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FOREWORD 

The i n s p i r a t i o n  f o r  t h i s  paper came from t h e  f e e l i n g  
t h a t  t h e r e  is  something wrong with Government f inancing 
when as much i s  spent  on paying i n t e r e s t  on t h e  National 
Debt as on Education o r  on Health. 

With our s lender  resources we have only been ab le  t o  
draw toge ther  some of the  re levant  information which seems 
t o  po in t  t o  s t a r t l i n g  cor:clusions. 

We accept t h a t  these  conclusions may no t  be whole- 
hear ted ly  accepted, however w e  do s t rongly  feel  t h a t  t he  
concept i s  worth more comprehensive study and d iscuss ion  
a s  the  impl ica t ions  are profound. In  any event ,  they 
should not  be ignored. 

I ,would l i k e  t o  e spec ia l ly  acknowledge Edward 
Holloway's enthusiasm and guidance along with Malcolm 
MacDonald's research. 

The paper has  a l s o  g r e a t l y  benef i ted  from he lp  with 
p re sen ta t ion  and c r i t i c i s m  from S i r  Arthur Bryant, C . H . ,  C.B.E., 
Harry Rutherford, Simon P h i l l i p s  and M.A. Cameron, a l s o  M.H. 
Cadman, Simon Webley and Alan Hawkins, members o f . t h e  E.R.C. 
Pub l i ca t ions  Committee t o  whom the  E.R.C. is immensely g r a t e f u l .  

D.P. de Laszlo 

CHAIRMAN 

December 1981 



GOVERNMENT DEBT ANDCREDITCREATION 

INTRODUCTION 

The Economic Research Council has  been well known over 
many years  f o r  i t s  papers  examining and explaining t h e  c o w s e  
Of i n f l a t i o n .  The t h e s i s  it propounded i n  ' A  Programme f o r  
National Recovery' and 'Excessive Taxes  l e a d  t o  S t a g f l a t i o n '  
is now genera l ly  accepted and has  been acknowledged by a t  
l e a s t  two Chancellors of t h e  Exchequer. However, t h e  at tempts  
by t h e  present  government t o  reduce publ ic  s e c t o r  borrowing, 
br ing down i n t e r e s t  r a t e s  t o  acceptable  l e v e l s  and 
regula te  money supply have not  been s a t i s f a c t o r y  and t h e  
economy has suf fered  gr ievously a s  a r e s u l t .  Even the  
s u b s t a n t i a l  income flowing t o  t h e  Exchequer from North Sea O i l  
(es t imated by t h e  government a t  C5,880 mi l l ion  f o r  1981/82) 
has  not  enabled e i t h e r  t h e  present  government o r  t h e  previous 
one, t o  reduce o v e r a l l  t axa t ion .  The government's share  of 
t h e  Cross Domestic Product rose from 34% i n  1955 t o  4096 in 
1980; and the c e n t r a l  government es t imate  f o r  taxa t ion  
increased by about C10,OOO mil l ion  from C65,kCC mi l l ion  f o r  
1980/8l t o  C75,500 mi l l ion  f o r  1981/82. 
ou t  is t h a t  t h e  c o s t  of se rv ic ing  c e n t r a l  Government Debt 
(mainly National Debt) has  r i s e n  from C.705 mi l l ion  per  annum 
i n  1955 t o  fi3,66> mil l ion  in 1980. 

One f a c t  which s tands 

Recognising t h a t  t h e  payment of i n t e r e s t  a t  present  high 
l e v e l s  p l a c e s  an i n t o l e r a b l e  burden on t h e  productive s e c t o r  
of the  economy, t h e  Economic Research Council decided t o  
i n i t i a t e  an enquiry i n t o  t h e  way in which money in a l l  forms. 
comes i n t o  c i r c u l a t i o n .  We have been l e d  t o  the following 
main conclusions: 
(1) That t h e  S t a t e  should c r e a t e  a l l  t h e  currency and c r e d i t  

needed t o  s a t i s f y  t h e  spending power of t h e  Government 
and t h e  buying power of consumers: 
The power of t h e  banks t o  increase t h e  amount of c r e d i t  
money in c i r c u l a t i o n  should r e v e r t  t o  t h e  S ta te .  

(2) 
Had 



t h i s  been done s ince  1945 some C30,OOO mil l ion  could 
have been saved by t h e  Government i f  they had maintained 
t h e i r  h i s t o r i c  p r i v i l e g e  of themselves i ssu ing  a l l  forms 
of money including c r e d i t .  

It is r i g h t  t h a t  t h e  banks should be f u l l y  recompensed 
f o r  t h e  valuable  s e r v i c e s  they perform, but i f  w e  examine 
tnese c lose ly  w e  would see t h a t  t h i s  is e s s e n t i a l l y  book- 
keeping. I t  is misleading t o  descr ibe t h e  banks s e r v i c e s  i n  
f inancing Government expenditure out  of newly c rea ted  c r e d i t  
money a s  "lending". The word should not  have been used i n  
t h i s  connection a s  it c r e a t e s  a f a l s e  p i c t u r e  of what r e a l l y  
happens. As a r e s u l t  we have allowed p r i v a t e  i n s t i t u t i o n s  t o  
usurp t h e  r i g h t  t o  i s s u e  our money and t o  make very handsome 
p r o f i t s  thereby. 

We maintain it would be poss ib le  t o  s top t h i s  compounding 
debt  i n t e r e s t  without a f f e c t i n g  i n f l a t i o n  if  the Government 
extended cont ro l  of i t s  f i d u c i a r y  r e s p o n s i b i l i t y  t o  a l l  forms 
of c r e d i t  creat ion.  

The present  system of banking began when Goldsmiths f i r s t  
made loans o r  advances f o r  which they d id  not  have f u l l  backing 
by i s s u i n g  r e c e i p t s  t h a t  were negotiable.  
Provincial  banking system of t h e  18th  and e a r l y  19th  Centur ies .  
Provincial  Banks issued t h e i r  own bank n o t e s  which were backed 
by unlimited l i a b i l i t y  of t h e  Bank's Par tners  - t h e  i s s u e  
invar iab ly  exceeded t h e  l i q u i d  a s s e t s  and o f t e n  t h e  t o t a l  
a s s e t s  of t h e  Par tners  with t h e  consequential  per iodic  banking 
crises t y p i c a l  of t h e  period. 

This  evolved i n t o  t h e  

Before 1844, banks i s s u i n g  notes  could use those n o t e s  t o  
make commercial loans on which they earned i n t e r e s t  and even, 
on occasions,  lend money t o  t h e  Government. 

major source of c a p i t a l  f o r  t h e  i n d u s t r i a l  revolut ions.  I n  
order  t o  regain t h e  cont ro l  of f i d u c i a r y  instruments and t o  

The c r e a t i o n  of c r e d i t  and l i q u i d i t y  by t h i s  method was a 
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r a i s e  money Parliament passed the Bank Charter Act of 1844 
which gave the monopoly of bank note issues  t o  the Bank of 
h g l a n d  i n  -land and Wales. 
Ireland Banks st i l l  have the r i g h t  t o  issue notes. 
was l a t e r  updated by the Currency and Bank Notes Act of 1954. 

The Government a t  various times during t h i s  period t r i e d  

Certain Scottish and Northern 
The Act 

t o  t ax  the Bank's fiduciary a b i l i t y  by Stamp Tax on individual 
notes (1783) and other methods. The 1844 Act recovered f o r  
the Government its control of the note issue. which was a major 
source of c r ed i t  creation, and the p r o f i t  accruing t o  it. 
Since 1844 the creation of c r e d i t  has slipped out of the 
Covexnment'a hands. a s  other forma of c r e d i t  have been 
developed and expanded. 

The Bank of h g l a n d ' s  note issue was original ly  f u l l y  
backed by holdings of gold. Today, the note issue 18 backed 
by Government and other Securit ies.  The i n t e r e s t  earned on 
the secu r i t i e s  held by the Bank of England Issue Department 
against  the issue of notes is refunded t o  the Treasury since 
the Bank of -land is i t s e l f  a Government Agent and p r o f i t  on 
i ts  operations i a  payable t o  the Treasury.  

This paper proposes t h a t  the method by which c r e d i t  is 
created ahould be re-examined and suggests t h a t  the creation 
of c r e d i t  should once again become the sole prerogative of 
the Government. 
succinctly: 

Abraham Lincoln summed up the principle very 

"Government poaaesaing the power t o  create and issue 
currency and c r e d i t  as money and enjoying the r igh t  t o  
withdraw both currency and c red i t  from circulat ion by 
taxation and otherwise. need not and should not borrow 
cap i t a l  a t  i n t e r e s t  as a means of financing Governmental 
work and public enterprise.  
issue and c i r cu la t e  a l l  the currency and c red i t  needed t o  
s a t i s f y  the apending power of the Government and the 
buying power of the consumers. The pr ivi lege of creating 
and issuing money is not only the supreme prerogative of 
Government. but it is the Government's greatest  creative 
opportunity." 

The Government should create,  

(U.S. Senate Document No. 23) 
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Major proposals  along these  l i n e s  were put  forward by 
t h e  American economist, I rv ing  Fisher ,  during t h e  Depressions 
of t h e  1930's. 

A quote from t h e  Economic Reform Club 's  (now p a r t  of t h e  
E.R.C.) series of papers 'The Banks and the  War', I I I r d  Paper, 
published i n  1943, pu t  t h e  p o s i t i o n  c l e a r l y ,  descr ib ing  t h e  
s i t u a t i o n  where Government does not  have f u l l  cont ro l  of 
c r e d i t :  

"...it is apparent t h a t  no new ( c r e d i t )  money can be 
c rea ted  except through the  banking system, which i s s u e s  
it a s  an in te res t -bear ing  debt  owed t o  them by t h e  
Nation. 

The r e s u l t  of t h i s  has been the  p i l i n g  up of an 
enormous burden of debt  on which succeeding generat ions 
of ou r  people w i l l  have t o  pay huge sums each year  i n  
the  form of i n t e r e s t  and Sinking Fund. 

