1967 G5+ 152 e 78, 103 1967 3,215 141 10 225 3,589
1568 411+ 186 235% 414 -265% 1968 3,338 146 13 238 3,735
1969 -1,316% 197 105+ _i-g?ﬁ -1,091* 1969 3,450 15% 13 334 3,950
1970 -1,084% Sh % ik -131% 1970 3,670 160 20 345 4,159
1571 175% 243 Cily] -623% ~1,066% 1971 3,865 173 25 345 #,408
1a72 1,004% i 1,174 ~2,967 1,725% 1972 4,360 189 28 559 4,935
1973 1,587 244 i : 1,541 -1,581% 1573 4,830 215 30 303 5,458
1974 2,543+ 25 e 244 1,786% 1574 5,631 248 31 45 5,325
gt i ! e =A407% 1975 6,310 283 35 450 T.078
iR 5'433' 613 1,106% 2,464 2,589% 1576 7,075 710 38 483 7,906
1977 15 3 Dﬂ . 243: 550 5, 765" 1877 e.uog* 362* 45“ 503 g 1998
1978 ot ot 1693 -3,868 Bl o4Ee 1978 9,3 413 47 560 10,320
la79 8313 % s 2,711% 2,033 5568 1979 10, 300% 448+ 50% Bo0* 11,400%
e 8-5“* ,199 1,919% -914 £,005% 1960 10,8004 A99* 55 B50* 12,000%
* 392 1,209% 58 6,907* Gource: Fank of Bngland, Statistical Mbatacts 1 & 2, Guarterly Bulleting
Scurces: Tables 12, 14 and 15 Spyerage of Wedneadays for Bark of BEngland and London Clearing Banks;
A ammeraial Mina‘creation ;. average of [ weeks approximting to Tecember for Scottish and Northern
fiSt atekably chmpaiable: wi th"h"“di?- Table 12 (page 31). o Damke PAll but a very small amount fs backed by Bank of Higland
*Estimate i ter figures. notes included in their total SAlloving for coln logt or deatroyed., 2Fram

1062 thers was a change in the gethod of estimating wastage of coln. Figures
are shown both ways for 1962.
4 #Estimate 25



TABLE 18

Notes and coin outside the Bank of England (£ million), 1919-44

Annual aversges (average of weekly figures)

Held by banks
{till money)
1919 116
1520 110
1921 115
1322 111
1923 1a7
1924 107
1925 107
1926 106
1327 108
1928 108
1929% 107
1930 106
1931 99
1932 95
1953 101
1934 g2
1935 106
1936 112
1937 17
1338 121
1939 132
1940 141
1941 142
1942 147
1945 149
1944 155

Source: Bank of Bngland Quarterly Bulletin, March 1981.
AThe figure for eirenlation with the public and for till momey is
phical coverage following the lssue of

affected by a ch

In circulation
with the public

525

608
769
233
1,105

Total
outgide the
Bank of England

EZeogra)
notes by banks in the Irish Free State (Republic of Ireland);
before 1929 are not strictly comparable with those from 1929.
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TABLE 18a
Motes and coin outside the Bank of England (£ million)

Anrual svaragesa At emi-yml'h

Held by bankg In cireulation Total In elvculation

{4111 money)” with the public® outside the with the publin’

Fank of Fngland

1945 155 1,263 1,416 12874
1946 159 1,341 1,500 1,366%
1347 172 1,361 1,533 1,387%
1948 177 1,239 1,416 1,263
1949 191 1,248 1,439 1,272
1950 199 1,244 1,443 1,268%
1551 206 1,291 1,497 1,316%
1852 220 1,370 1,550 1,396%
1953 228 1,462 1,690 1,450%
1954 240 1,551 1,791 1,560%
1555 258 1,657 1,925 1,688+
1956 281 1,765 2,046 1,799%
1957 303 1,842 2,145 1,877#
1958 315 1,905 24220 1,941%
1959 324 1,969 2,293 2, 006%
1960, 339 2,062 2,400 2,101%
1961% 358 2,151 2,509 2,192
1961% 385 2,119 2,504 2,19z%
1962 409 2,130 2,539 2,202%
1963 433 2,172 2,605 2,251
1964 485 2,266 2,711 2,451
1965 515 2,426 2,541 2,636
1966 545 2,563 34111 2,695
1967 561 2,633 5,154 2,815
1568 586 2,766 3,352 2,859
1969 640 2,871 5,511 3,006
1970 82 5,067 3,749 5,320
15871 705 3,432 4,037 3,589
1372 653 3,644 4,297 4,079
1973 703 4,091 4,734 4,317
1974 764 4,591 5,355 5,085
1975 791 5,341 6,152 5,904
1976 T84 6,106 6,890 6,714
1977 al2 6,852 7644 T.699
1a7a 249 To943 8,792 8,504
1579 914 9,031 9,945 3,701
1980 945 9,763 10,708 10,411

Sources: Bank of BEngland Quarterly Bulletin, March 19813 Annual

Abetract of Biatistica; Bank of England Statistical Abstracti Number

2; 1975.

djyerage of weekly figures 1545-61; ayerage of monthly figures 1561-80,
Figures aTe shown both ways for 1961, Estimated before 196% on the basis
of annual averages increased by 1.9% (the actusl difference fux 1963}
Thess amounts form the basie guanilty for 'money stoek! dmgeludes Bunk of
England notes held as backing for issues of Scottizh and Northern Ireland
notes in excess of their Fiduciary issue.