As t h e  banking system i n  c r e a t i n g  t h i s  money i s  merely 
using t h e  Nat ion 's  c r e d i t  by l i q u i f y i n g  it, t h e  r i g h t  of 
t h e  Banks t o  t r e a t  such created c r e d i t s  a s  a loan and t o  
receive payment of i n t e r e s t  thereon is  u n j u s t i f i a b l e ,  and 
it i s  therefore  submitted most s t rongly  t h a t  they a r e  not  
e n t i t l e d  t o  anything more than an agreed fee based on t h e  
e x t r a  work devolving upon them by t h e  handling of these  
funds, i n  a manner s i m i l a r  t o  t h a t  i n  which t h e  Bank of 
England is  compensated f o r  the  management of t h e  National 
Debt and of t h e  Fiduciary Issue." 
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SUMMARY 

The power t o  i ssue  bank notes  has  provided f o r  the 
Government. s ince  1945, about Cl9,OOO mil l ion  of revenue, of 
which C9.300 mil l ion  a r i s e s  from the increase in notes  i ssued ,  
and E9,800 mil l ion  from the  i n t e r e s t  saved on government 
s e c u r i t i e s  held a s  backing f o r  the  issue.  

I n  1980, t h e  Government borrowed c11.154 mil l ion  and 
spent  C8.661 mi l l ion  paying i n t e r e s t  on previous debts .  
i n t e r e s t  payments represented 10.6% of Central  Government 
c u r r e n t  expenditure.  

The 

The power of the  banks- to  increase c r e d i t  has  meant t h a t  
the  Government has  foregone revenue, s ince 1945. of 
CJo.000 mil l ion ,  of which c14,OOO mil l ion  arises from t h e  
increase  i n  c r e d i t ,  and E17,OOO mil l ion  from the  i n t e r e s t  t h e  
Government could have earned if the  credit  had been issued as 

notes.  

Under the p resen t  system t h e  Government could have so ld  

I n t e r e s t  paid on t h i s  
d i r e c t  t o  t h e  Bank of England Issue  Department government 
s tock and received notes  in exchange. 
s tock would have gone t o  the Issue  Department and i n  t u r n  
been c r e d i t e d  back t o  the Treasury. 
money supply and consequently on i n f l a t i o n  would have been 
nil. 

The e f f e c t  on t o t a l  

5 



CONCLUSION 
I f  t h e  Government had followed a pol icy  of extensive 

f iduc iary  cont ro l  and had itself issued c r e d i t ,  r a t h e r ' t h a n  
allowing t h e  banks t o  do so ,  it could,  f o r  example, have made 
a n e t  reduct ion over t h e  period 1970-80 i n  t h e  need f o r  
Government borrowing from the  C48,578 mil l ion  S e c u r i t i e s  
issued t o  about C22,OOO mil l ion ,  a saving of about C27.000 
mil l ion  on t h e  na t iona l  debt  over the  period. 

The e f f e c t  of implementing t h e  proposed move now would 
be t h a t  a n e t  amount of C20,OOO mil l ion  of na t iona l  debt  
could be cancelled.  The consequent reduct ion of i n t e r e s t  
payments on t h e  na t iona l  debt  and, t h e r e f o r e ,  of taxa t ion  or 
f u r t h e r  borrowing required t o  meet these  payments, would he lp  
t o  br ing about r e f l a t i o n  without i n f l a t i o n .  

6 



1. T h ~ m n o t c a h  
A. 

Money i n  t h e  form of cash is  created i n  the United Kingdom 
mainly by t h e  Bank of England, t h e  amount being f ixed  i n  
agreement with t h e  Treasury, and formally subjec t  t o  a 
degree of Parliamentary cont ro l .  

The note- issuing monopoly f o r  England and Wales was f i r s t  
given t o  the Bank of England under the Bank Charter Act 1844, 
and is a t  present  governed by t h e  Currency and Bank Notes 
Act 19%. Cer ta in  S c o t t i s h  and Northern I re land  banks a l s o  
have the  r i g h t  t o  ' i ssue notes ,  but these amounts, of which 
some d e t a i l s  a r e  given l a t e r ,  a r e  small. Coin is issued by 
t h e  Royal Mint, t h e  Bank of England buying any coin it needs 
a t  i t s  f a c e  value. P r o f i t s  of the  Royal Mint belong t o  t h e  
Government. 

The note  iasue  i s  handled by t h e  Issue Department o f  t h e  
Fank of England. 
Bank Charter  A c t  of 1844 from t h e  Banking Department. which 
c o n t r o l s  a l l  o t h e r  banking business.  The i s s u e , o f  no tes  was 
a t  first f u l l y  backed by holdings of gold,  but  now t h e  I ssue  
Department holds  s e c u r i t i e s  a s  a balance a g a i n s t  t h e  l i a b i l i t y  
a r i s i n g  from the i ssue  of notes.  These are normally 
Government s e c u r i t i e s ,  as shorn i n  t h e  fol lowing balance shee t  
Of t h e  I ssue  Department for 10 December 1980: 

, 
Ths total amount of cash 

That department was separated by t h e  



TABLE 1 

Bank of Englsnd lmre Depamnem 

Positian as at 10 December 1900 
Liabilities e million Apaa E million 
Notes in circulation 10,611 Government securities 8,430 

Notes in Banking Other securitiese 2,195 
Department 14 - - 
Total notes in isme 10,625 Total securities held 10,625 

Source: CSO Financial Statistics 

%eludes comercia1 and local authority bills and bonds, and company m e  
other securities, etc. 

T n j s  shows t h a t  t he  Bank has  issued over t h e  years  
1:!0,625 mi l l ion  i n  notes ,  and holds a s  s e c u r i t y  backing 
f o r  the  i s s u e  L10.625 mi l l ion  i n  s e c u r i t i e s .  The amount 
of the  note  i s s u e  and of t h e  s e c u r i t i e s  held f o r  December 
i n  each of t h e  years  1945 t o  1980 i s  shown i n  Table 2 on 
oage 10. 
The amount of no tes  i n  t h e  Banking Department has  not  been of 
any s igni f icance ,  and it may be noted t h a t  no tes  i n  c i r c u l a t i o n  
here  includes notes  held by a l l  o t h e r  banks and by the  public.  
The term publ ic  is  used i n  monetary information t o  r e f e r  t o  t h e  
t o t a l  of a l l  s e c t o r s  o t h e r  than t h e  banking sec tor .  The notes  
re fer red  t o  i n  Table 2 a r e  only those i ssued  by the B a n k  of 
England. The r e s t  of t h e  cash i n  c i r c u l a t i o n ,  cons is t ing  of 
no tes  issued by S c o t t i s h  and Northern I re land  banks, mentioned 
on page 7, and a c e r t a i n  amount of co in ,  is comparatively 
small, a s  can be seen from Appendix Table 17 (page 45). 

The amount of notes  and coin held by the banks  i n  the form of 
‘till money‘ i s  shown i n  Table 3 ( p a p e l l ) ,  along with t h e  
amount i n  c i r c u l a t i o n  w i t h  t h e  publ ic .  These f i g u r e s  are  for 
yearly averages,  and d i f f e r  from those i n  Table 2 (page 10) 
which r e f e r  t o  ‘banking’ December of each year;  throughout 
t h i s  ana lys i s  it w i l l  be noted t h a t  t h e r e  a r e  many banking 
s t a t i s t i c s  r e f e r r i n g  t o  bankers‘ make-up d a t e s  r a t h e r  than 
d a t e s  such a s  end of month and year normally used i n  o t h e r  
forms of information. 

- - 
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Table 3 shows t h e  f i g u r e s  f o r  each f i f t h  year 1945 t o  1980, 
and f i g u r e s  f o r  t h e  years  1919 t o  1944, and 1945 t o  1980 a r e  
included i n  Appendix Table 18 (page 46) and Appendix Table 18a 
(pass  47) .  Also included i n  Table 3 a r e  f i g u r e s  f o r  t h e  t o t a l  
mount  of no tes  and co in  held by t h e  publ ic  a t  t h e  end of each 
calendar  year;  both the annual averages and the  amounts a t  
t h e  year  end fo r  ' c i r c u l a t i o n  with t h e  publ ic '  show t h e  cash 
p a r t  of what is usual ly  c a l l e d  the  'money s tock ' .  
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TABLE 2 
Bank of England lsun Department 
(amount; i n  f. mill ion at Dccember of yeara) 

Liabililisr Arretr 
Notes i n  Notes i n  Total Ccvernment Other Total 
c i rc t i ls t ion banking notes i n  s e c u r i t i e s  . iscuri t iee  secu r i t i ea  

1945 
1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1.958 
1959 
1960 
1961 

196ja 
1964 

1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
19@Q 

;;;;a 

1965 

1.380 
1..428 
1.350 
1.293 
1,322 
1,358 
1,438 
1.525 
1,620 
1,752 
1,890 
1.998 
2,128 
2.135 
2,237 
2.374 
2.458 
2,453 
2,598 
2.556 
2,696 
2,876 
3.036 
3.160 
3 1282 
3,370 
3,592 
J 1785 
4,379 
4.788 
5,520 
6.138 
6.858 
8.019 
9,122 

10,089 
10,611 

department i s sue  
20 
22 

100 
32 
28 

18 
12  
50 
55 
24 
11 
28 
22 
65 
63 
26 
17 
47 
53 
44 
54 
24 
14 
40 
18 
30 

58 
40 
2 1  
12 
5 

12  
17 

6 
28 
11 
14 

1,400 
1,450 
1,450 
1,325 
1,350 
1,375 
1 450 
1.575 
1 675 
1,775 
1 I 900 
2.025 
2,150 
2,200 
2,300 
2,400 
2,475 
2,500 
2.650 
2,600 
2,750 
2,900 
3.050 
3,200 
3,300 
3.400 
3,650 
3,825 
4 400 
4,800 
5 1525 
6.150 
6.875 
8,025 
9.150 

10,100 
10,625 

1,399 
1,449 
1 s  449 
1.324 
1,349 
I,, 370 
1.447 
1.571 
1 672 
1,771 
1,896 
2,021 
2,146 
2.196 
2 8 297 
2.398 
2.474 
2,499 
2 649 
2.599 
2 1749 
2 I 899 
3.049 
3.199 
3 1299 
3.375 
3.477 
3.380 
3,878 
4,027 
5,284 
5,450 
5.952 
7.095 
8,085 
8,635 
8,430 

1 1,400 
1 1,450 
1 1.450 
1 1.325 
1 1,350 

4 1,900 
4 2,025 
4 2.150 
4 2.200 
3 2. 300 
2 2,400 
1 2.475 
1 2,500 
1 2,650 
1 2,600 
1 2,750 
1 2,900 
1 3,050 
1 3 32w 
1 3.300 

25 3.400 
173 3,650 
445 3.825 
522 4,400 
773 4,800 
241 5,525 
720 6,150 
923 6,875 
930 8,025 

1,065 9,150 
1,465 10,100 
2,195 10,625 

Sources: Ea& of England. S t a t i s t i o a l  Abstracts 1 & 2; CSO, Financial  
s t a t i s t i c s  

%or 1945 - 63, the l a s t  Wednesday i n  December (or, if a holiday, an 
the nearest  working d3y); from 1963. bankers' make-up date ,  generally 
the 2nd Wednepday i n  December. Figures a m  shown both w a y s  f o r  1963. 
bIncreased investment i n  other s e c u r i t i e s  followed changes bro-t in 
with the National Loans Act 1968. 
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TABLE 3 

Not- and mi" ouoids tha BMk of Eqlsnd 

( f u l l  t ab l e  f o r  each year see append- - Table 18s) 

(E mil l ion)  

1945 
1950 
1955 
1960 
1965 
1970 
1975 
1980 

dsmral averageel 

5 l d  by b d q  In c i r cu la t ion  
( t i l l  money) with t h e  public' 

153 
199 
268 
339 
515 
682 

791 
945 

1,263 
1,244 
1 I 657 
2,062 
2.426 
3.067 
5,341 
9.763 

b A t  end year 

mtol In c i r cu la t ion  
outside the with the public' 
B d  of -land 

1,416 1.287. 
1.445 1.268' 
1.925 1,680' 
2.401 2,101' 

2.941 , 2.636 
3.749 3.320 
6.132 59 904 

10.708 10.411 

Souroes: Benk of England War te r ly  Bullet in .  Plarch 1901; Annual A b s t r a c t  
of S t a t i s t i c s ;  Bank of Fagland S t a t i s t i c a l  Abstract Nvmber 2, 1975. 
e Aver- of weekly fi-s 1945-61: 

1.946 (the aotua l  difference for 1963) 

average of monthly f i l m s  1961-80 

bFatimated before 1963 on the basis  of m u a l  averages increased by 

'mese amounts form the basic quantity f o r  'money stock' .  

k c l u d e s  Bank of -land notee held as backing f o r  issues of Scot t i sh  

*Fatimate 

, 

and Northern Ireland notes i n  eicem of t h e i r  f iduc iary  isaue 
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B. Theamountofnewcash 

The amount of new cash issued ‘is a source of f inance  f o r  the  
c e n t r a l  government‘ (quotat ion from ‘National Accounts 
S t a t i s t i c s ,  Sources and Methods‘, CSO, 1968. page 420). 
That is, t h e  amount of increase i n  t h e  t o t a l  amount of no tes  
issued,  and i n  t h e  t o t a l  of coins  i ssued ,  i s  a pure source 
of i n t e r e s t - f r e e  f inance f o r  t h e  Government. 

The Note i s s u e  r e s u l t s  from t h e  monopoly given t o  the  Bank of 
England by t h e  Government; the  Bank has  c rea ted  t h e  cash a t  
t h e  c o s t  only of p r i n t i n g  and management. The p r o f i t  a r i s i n g  
from any increase i n  note  i s s u e  belongs t o  t h e  Government. 
Since t h i s  may be an unfamil iar  idea  it is worthwhile t o  dwell  
on it f o r  a moment. If a p r i v a t e  ind iv idua l  were t o  succeed 
i n  p r i n t i n g  a f i v e  pound note  so e f f e c t i v e l y  t h a t  he could buy 
f i v e  pounds worth of goods with it i n  a shop, it would be c l e a r  
t o  everyone t h a t  h e  had g o t  something f o r  nothing - o r  a t  
l e a s t  f o r  no more than t h e  c o s t  t o  him of p r i n t i n g  t h e  f i v e  
pound note.  The i l l e g a l i t y ,  a s  wel l  a s  t h e  immorality, of 
t h i s  a c t i o n  would c o n s i s t  i n  t h e  f a c t  t h a t  he was using t h e  
c r e d i t  of t h e  community, a s  represented by t h e  f i v e  pound note ,  
f o r  h i s  own personal  gain. The Government equal ly ,  when it 
i s s u e s  a f i v e  pound n o t e ,  g e t s  f i v e  pounds worth of goods o r  
s e r v i c e s  f o r  no more than t h e  c o s t  of p r i n t i n g  and i s s u i n g  the  
note.  But it is  p e r f e c t l y  l e g a l ,  and considered q u i t e  
l e g i t i m a t e ,  f o r  t h e  Government t o  use t h e  c r e d i t  of t h e  
community i n  t h i s  way, because t h e  purposes for which they 
a r e  using it a r e  supposed t o  be f o r  t h e  benef i t  of t h e  
community as a whole. And i n  any case they have t h e  r i g h t  t o  
r a i s e  t h a t  money by taxa t ion .  

The t o t a l  increase  i n  note  and co in  i n  i s s u e  aver  the  per iod 
from 1946 t o  1980 was L9,800 mil l ion  on t h e  basis of t h e  
banking year  f i g u r e s  shown i n  Table 4 (page 14) ;  
about &300 mil l ion  increase  i n  the  i s s u e  of coin. The c o s t  of 
pi~oducing and managing t h e  note  and coin i s s u e  over t h e  period 

t h i s  includes 
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would have been about C500 mi l l ion  ( f o r  d e t a i l s  see below). 
leaving a n e t  gain f o r  t h e  Government from t h e i r  monopoly t o  
i s s u e  cash of about S9.300 mi l l ion  f o r  1946 t o  1980. 

The increase  i n  cash is shown in Table 4 i n  two ways: from 
t h e  Bank of England s t a t i s t i c s ,  r e l a t i n g  general ly  t o  'banking'  
Years from December t o  December, and from 'na t iona l  income' 
S t a t i s t i c s ,  which a d j u s t  t h e  t o t a l  i s sue  t o  a calendar  year  
basis. I n  Table 4 a r e  shown the  increase i n  the  t o t a l  note  
i s s u e  by t h e  Bank of England, and the  estimated increase i n  
coin i n  use. The f i g u r e s  i n  the  f i rs t  column of Table 4 a r e  
c a l c u l a t e d  from the  increase'  each year of t h e  f i g u r e s  i n  t h e  
t h i r d  column of Table 2 (page 10). Those i n  the  second column 
of Table 4 a r e  ca lcu la ted  from t h e  increase each year of t h e  
f i g u r e s  i n  t h e  f o u r t h  column of Appendix Table 17 (page 45). 
T h e ' t o t a l  of these  i n  t h e  t h i r d  column of Table 4 g ives  a 
crude es t imate  of t h e  b e n e f i t  t o  t h e  Government f o r  'banking' 
years .  The na t iona l  income f i g u r e s  i n  t h e  f o u r t h  column of 
Table 4 show f o r  calendar  years  t h e  t o t a l  i s sue  of no tes  and 
coin,  less the increase  i n  holdings of notes  and co in  by the  
Bank of England Banking Department. These holdings a r e  
deducted because they a r e  t r e a t e d  separa te ly  i n  t h e  na t iona l  
income s t a t i s t i c s  a s  p a r t  of t h e  general  indebtedness t o  the  
Banking Department. On a na t iona l  income b a s i s ,  the  t o t a l  
increase  over 1946 t o  1980 was a gross C.lO.100 mi l l ion  o r  n e t  
C9.600 mi l l ion  a f t e r  the estimated c o s t  of production and 
management. 

The f i g u r e  of S500 mi l l ion  given above a s  t h e  c o s t  of 
producing and managing t h e  note  and coin i s s u e  from 1946 t o  
1980 is ca lcu la ted  from f i g u r e s  i n  t h e  Bank of England 
Accounts. The average cost  f o r  t h e  period 1971-81 of 
producing notes  was about 1.9% and t h e  c o s t  of managing the  
i s s u e  about 0.1% per  year;  t h i s  g ives  about S200 mil l ion  a s  
the  c o s t  of production from 1946 t o  1980 and i300 mill ion a s  
t h e  c o s t  of management. 
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TABLE 4 
N W C . & C I U ~ ~  (E million) 

Estimates for 'banking' years 

Note iesue of 
Bank of mglanda Royal Mint 

Coin issuebOf Total note 

1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 

1957 
1958 
1959 
1960 
1961 
1962 

1964 
1965 
1966 
1967 
1968 

1970 
1971 
1972 
1973 
1974 
1975 

1917 
1978 
1979 
1980 
Totale 

1956 

1963 

1969 

1976 

50 8 
5 

21 
25 0 

0 
-125 ' 

25 -7 
0 
-1 75 

125 
100 7 
100 3 

100 6 
75 13 
25 9 
150 1 
150 2 

150 4 
150 9 
150 4 
100 13 
100 96 

525 
9 I 275 

SOx 
533* 

and coin 
creation' 

5'3s 
5f 

-104~ 
25* 
18* 
75' 

124' 
107* 
103* 
1 0 3 ~  
132" 
132s 
52* 
103" 
106" 

88* 
34* 

151' 
152* 

154* 
159" 
154* 
113* 
196* 
265~ 
171* 
589* 
424* 
757* 
660* 
758' 

i,176+ 
1,176- 
990. 
575' 

9.808+ 

National inoome s t a t i s t i c s  
(calendar years) 
Increase i n  notes and coin 
in circulation outside 
the central government d 

50* 
O X  

-1201 
w* 
30* 
80* 
100 
81 
126 

136 
124 
126 
42 
85 
123 
91 
6 

1 54 
157 
193 
148 
152 
186 
197 
231 
243 
578 
544 
788 

673 
837 

1.044 
1,286 
1,199 
392 

10,124* 
Sources: Tables 2 and 17; National Income 6. Expenditure ('Blue BOokBI) 
%orease i n  notes i n  iasue from December to December (see Table 2 for 
dates i n  December bIncreaoe i n  coin i n  circulation from average December t o  
average December (this is not exactly the increase in issue. but an 
approximation to  it) 'Approximate increase 
of hgland Benking &parbent e1946-80 
*Eatinate 

dfioludea hold- by Ew& 
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C . Earniws fmm the cash i w e  

The other source of finance f o r  the Central Government, 
a r i s ing  from the note i ssue ,  is the i n t e r e s t  received on 
s e c u r i t i e s  held by the Issue Department of the of 
h g l a n d  (although t h i s  funding is mainly obtained by reducing 
the  n e t  i n t e r e s t  paid out on government secu r i t i e s ) .  
exact amount of t h i s  i n t e r e s t  is  not published, but the 
estimated ne t  payment t o  the Treasury from 1946 t o  1980, a s  
calculated below, was about C9.800 million. 