+#Estimate a7



TABLE 19
Money stock, My and M4 sterling
{amounts in £ million; end-year)

HNotes Private Meney Uthsrbdepbsits with Meoney

and eoin sector sigek hanks siock

with the sight _ M) Total®  of which, M, sterling”

publie deposits private sector 3

time deposits

1345 1,287 3,415% 4,706%  1,970% na 6,676+
1946 1,366%  4,007%  5,373% 2,200 na 7,669*%
1947 1,387 4,152% 52539 2,433* na Ty972%
1348 1,263%  4,350%  5,622%  2,534% na B,156%
1549 1,272% 4, 361% 5,633%  2,550% na B,163%
1550 1,268+ 4,467 5,735%  2,605% nia 8,340%
1551 1,316  4,424%  5,740* 2,603 na 8,343
1g52 1,396% 4,387* 5,763%  2,799% na 8,582%
1953 1,490%  4,467% 5,95T%  2,896% fa 8,853*
1954 1,560% 4,644% 6,224%  2,902% na 9,126%
1955 1,688%  4,462% £,150% 2,724% na 4,874%
1956 1,795* 4, 300* 6,187T%  2,769% na 8,956%
1557 1,877 4,304* £,181% 3,007 na 9,188%
1958 1,341% 4, 406" E,347%  3,119% na 9,466%
1559 2, 0064 4,641% 6,64T%  3,406% na 10,053*
1960 2,101* 4,502% 6,605 3, 635% ni 10,2384
1361 2,192% 4,365% 6,557%  3,047T% na 10, 504%
1562 2,802%  4,591% £,793%  5,991% na 10,784%
1963 2,251 5,010% TL261%  4,224% 3,877 11,485%
1564 2,451 5,043% Tod94%  4,634% 4,276% 12,128%
1365 2,636 Fa147* T.783%  §,268% 4,871% 13,051*
1966 2,695 5,084% T,779% 5,714 5, 304% 15,493%
1967 2,815 5,627 8,442 6,306 5,88% 14,748
1568 2,859 5,925 8,784 6,973 6,583 15,757
1969 3,006 5,806 4,812 7,320 6,863 16,132
1370 3,320 6,315 9,635 8,031 72530 17,666
1571 3,589 7,499 11,088 9,023 8,479 20,111
1572 4,079 8,578 12,657 12,786 12,161 25,443
1973 4,377 8,926 13,303 18,743 18,018 32,046
191'4:1 5,085 9,654 14,739 20,561 19,905 35,300
1975 5,904 11,579 17,483 20,112 19,188 374595
1976 6,714 12,755 19,467 21,693 20,772 41,160
1977 74639 15,960 23,659 21,631 20,353 45,290
1978 8,504 18,631 274535 24,527 23,215 52,062
1979 9,701 20,345 30,046 28,631 27,374 58,677
1980 10,411 20,803 31,214 38,361 36,736 69,575

Sourcea: Table 11; CBO, Financial Statisticsy Bank of England, Statistical
Abstracts 1 & 2

8From Table 11, 'met contributlen' plus sash with banks and bank deposits.
Other than private sector time deposits shown, the main item is public
sector deposits., SThere have been a mmber of breaks in the series; a break
from 1967 has been adjusted backwards here to 196%, Before 1963 estimates

are especially approximate. GFigures from 1975 are not strictly comparable
with those of years before.

*Estimate. na = not available

APPENDIX B — NOTE ON ADVANCES AND DEPOSITS

In Table 10 the Commercial banking net contribution te monsy
atock Ml is measured by subtracting notes, coins and balances
with the Bank of England from UK private sector sight deposits,
and in the fifth column of Table 12 the Commercial banking
net contribution to My is called 'creation of credit'. To
mary people it may seem strange that the amount of new credit
created by the banks is measured in terms of an' increase i
deposits rether than an increase in advances. In everyday
language 'deposits’ means 'real' money which has been
deposited with the bank by & customer. He thinks of advances
as credit and deposits as real money already existing.

For & long time the banks pretended that they did net actually
create new money. It was Reginald McKenna, one time Chancellor
of the Excheguer and Chairman of the Midland Bank, who first
cpenly admitted the fact by saying in 1920 that 'every loan
creates a deposit'. This expresses a simple fact of double
entry book-keeping, When a bank agrees to make a loan to &
customer it debits the amount of the loan to him, and to
valance the books it hass to credit this amount o him as &
deposit. The loan is thus an asset in the banl's books and
the deposit is a balancing liability. When the customer
spends the amount of the loan the bank has to pay out the
equivalent cash, and to balance the reduction in its azsets
it cancels the customer's deposit, which has now been used.
The recipient of the cash will pay it into his own bank,

which may either be the same bank or another, and they will
credit it to him as a deposit. From then onwards that meney
is jmdistinguishable from the rest of the money in the benking
system. Put when the original customer repays his loan the
equivalent amount of money ls destroyed.

This is of course an over-simplified account of what actually
happens. Thousands of such transactions take place every day
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and are balanced against one snother in the bank clearing
system. It does make the point however that the amount by
which the 'deposits' in the banking system exceed the notes,
coin and balances with the Bank of England, on the assets side
of the balance sheet, represents the total amount of credit
which has been created by the banks. This comprises all the
other items on the assets side of the balance sheet in

Table 9, and includes credit which the banks have created to
buy Treasury Bills, Government Stock and other assets.

The ‘deception' is still maintained when the control of the
money supply is referred to in terms of the banks limiting
their deposits, though in fact what is meant is limiting their
advances, as pointed out on page 41.
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