Hence, the power t o  i s sue  cash has provided finance f o r  the 
Government, over the period s ince 1945, t o t a l l i n g  about 
U9.000 mil l ion,  of which C9.300 mil l ion a r i s e s  from the 
increase i n  cash, and C9.800 mil l ion from the interest  on 
s e c u r i t i e s  held a8 backing f o r  the note i ssue .  T h a t  is ,  the  
government borrowing requirement was C9.300 mil l ion less than 
it would otherwise have been; i n t e r e s t  saved has been C9.800 
mil l ion,  although by the  mechanics of the operation, t he  
Treasury pays most of the i n t e r e s t  t o  the Issue Department 
and then receives  it back again. 

The rest of t h i s  sect ion i s  concerned with the calculat ion of 
the estimated f9.800 mil l ion net  payment t o  the Treasury of 
i n t e r e s t  on securit ies held against  the note issue. 

The Bank of -land has published since 1971 i n  its Annual 
Report and Accounts the amount of income and p r o f i t s  a r i s ing  
from i ts  holding of government and other secur i t ies .  

Figures were a s  follows, f o r  the Bank ACCOuntinK year 
endinK 28 February 1981: 
Total s e c u r i t i e s  held: beginning of 

The 

year C9.775 mil l ion 
end of year 120,325 mill ion 

Income and p r o f i t s  f o r  the year: gross C1,780 mil l ion 
expenses C 40 mil l ion 
n e t  pay- 
able t o  
Treasury E1,740 mill ion 
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Income and p r o f i t s  f o r  the year include the e f f e c t s  of any 
revaluation of s e c u r i t i e s  t o  market value: expenses a r e  mainly 
cos ts  of production, i s sue ,  custody and payment of  bank notes. 
Figures f o r  the n e t  amount payable t o  the Treasury are shown 
i n  Table 5 (page 18) f o r  t he  period f o r  which they are  
avai lable .  

If the average s e c u r i t i e s  held f o r  t he  Bank of England 
accounting year are estimated a t  &l0,050 mill ion (average of 
beginning and year end f igures) ,  then the  average r a t e  of 
re turn was 17.3%. 
payments. Separate information f o r  i n t e r e s t  only is not 
avai lable .  

The amount of i n t e r e s t  is a l so  not distinguished i n  nat ional  
income s t a t i s t i c s .  
regarded as the agent of t he  Central Government and i ts  
t ransact ions a re  t rea ted  a s  those of the Government i tself .  
In t e re s t  on Government secu r i t i e s  held by the  Bank of England 
Issue Department is excluded from both rece ip t  and payment 
s ide of the Central Government accounts, although i n t e r e s t  
received from outside Central Government is included i n  
r ece ip t s  on current  account. 

In order t o  obtain estimates of t he  amount of re turn which 
the s e c u r i t i e s  held by the Issue Department can be expected 
t o  have received over t he  f u l l  period from 1945. the following 
calculat ion has been done, the bas i s  of which is set out i n  
tabular  form i n  Table 5 (page 18): 
1. 

This includes p r o f i t  other  than i n t e r e s t  

This is because the Bank of England is 

The f irst  column gives the annual average of s ecu r i t i e s  
held each year by the Issue Department. I t  is obtained 
by taking the average of the secu r i t i e s  held a t  the 
beginning and end of each year  from the  l a s t  column of 
Table 2 (page 10). 

Government secu r i t i e s  f o r  each year. This average y ie ld  
is a s t r a i g h t  average of the o f f i c i a l  gross redemption 

2. The second column gives the average redemption y ie ld  on 
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y i e l d s  f o r  s h o r t ,  medium and long-dated B r i t i s h  Govern- 
ment S e c u r i t i e s  (an o f f i c i a l  general  average no t  being 
a v a i l a b l e ) .  Also shown, in t h e  t h i r d  column, f o r  
comparison. is t h e  o f f i c i a l  average annual Treasury B i l l  
r a t e ,  which is a p p l i c a b l e  t o  s h o r t  term investment 
(concerning which s e e  l a t e r ,  page 32).  

3. The f o u r t h  column g i v e s  a n  e s t ima te  for each y e a r  of t h e  
income va lue  which could f a i r l y  be expected from t h e  
S e c u r i t i e s  he ld  a g a i n s t  t h e  note  i s sue .  I t  is obtained 
by applying t h e  average y i e l d  on Government S e c u r i t i e s  i n  
t h e  second column t o  t h e  annual average of s e c u r i t i e s  
he ld  each y e a r  given i n  t h e  f i rs t  column. 
The sum t o t a l  of a l l  t h e  figures i n  t h e  f o u r t h  column 

he ld  over  t h e  pe r iod  from t h e  end of 1945 t o  t h e  end of 
1980. which was C11.100 mi l l i on .  
The f i f t h ' c o l u m n  g i v e s  f o r  t h e  yea r s  1970 t o  1980 
( i n c l u s i v e )  t h e  n e t  amount a c t u a l l y  pa id  t o  t h e  Treasury 
each yea r ,  which adds up i n  t o t a l  t o  C7,347 m i l l i o n .  
The corresponding ' s t anda rd i sed '  income f o r  those y e a r s ,  
a s  e s t ima ted  i n  t h e  f o u r t h  column, adds up t o  about 
C8.300 mi l l i on .  
If t h e  r a t i o  of a c t u a l  n e t  payments f o r  t h e  y e a r s  
1970-1980, namely 7,347/8,300, is appl ied t o  t h e  f u l l  
pe r iod  1946-1980, then t h e  est imated n e t  payment t o  t h e  
Treasury from 1946 t o  1980 would be roughly C9,800 
compared t o  t h e  ' s t anda rd i sed '  value of L l 1 , l O O .  

4. 
' r e p r e s e n t s  t h e  t o t a l  ' s t anda rd i sed '  income from s e c u r i t i e s  

5 .  

6. 
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TABLE 6 
Inmm fmm tsorritii held by t h  BDnk of E w W  llsre Oapumam 

Tota l  securities Yields Income f m m  s e c u r i t i e s  

1946 
1947 
194s 
1949 
1950 
1951 
1952 
1953 
1954 
1955. 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 
1964 
1965 
1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 

he ld  
(annual average)' B r i t i s h  T?Basurv Estimated Net 
C million Government, B i l l  fmm m e u r i t i e s  payment 

yield' t o  Treaeury 
e mill ion C mill ion 

secur i t ies"  

% 
1,425 2.4s 
1.450 2.5f 
1,387 - 2.5+ 
1.337 2.8' 

1,837 4.1s 

2,087 5.2* 
1,962 5.0' 

2,175 5.2' 
2,250 4.9' 
2 I 350 5.7' 
2.437 6.2' 
2.487 5.7* 
2.575 5.1' 
2.675 5.7' 
2.825 6.6* 
2.975 6 . P  
3,125 6.7' 
3.250 7.5' 
3.350 8.9' 
3.525 8.6* 
5.737 7.9* 
4.112 8.4' 
4.600 10.6* 
5,162 1).8* 
5.837' 13.08 
6,512 13.4* 
7.450 11.6* 
8,587 12.01 

lo, 362 13.81 
9,625 12.9' 

rate 

% 
0.5 
0.5 
0.5 
0.5 
0.5 
0.6 
2.2 
2.3 
1.8 
5.8 
4.9 
4.8 
4.6 
3.4 
4.9 
5.1 
4.2 
3.7 
4.6 
5.9 
6.1 
5.8 
7.0 
1.6 
1.0 
5.6 
5.5 
9.3 

11.4 
10.2 
11.2 

7.6 
8.5 

13.0 
15.1 

34' 
36+ 
3 5' 
57f 
39f 
44* 
59' 
621 
59' 
75' 
98. 

109' 
11Z 
1101 

134% 
151% 
142+ 
IP' 
152* 
186* 
205' 
209* 
244' 
2981 
73 3* 
295' 
345' 
488+ 
712* 
759f 
873f 
864' 

1.073* 
1.242* 
1,430. 

na 

na 
na 

na 
na 
na 
na 
na 

na 

na 
na 
na 
na 
na 
na 
na 
na 
na 

na 

na 

na 
na 
na 
na 

145 
170 
204 
371 
700 
583 
914 
464 
728 

1,328 
1.740 

Sources: Table 2; CSO, Financial  Statist ics;  Annual Abstract Of 
Statiatica; Bank of -land, h u a l  Report 

'*Average or  beginning and end of year figures f m m  Table 2. bStrai&t 
(unveighted) average of official gross redemption yields for each of short, 
medium and long-dated British government s e m i t i e n .  C A p p l y b s  the government 
s e c u r i t i e s  yield t o  the average holding. drnterest and prof i t s  fmm 
8 e C U r i t i e o ;  yew beaiming Narch 1st. 
'Estimate na = not  available. 
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2 .  Th,mmion of credit 

A. The totalamount of credit 

Most Of our  money today i s  i n  t h e  form of c r e d i t  r a t h e r  than 
cash and it is  crea ted  through t h e  operat ions of the  banking 
system. 
i n t o  ex is tence  which i s  worth examination i n  some d e t a i l .  
Under our present  system it comes i n t o  exis tence a s  an 
i n t e r e s t - b e a r i n g  debt  and most of the  present  problems i n  t h e  
monetary sphere a r i s e  from t h i s  f a c t .  In h i s  book ‘Economics‘ 
Professor  Paul Samuelson explains  i n  d e t a i l  how “ t h e  banking 
system a s  a whole can do what the  small bank cannot do: it 
can expand i ts  loans  and investments many times the  new 
reserves of cash c rea ted  f o r  it”. O r .  a s  t h e  Radcl i f fe  
Committee on c r e d i t  and currency put  it “ the  c r e d i t  c r e a t i n g  
capac i ty  of t h e  j o i n t  stock banks a r e  today t h e i r  e f f e c t i v e  
c r e d i t  base: an increase i n  t h e  amount of l i q u i d  a s s e t s  i n  
t h e  banking system may therefore  make poss ib le  an increase  i n  
t h e  bank‘s lending t o  the  publ ic“ .  
denied t h a t  t h e  banking system could ‘ c r e a t e  c r e d i t ’ ,  bu t  
today t h e r e  is no shadow of doubt t h a t  they can do so a s  long 
a s  t h e r e  a r e  credit-worthy borrowers requi r ing  loans.  

I n  1940. when surveying war-time f inance,  t h e  Economic Reform 
Club, now p a r t  of t h e  E.R.C. ,  wrote i n  a l e t t e r  t o  Sir John 
Simon, Chancellor of t h e  Exchequer - “ the  c rea t ion  of such 
a d d i t i o n a l  money and c r e d i t  a s  may be necessary f O P  the  
prosecut ion of t h e  war should be the  funct ion of the  S t a t e ,  
and t h e  Banking System should be c a l l e d  upon t o  a c t  i n  t h i s  
mat ter  a s  t h e  Agents of Government and not  a s  t h e  lenders  of 
money. 
i s s u e  and t h a t  no p a t i s f a c t o r y  so lu t ion  of our f i n a n c i a l  
problem w i l l  be found u n t i l  t h e  Government ceases  e i t h e r  
d i r e c t l y  o r  i n d i r e c t l y  t o  play t h e  r o l e  of borrowers ana t o  
p u t  upon t h e  na t ion  a consequent burden of debt  without any 
such j u s t i f i c a t i o n  a s  e x i s t s  when .money is borrowed from 

I t  i s  t h e  method by which t h i s  c r e d i t  money comes 

For many years  t h e  banks 

I t  appears t o  my committee t h a t  t h i s  i s  a fundamental 
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genuine savings. There is not  i n  the  creat ion of such 
addi t ional  money any question of savings and there  ought not ,  
we suggest, be any question of lending". 

The posi t ion remains the Same today. 
s ince the w a r  had the benefi t  from issuing notes, but no t  t he  
benefi t  from issuing the other forms of c r e d i t  which make up 
the money stock. The Government has allowed the Banks t o  
increase c red i t  and t o  obtain the  benef i t s  der iving from 
t h a t  power. In  t h i s  chapter t h e  amount9 of funding which the  
Government has foregone in  allowing banks t o  create  c r e d i t  is 
estimated. 

Until 1971, the monetary base f o r  the issue of c r e d i t  by 
commercial banks consisted of cash held by those banks, added 
t o  the amount of bankers deposi ts  with the  Banking Department 
of the Bank of England ( the  exact re la t ionship  has varied - 
see page 22 - and f rom 20 August, 1981, has formally ceased 
t o  e x i s t ,  although it is st i l l  a useful  measure). 

Cash held by the  banks has  been shown i n  Table 3 of Chapter 1 
(page 11); i n  the following Table 6 a summary of the balance 
sheet  of the Banking Department shows the  amount of bankers 
deposi ts  for 10 December 1980, and the way in which t o t a l  
a s s e t s  a re  invested: 

The Government has 

TABLE 6 
Bank of E q b d  Banking D m m t  
Position BB at 10 December. 1960 
Liabilitisr e 
m e r e  deposita 487 
Other accounts and 
reserves 675 

- 
1.162 - 

Source: CSO Financial S t e t i s t i c s  

20 

purse 

Notes and coin 
G w e m e n t  securities 

Advances and other 
accounts 
Pramiasa, equipment 
and other securities 

e mil l ion 

15 
446 

175 

526 

1.162 
- 



The amounts f o r  bankers depos i t s  (and s p e c i a l  d e p c s i t s  
where a p p l i c a b l e )  and o ther  l i a b i l i t i e s ,  and for rates 
and c o i n ,  government s e c u r i t i e s  and other  a s s e t s ,  are  
show i n  Table 7 below for each f i f t h  year from 19L5 to 
1975 and f o r  each year 1975 t o  1980. 

TABLE 7 

Emk of E q W  BanLinp Llqmm-mt 

(amounte in e million at December of yeara) 

Liabilitim 

Bankere Special Other Total 
depoeits deposits accounte 

and 
resepves 

1945 274 - 82 356 
1950 313 - 119 432 

1955 245 106 351 
1960 226 151 97 474 
1965 261 96 123 480 
1970 167 Je8 189 744 

- 

Auou 
Notes 
and 
coin 

21 

19 
13 
27 
26 
60 

Covement  Other 
Securit ies  

31 3 22 

364 49 
283 55 
40 3 44 
3 74 80 

605 79 
1975 322 989 455 1.766 13 1,405 348 
1976 325 1,806 516 2,647 18 1,905 724 
1977 428 1.185 624 2.237 6 1.591 640 
1978 423 1.099 729 2.251 28 1.848 375 
1979 462 806 732 2,000 12 1,462 526 
1980 481 - 615 1.162 15 446 701 

Sources: Bank o f  Eflgland, S t a t i s t i c a l  Abstracte 1 & 29 CSO. Financial 
S ta t i e t i ce  

%or 1945-1963, the last h'edneaday i n  December (or,  if B holiday. on the 
nearest vorklng day); 
2nd Wednesday in December. 

from 19-55, bankers' make-up date,  generally the 



The item designated 'o ther  accounts and reserves '  i n  l i a b i l i t i e s  
includes publ ic  accounts (Exchequer, National Loan Fund, e t c ) ,  
balances of overseas c e n t r a l  banks and some p r i v a t e  s e c t o r  
accounts, e t c ;  t h e  item ' o t h e r '  i n  a s s e t s  inc ludes  o t h e r  
s e c u r i t i e s ,  discounts  and advances, etc. 

From t h e  p o i n t  of view of t h e  Bank of England, bankers depos i t s  
a r e  e f f e c t i v e l y  t h e  same a s  n o t e s  issued;  j u s t  a s  t h e  Issue 
Department holds  government s e c u r i t i e s  a g a i n s t  the note  i s s u e ,  
so  t h e  Banking Department holds  government s e c u r i t i e s  a g a i n s t  
bankers depos i t s  ( f o r  a d d i t i o n a l  d e t a i l ,  see  page 32). 
Further ,  when t h e r e  a r e  s p e c i a l  depos i t s ,  these  a r e  i n  e f f e c t  
held i n  government s e c u r i t i e s ,  as can be seen from Table 7 
(Page 21). There a r e ,  however, some advances and discounts  
made i n  usual  banking procedures. 

Deposits i n  t h e  commercial banking system have i n  t h e  p a s t  
mainly been r e l a t e d  t o  t h e  amount of 'cash'  held,  where cash 
i s  taken t o  mean t h e  t o t a l  of till money (notes  and coin,  
which i s  e f f e c t i v e l y  a depos i t  with t h e  I ssue  Department) and 
depos i t s  with t h e  Banking Department.. This  'cash r a t i o '  w a s  
general ly  about 10% i n  t h e  inter-war per iod,  and 8% a f t e r  t h e  
war up t o  1971 when a new system was introduced f o r  c o n t r o l l i n g  
the  t o t a l  amount of depos i t s  i n  t h e  commercial banking sec tor .  
The t o t a l  amount of t h i s  'monetary base' from t h e  commercial 
banks poin t  of view is shown i n  Table 8 (page 24) f o r  the  years  
1919 t o  1980. These f i g u r e s  a r e  annual averages and not  
f i g u r e s  a t  year-end. 

Very roughly, then,  f o r  t h e  inter-war per iod,  t h e  t o t a l  of 
commercial banking s e c t o r  depos i t s  was 10 times t h e  t o t a l  
shown i n  Table 8. varying l i t t l e  over t h e  years  compared t o  
the  amount of change s ince  World War11 and being of t h e  order  
of c2,OOO mil l ion  (average weekly depos i t s  f o r  London c l e a r i n g  
banks and S c o t t i s h  banks was 52,522 mi l l ion  i n  1938).. 
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The p o s i t i o n  for a l l  United Kingdom banks f o r  1980 (December 
10)  i s  shown i n  Table 9 (page 25) f o r  a l l  s t e r l i n g  a s s e t s  and 
l i a b i l i t i e s .  In this paper w e  are in teres ted  i n  the  s t e r l i n g  

p o s i t i o n .  



TABLE 8 
The ommarcid banking m o r  ‘manetaly bars’ 
(amounts i n  E million; a -ual averages ) 

1919 
1920 
1921 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 
1931 
1932 
1933 
1934 
1935 
1936 
1937 
1938 
1939 
1940 
1941 
1942 
1943 
1944 

Commercial banking sec to r  
‘monetary base‘ 
T i l l  Deposits with Total  
money Banking 

116 63 179 
Department 

107 72 179 
106 69 175 
108 66 174 
108 66 174 
107 63 170 

141 110 251 
142 123 265 
147 137 284 
149 159 308 
155 184 339 

Comercial  banking sec to r  
‘monetary base‘ 
T i l l  Deposits w i t h  Total  

.money ~anlcing 
Department 

1945 153 
1946 159 
1947 172 
19481 177 
1949 191 
1950 199 
1951 206 
1952 220 
1953 228 
1954 240 
1955 268 
1956 281 
1957 303 
1958 315 
1959 324 
1960 339 
1961a 358 
1961’ 385 
1962 409 
1963 433 
1964 485 
1965 515 
1966 548 
1967 561 
1968 586 
1969 640 
1970 682 
1971 705 
1972 653 
1973 703 
1974 764 
1975 791 
1976 784 
1977 812 
1978 849 
1979 914 
1980 945 

218 
255 
296 
305 
296 
292 
298 
277 
278 
281 

254 
228 
216 . 
218 
236 
248 
250 
254 
250 
250 
253 
269 
268 
285 
315 
288 

192 
231 
209 
246 
259 
281 
508 
338 
589 
460 
516 

Source: Bank of h a l a n d  Guarterly Bullet in ,  March 1981. 

371 
414 
468 
482 
487 
491 
504 
497 
506 
521 
522 
509 
519 
533 
560 
587 
608 
639 
659 
a5 
738 
784 
816 
846 
901 
928 
874 
936 
862 
949 

1.025 
1,072 
1,092 
1,150 
1,2P 
1,374 
1,461 

- a Average of weekly f igures  1945-61; aver@@ of monthly f igu res  1961-80. 
Figures a r e  ahown both ways f o r  1961. bExcluding spec ia l  deposita. 
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TABLE 9 
Banks in the United Kingdom: sterling liabilities and ass at^ 
Position as at 10 December 

Liabilities 

Notes outstandinga 
Depeite: 
UK private sector: sightb 
UK private sector: time' 
UK public sectot: sight' 
UK public sector: time' 
Sub-total: mC private and 
public sector depositsc 
UK banlring sector: sight 
UK banking sector: time 
Overseas: eight 
Overseas: time 
Certifioatee Of deposit 
Sub-total: Deposits other 
than UK private and 
public sectord 
Total deposits 
Items in suepense and 
transmisaion 

Capital and other funds 

1980 

0 million 

554 

21,000 

34,104 
659 
303 

56,066 

2.302 
15,375 
2 I 946 
1,936 
5,727 

34.286 
90.352 

3,553 
13,587 

Asen E million 
Nates Bnd coina 
Eeeerve assets: 
Balances with Banlr of 

Money at call: discount 
W l w d  

mrke t 
other 

Treasury billse 
Other bills 
British government stocks 

Total reserve assets 
Other market loans and 

Investments: bitish 

(up to 1 year) 
f 

bills8 

government 
public seotor 
other 

Total investments 
Advances: UK public sector 

other 
Total advances 
Items in suspense and 
collections 
Other 
Balance of 'other currency' 
assets 

1,591 

485 

4,601 
295 

1.168 

1.753 

782 
9, L84 

29,348 

3,240 
470 

2,291 
6,001 
1,885 
51,047 

52,932 

5,705 
3,359 

26 

108,046 - 108,046 - 
%tee outstanding are Scottish and Northern Ireland notes; prt of notes 
and coin held as Gseteare held Bgdinst this issue. %he main part of I 
money stock. CPart of Mj eterling money stack. dNot included in money 
stock (sterling). em[ and Northem Ireland. fReserve assets required f r o m  
1971 to be held as a minimum 12196 of total deposits (up to A w e t  1981). 
gInoluding loam to other W s ,  lical authorities, etc. 
Source:. Banlr of Emgland, mrterly Bulletin. 
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A summary of t h e  f u l l  balance sheet of U . K .  Banks is a s  
follows: 

TABLE 10 
MI in ths United Kingdom: nnlina lilbilitisl ud assell 
Position a8 at 10 December 1980 
Liabilities C million Asetr  e million 
Depositax UX private 

krr 'monetary base' 
sector* sight 

mlance of note8 and 

Balance8 with Bmk of 
C0i"a 

-land 

Total 'monetary base' 

4 " S l S  Commercia1 M i n g  
net contribution 
to money stock 5 

Other Deposit accounts 
Other accounts 

Reserve aesets (excluding 
21,000 balances with Bmk of 

Other market loans and 
%land) 8.599 

1,031 investments 35.349 
'485 Advances 52.932 

Other 9.090 - 
1 + 522 

19.418 
35.066 
51,426 

105,970 
- 
- 

- 
105.970 - 

%et mount, equal to E1.591 million notes and c o b  on the assets 
slde leas E554 million notes and coin on the liability side. 

N.B. The amount by which the totals in Table 10 are less than those 
in Tubls 9, namely C2.076 million. is represented by the 
sxclusion from bath aides of all notes and coin (C1.591 million) 
and of balances with the Ban* of rnland. 
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The form of this balance shee t  has been s l i g h t l y  changed t o  
show t h e  commercial banking cont r ibu t ion  t o  money stock ( M I  
b a s i s ) :  t h i s  concept i s  explained i n  more d e t a i l  i n  Appendix 
B. I n  monetarj  s t a t i s t i c s ,  t h e  amount of depos i t s  with 
Banks i s  def ined t o  be p a r t  of money stock. Here, from t h e  
t o t a l  of UK p r i v a t e  s i g h t  depos i t s  has been deducted t h e  
'monetary base'  for commercial banks, a s  shown for 1919-80 
annual averages i n  Table 8 (page 24);  t h a t  is the  amount 
from which t h e  Bank of England and not  t h e  commercial banks 
der ives  benef i t .  

The money s tock p o s i t i o n  analysed i n  t h i s  way is  a s  follows: 
for 10 December 1980: 

.C mil l ion  
Notes and co in  i n  c i r c u l a t i o n  with t h e  publ ic  10,255 
Notes and co in  he ld  by banks (ne t  = 'till 
money') 1,037 

Notes and coin outs ide  t h e  Bank of England 11,292 
Bank balances with the  Bank of England 485 

Notes i ssued ,  co in  and depos i t s  with t h e  
Bank of England 11,777 
Commercial banking n e t  cont r ibu t ion  t o  
money stock (M,) 18, 384a 

Money stock (MI) 30,161 

Equals t h e  Cl9,478 mi l l ion  of Table 10 (page 26); l e s s  60% a 

of t r a n s i t  items ( U , 3 2 2  m i l l i o n ) ,  p l u s  an adjustment of 
U 2 8  mill ion.  

Estimates of t h e  amount of money stock (MI) accounted f o r  by 
the  commercial banks over the per iod 1945 t o  1980 a r e  shown i n  
Table 11 (page 28); these  f i g u r e s  a r e  f o r  year-ends and not  
f o r  t h e  December banking da tes .  For banks depos i t s  with t h e  
Bank of England and f o r  s p e c i a l  depos i t s  t h e  f i g u r e s  of t h e  
Bank of England (Table 7,  page 21) have been used a s  t h e  b e s t  
es t imate  ava i lab le  f o r  t h e  p o s i t i o n  a t  t h e  year-end. 
money t h e  average of t h e  year ly  f i g u r e s  shown i n  Table 8 
(page 24) have been used. 

- 

For till 
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TABLE 11 
Ths mmmrcial banking mctor rmtribltion to money nodr (MI) 
(amounts in C million: end-year) 

Nates, coin and deposits of the of Cnmnercial Ploney 
hsland bankina stock (y)b ~~ 

Totala net - 

1945 
1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 
1964 
1965 
1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975' 
1976 
1977 
1978 
1979 
1980 

. 
Notes and coin 

With the With 
public banks 
1,287. 
1,J66* 
1.387' 
1,263' 
1.272' 
1,268" 
1.3164 
1,396' 
1.49OX 
1,580. 
1,688' 
1,799" 
1,877" 
1,941+ 
2.036' 
2,101" 
2,192' 
2.202. 
2,251 
2,451 
2.636 
2,695 
2,815 
2,859 
3.006 
3,320 
3 9 589 
4,079 
4.377 
5.085 
5 8 904 
6.714 
7.699 
8.904 
9.701 
10,411 

156* 
165' 
175" 
184* 
195' 
203' 
213s 
224" 
234' 
254" 
274* 
292' 
309' 
319' 
331' 
362" 
397. 
421s 
459* 
500' 
531r 
554' 
573' 
613* 
6614 
693. 
679. 
678" 
733* 
777. 
787. 
798. 
83W 
881. 
930. 
960. 

Deposits with the 
Bank of hgland 

W e r e  
274' 
279* 
315" 
314' 
29Y 
313* 
300. 
30Y 
2 9 P  
276* 
245. 
204* 
199* 
215* 
255' 
226* 
216. 
222" 
228' 
230' 
261* 
247' 
259* 
278' 
221' 
1678 
181' 
224" 
195' 
3001 
322. 
325' 
428+ 
423' 
462s 
487' 

1,717. 
1,810' 
1,877. 
1,761* 
1,766. 
1.784* 
1.829f 
1,923' 
2.014" 
2, 11w 
2.207* 
2,295* 
2.385' 
2.475* 
2,592. 
2,84W 
3.038+ 
2,845' 
2.938* 
3.181* 
3 9 524* 
3.694* 
3.860+ 
3#976' 
4.112* 
4.568. 
4 9 449. 
5.100+ 
6.744* 
7,090" 
8.002+ 
9.643' 
10,142. 
11,307' 
11.89Y 
11,858* 

contribution 
to money 
stock (3) 
2,989* 
3.563' 
3,662+ 
3.861* 
3,867. 
3.951+ 
3,911* 
).860+ 
5.943, 
4.114. 
3,943' 
3,892. 
3,796* 
3,872* 
4.055" 
3,763. 
3.5lY 
3 9 948' 
4.323+ 
4.313" 
4.25Y 
4.085. 
4 I 582, 
4,808' 
4.700* 
5,067+ 
6.639' 
7.557+ 
6.559" 
7,649' 
9.481* 
9.824* 
13,517" 
16,228' 
18,147" 
19 + 356. 

4,706. 
5.373" 
5,539" 
5,€22* 
5,633+ 
5.735' 
5.740' 
5,783* 
5,957' 
6,224' 
6,150+ 
6,187' 
6.181' 
6.347" 
6,647. 
6,603+ 
6,557' 
6,793' 
7.261' 
7,494* 
7.783' 
7.779+ 
8,442 
8,784 
8,812 
9.635 

12.657 
13,303 
14.739 
17.483 
19,467 
23.659 
27.535 
30.046 
31,214 

ii.oea 

Sources: Tables 3 ,  7 k 8: CSO, Financial Statistics; Bank of hgland. 
Statistical Abstracts 1 k 2 
qotal 'monetary base';  Bee Bmk of hgland, Wrterly Bulletin llarch 1981. 
pagee 59-61. Where have been e number of breaks in the ssriee: a break 
from 1967 ha8 been adjusted backwards here to 196'). Befor0 1963 estimates Bre 
especially approximate, and are partly baaed on deposits of London 
Clearing and other main banks. CPiglvea fmm 1975 are not strictly 
comparable with those of years before. 
*Fatimate 
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B. Timamounfofmcrnftt 

The amount of new c r e d i t  created i n  the  economy is shown i n  
Table 1 2  (page 31); these are the changes i n  the  amount of 
stock items a s  shown i n  Table 11 (page 28), with some minor 
adjustments. The change i n  the  amount of cash shown i n  the 
tab le  has already been considered i n  Section l B ,  and the 
f igures  f o r  changes shown here sre s imilar  t o  those shown i n  
Table 4 (page 14). 

The overal l  increase i n  Money Stock (based on M,)  was about 
825,300 million between end 1945 and end 1980; of t h i s  C.9,900 
million was the increase i n  cssh (notes and coin) with the 
public and with banks, 8200 million was the  increase i n  
Bankers' Deposits with the  Bank of England, and Ll5,ZOO 
million the  increase i n  c r e d i t  created by the Commercial 
banks. The increase shown i n  Table 1 2  is not  exactly the  
same as the difference between the leve l  a t  end 1945 and end 
1980, which from Table 11 is estimated a t  ~26,367 million, due 
t o  the  large number of breaks i n  the series. This gross 
increase waa a t  l i t t l e  cos t ,  although, if it had been issued 
instead a s  cash by the government, the cost  of issue and 
management would have been about E900 million on the  basis  of 
the Bank of England f igures  mentioned above (section I B ) ,  
giving a ne t  amount of finance foregone by the government of  
C14,300 million. 

That is. the Rovernment has allowed, since the  w a r .  the  
Commercial banks t o  create  a ne t  amount of c red i t  of about 
L14.300 million. Most of t h i s  happened i n  the 70s: f o r  
1970-80 the  n e t  amount of c red i t  which the  government 
allowed banks t o  create  was E13,500 million. Further, the  
above estimates a r e  on a conservative basis;  if the t o t e l  
money stock estimate of M s t e r l i n g  is used, the  amount of 
c red i t  created has  increased by about a fur ther  C36,OOO 
million ( a  tab le  of M~ and M> is included i n  Appendix Table 
19 (page 48). 

3 
I 

I The main difference between M1 and M3 is t h a t  

I 
I 29 
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M1 inc ludes  only ‘ s i g h t ’  depos i t s ,  while M3 inc ludes  a l s o  time 
depos i t s ;  time depos i t s  overtook s i g h t  depos i t s  i n  the mid 
1960s, and have become e s p e c i a l l y  important s i n c e  1972. 



TABLE I2 
N m  cmh and d i t  paatsd 
(CEANGE in the amount of money stock for the year; E million) 

1960 
1961 

I 1962 
1963 I 

I 1964 
1965 
1966 

I 1967 
1968 
1969 

I 

1975 
1976 
1977 
197R -, . - 
1979 

Nates and 
coin 

88* 
31* 

-115, 
20" 
4* 
58* 
91+ 
104' 
110* 
128* 
129' 
95+ 
74* 
77' 
126f 
126* 
34* 
87, 
241' 
216+ 
82, 
139. 
841 
195* 
346+ 
255' 
489* 
353* 
752* 
829" 
821' 

1,017* 
1,256+ 
846* 

1980 740" - Total 9.928* 

BanLers 

5. 
36* 
-1' 

-15f' 
. 14* 
-13' 

3* 
-13~ 
-14, 
-31' 
-41* 
-5* 
16* 
40" 
-29 
-10. 
6+ 
6+ 
2' 
31+ 

-14, 
12* 
19" 
-57' 
-54' 
14' 
43* 
-29~ 
105' 
22* 
3* 

103.. 
-5s 
39" 
25' a* 

Deposits with the Bmk of Coamamial 

contribution 
banking net wl=d 

*Ql t o n  

5* 
36' 
-1* 
-15' 
14" 
-13' 
3* 

-13* 
-14' 
-3l* 
-4l* 
-5+ 
16* 
40" 
1224 
724 

-227* 
6' 
2. 

127+ 
Be* 
27* 
32* 
-5F 
110" 
-374* 

162' 
1.291. 
-406* 

83+ 
82W 
-518* 
-91' 
-254' 

(&&ion 
of credit) 

574* 
99' 
199, 
6' 

84' 
-40' 
-51' 

83* 
171' 
-171* 
-51+ 
-%f 
76+ 
183+ 

-292* 
-244. 
429" 
575s 
-10" 
-54+ 
-174* 
5owa 
233*a 
-1os.a 
374'La 

1,174xa 
866ra 
-991+a 
1,091+a 
l,l06ja 
343* 

3.693* 
2.711' 
1.919* 

Change In 
money stock 
(5)" 

667+ 
166' 
83+ 
11' 
102* 
5* 
43* 
174" 
267' 
-74* 
37* 
-6' 
166' 
300" 
-44* 
-46" 
236* 
468* 
233' 
289f 
-4; 
614, 
349 

830: 
1,055 
1,517a 
653' 

1,43? 

1.984 
4.192 
3,876 
2 I 511 

2 f  

2,018a 

1.168 

Source: CSO. Financial Statistics (for chenges i n  5): Table 11. 
%ere have been a nmber of breaks in this series; the changes in mbney 
stock (5) and comercia1 banking net contribution allow for the breahe. 
and where marked do not &pee with the chm@ over the year as sham in 
Table 11. b1946-80 
*Estimate 
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C . Earnings fmm rhe c&ir irwe 

( i ) The 8ank of England, Rankinp Oepartmnr 

J u s t  as t h e  I ssue  Department has the benef i t  of the  Note I ssue  
t o  i n v e s t  i n  s e c u r i t i e s ,  so the  Banking Department has  t h e  
amount of Bankers Deposits,  and occasional ly  Special  Deposits. 
The re levant  amounts a t  end-year a r e  a s  shorn i n  Table 11 
(page 28) .  

The ' s tandardised '  amount of income which could be earned on 
these depos i t s ,  assuming t h a t  Bankers Deposits were invested 
a t  t h e  average r a t e  f o r  government s e c u r i t i e s  shown i n  Table 5 
(page la), and the Spec ia l  Deposits a t  the average Treasury 
B i l l  r a t e  a l s o  shown in t h a t  t a b l e ,  is shown i n  Table 13  
(page 33). 

This  is t h e  amount of income which could be earned if a l l  the  
depos i t s  i n  t h e  Banking Department were invested i n  government 
and o t h e r  s e c u r i t i e s ,  i n  t h e  same way a s  bankers depos i t s  a r e .  

I n  f a c t ,  of course,  t h e  banking a f f a i r s  of t h e  Bank of England 
mix up t h e  pure cont ro l  s i d e  with o ther  banking business,  so 
t h a t  separa te  f i g u r e s  are not  a v a i l a b l e  t o  check whether these  
amounts a r e  about r i g h t .  However, Bank of h g l a n d  accounts 
do show t h a t  the  r a t e  of i n t e r e s t  received on t h e i r  government 
s e c u r i t i e s  was about t h e  name a s  t h a t  shown in  Tabla 5 (page 
18) over the  period 1971 t o  1980 ( t h e  only years  f o r  which 
f i g u r e s  a r e  published).  The following t a b l e  shows the  
comparison f o r  government s e c u r i t i e s :  

Calculated Accounta Calculased Account0 
averagea averageo averse- Pvsrepa' 

1971 7 .9  7 . 5  1976 13.4 12.5 
1972 0.4 0 . 5  1977 11.6 12.9 
1973 10.6 9 .7  1978 12.0 13.5 
1974 13.8 11.6 1979 12.9 15.5 
1975 13.0 12 .3  1980 13.0 15.0 

%om Table 5 b ~ o m  ~ a n k  of mKland Reports, t a k b  in teres t  from 

of beginn* and end amounts). f o r  yeare'be8innh& llarch 1st .  
Ye-ent e e c v i t i e s  as a wrcentam of government aecurlt ies  held 
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TABLE 13 
lnmm from issues of di 

(L mil+gngank 
of F n & n d ,  BankW Department Commercial W s  

c r e d i t  iesue 

1946 
1941 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 
1964 
1965 
1966 
1961 
1968 
1969 
1910 
1971 
1912 
1913 
1914 
1915 
1976 
1977 
1978 
1919 
1980 

Bankera deposita Special deposits I n t e r e s t  
b Averam lntereat Averaue~ Intereat' 

Total  

h o l d G a  
276' 
291' 
314* 
306' 
306* 
306* 
301, 
296' 
283* 
26W 
224* 
201* 
2079 
235+ 
24W 
2 2 l X  
2 1 P  
225* 
2 2 P  
245* 
254' 
253* 
268" 
249' 
194* 
114* 
2029 
209+ 
241* 
311' 
323* 
316+ 
425* 
442s 
474' 

I' 
I* 
e* 
9* 
9' 
P 

12* 
11* 
1W 
11* 
11' 
1W 
11' 
12* 
14' 
14' 
12' 
11' 
13' 
16' 
18* 
11* 
20* 
22' 
11' 
14* 
17* 
2r 
34' 
40' 
43- 
44f 
51* 
51* 
65* 

holdi;lBa 

Sources: Tables 5 and 11 

~ 

- 
- - 
- 
- 
- - - 
- - - 

. -  
.- 
4% 
IO* 
5* - - 
3 s  
99 

12* 
15* 
17' 
21* 
11% 

3* 
72. 

135' 
98' 
156* 
114f 
97' 

1 2 4 ~  
61* 

7* 
7* 
8' 
9* 
P 
9+ 

12' 
llf 
1W 
11* 
11' 
IO* 
11' 
12' 
18* 
24* 
11* 
11, 
13. 
19' 
27* 
29* 
35* 
39* 
38. 
25' 
20' 
94* 

169' 
l38* 
199' 
158' 
148* 
1811 
126' 

Averege 
holdinga 

3.276' 
3.612* 
3.761* 
3,864' 
3 .90P 
3.931' 
3@5f 
3,901* 
4,028* 

3.91Ix 
3.844+ 
3.834' 
3,963* 
3,909' 
3 I 641' 
3,733* 
4.135* 
4,318* 
4,286* 
4,172' 
4.333f 
4 I 695* 
4.7541 
4.883f 
5,853* 
1,098* 
7.058' 
7,104* 
8.565' 
9.652* 

11,610* 
14,812* 
11,187* 

4.028' 

b Oltereet 

79* 
9W 
94' 

108f 
113* 
122' 
152* 
148' 
131* 
165' 
196' 
zoo* 
199* 
194" 
223* 
226* 
213* 
211" 
246' 
283' 
288f 
290' 
352* 
423' 
420* 
462* 
596+ 
14BX 
980* 

1,113* 
L .293* 
1.354' 
L,185' 
? ,211* 

aAverage of beginning and end of year f ipres  from Table 11 (page 28) 
bApplying the Bri t ish government securities y ie ld  from Table 5 (page 18) 
t o  the average holding. CApplyins the Treaauy B i l l  a t e  from Table 5 
(page 18) t o  the average holding. 
*Estimate 
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The t o t a l  of the standardised amount o f  i n t e r e s t  which could 
have been earned from these deposi ts ,  over t he  period 1946-80, 
was about c1,700 million. This i s  a comparatively small 
amount, pa r t ly  due t o  the slow growth i n  bankers deposi ts  a s  
the cash r a t i o  has gradually gone out of use. 

( ii ) Commmkl Ranks 

Commercial banks earn i n t e r e s t  by making loans and advances 
from the deposit money they have created; they have paid 
v i r t u a l l y  no i n t e r e s t  on the amount of pr iva te  sec tor  s igh t  
deposits included i n  M1, and hence on the amount of c r e d i t  
created a s  shown i n  Table 12 (page 31). 
investment i n  loans and advances, e tc . ,  i s  shown i n  Table 9 
(page 25). This includes a l so  investment of other  deposi ts ,  
which make up M3 s t e r l i ng ,  and which i n  general have come 
from time deposi ts  - t h a t  is ,  from deposi ts  which cannot be 
drawn upon with a cheque. 

In  Table 13 (page 33) is shown a s  estimate of t i e  amount 
which could have been earned from the c r e d i t  created by the 
commercial banks i f  t h a t  c r ed i t ,  a s  shown i n  Table 11 (page 
28), earned i n t e r e s t  a t  the y ie ld  r a t e  f o r  government 
secu r i t i e s  a s  shown i n  Table 5 (page le). This is the  
amount the g o v e m e n t  would have earned i n  the  Ban!i of 
England i f  t h a t  amount of c r e d i t  had been issued by the  Bank 
a s  an increase i n  the note issue. The t o t a l  amount earned 
f o r  1946-80 would have been Cl8,300 mill ion,  say, Cl7 ,xx )  
mill ion a f t e r  management expenses, which compares with an 
amount of about C9,800 mill ion earned from the ac tua l  note 
i ssue ,  as calculated i n  Section C of Chapter I. That is. if  
the government had created a l l  the credi t  making up M1 instead 
of only the cash and deposi ts  with the Bank of hg land .  the 
t o t a l  i n t e r e s t  earned ( fo r  sending back t o  the  Treasury) 
would have been about U 7 , O O O  million instead of about 
C9,800 mill ion i n  the th i r ty-s ix  year period. 

The pa t te rn  of 
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3 .  Thn Gonmmnt bonowing RquitRmcnt 

A. Howifwas 

Over the period 1970-80 the central  government paid out 
L40,709 million i n  debt i n t e re s t  (mainly the national debt);  
t h i s  formed the main pa r t  of the central  government borrowing 
requirement, which total led E56,982 million over t ha t  period. 

The amount the government had t o  borrow was obtained mainly by 
C7.815 million from the issue of notes and coin, and by 
f48,578 million from the issue of government securit ies.  
Detailed figures for the period 1946-80 a r e  shown i n  Table 14 
(page 36). The national debt i n  nominal terms increased f rom 
C33,079 million a t  March 1970 t o  E95.314 million a t  March 
1980. 

The position has been reached where the isaue o f  government 
securi t ies  is necessary t o  cover the national debt i n t e re s t ,  
thereby perpetuating the cause of the r i s e  i n  debt interest .  
This movement began mainly from 1972, and t h e r e , i s  no 
indication t h a t  the government can control the s i tuat ion which 
has continued t o  develop. 
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TABLE 14 
Central Oovsrnmant bormwinp requirement 

Debt Other ne& Total Funded by: 
interesta payments borrowing d requirement Notex and Iesue of Other 

1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 
1964 
1965 
1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 

484. 
517' 
507" 
505* 
505' 
548 
607 
637 
635 
lo5 
720 
702 
776 
770 
857 
893 
874 
930 
937 
968 

1,036 
1,105 
1,240 
1,280 
1,298 
1,X4 
1,596 
1.835 
2.232 
2.759 
3.136 
4,642 
5,632 
6,934 
8.661 

363* 
-313" 
-859' 
-729* 
-818' 
-295* 
-1e 

-110e 
-43Ze 
-259: 
-669, 
-531 
-696e 
-614e 
-550e 
-660e 

-777 
-939: 

-358,. 
-503= 

50* 
-493 

-477 
-2,173 
-1,962 
-747 

4 
496 

1.291 
5.586 
3.050 
-173 
2.739 
3.496 
2.493 

847' 
204' 
-352" 
-224' 
-3lY 
253' 
606e 
527e 

446: 
203e 

1% 
8Oe 
156e 
307: 
233, 
-65, 
153 

610' 

1,155e 
763 
-893 
-664 
637 

1,600 
2,331 
3.523 
8.345 
6,786 
4.469 
8,371 
10.430 
11,154 

434e 

543e 

coid 

50" 

30* 
30" 
80" 
100 
87 
126 
136 
124 
126 
42 
85 
123 
97 
6 

154 
157 
193 
148 
152 
186 
197 
2 31 
243 
578 
544 
788 
673 
837 

1,044 
1,286 
1,199 
392 

0" 
-120" 

@veTnment 
securities 

34: 
-We 
-322 
-411e 
14: 
694 
125e 
249 
-74 
-228 
14 
-29 
132 
-305 
148 
-218 
599 
-137 
-114 
222 
217 
529 
-506 
183 
-272 
3,361 
-519 
1.543 
664 

5,208 
5 9 399 
7.293 
5,052 
10,145 
10,704 

763; 
534. 
90' 
157* 
-357' 
-521: 
381e 
191 
151e 

-87 
74e 

376 
36: 
354 
-610: 
136 
591e 
.195* 
17Ee 

538: 

-94: 

474e 
1.083 
-1.273 
-623 

-2.961 
1,541 
244 

2,071 
2.464 
550 

-3.868 
2,033 
-914 
58 

Sources: National Income & Expenditure ('Blue Books'); Bvlk of -land 
Statistical Abetracts 1 & 2; CSOb Financial Statistics 
%inly national debt interest. 
P-mt expenditure), loans to local authorities etc. C f i m  Table 4. 

eNot 
"Es timete 

Including service of Consolidated Fund 

Including Treasrrry Bills, M t i O M l  savings, net overseas financing. etc. 
strictly comparable with later figures. 



B. 

As shown above, by i s s u i n g  c r e d i t ,  t h e  banking s e c t o r  deprived 
t h e  Government of f inance,  over t h e  per iod 1970-80, amounting 
t o  about .U3,500 mill ion.  This  is a conservat ive es t imate  a s  
it is based on a very r e s t r i c t e d  d e f i n i t i o n  of c r e d i t  (page 
29). 
t h e  increase  i n  ' t i m e '  c r e d i t  which forms t h e  b a s i s  of t h e  
wide d e f i n i t i o n  of money stock. 
channelled t o  t h e  use of t h e  Government, a l a r g e  p a r t  of t h e  
C48,600 mil l ion  i s s u e  of government s e c u r i t i e s  could have 
been avoided. 

Further ,  t h e  est imated amount of i n t e r e s t  earned even on t h e  
r e s t r i c t e d  d e f i n i t i o n  of c r e d i t  would have been, over 1946-80, 
about c17.000 mil l ion  a f t e r  allowing f o r  management expenses 
(page 341, and t h e  Government could l e g i t i m a t e l y  consider  t h a t  
it has  been deprived of this revenue. For 1980 t h e  est imated 
amount was about U,500 mil l ion ,  and it could a l s o  be argued 
t h a t  a t  least  t h a t  amount should 'be returned t o  the  Government. 

There is a case f o r  tak ing  t h e  idea one s tage  f u r t h e r ,  and 
recommend t h a t  t h e  Government should take  i n t o  i t s  own hands 
t h e  i s s u e  of c e r t a i n  forms of c r e d i t  i n  addi t ion  t o  t h e  i s s u e  
of no tes  which it already cont ro ls .  This  is not  a new idea.  
Lack of monetary cont ro l  i n  t h e  depression of t h e  e a r l y  1930s 
l e d  I rv ing  Fisher  t o  propose t h a t  t h e  US Government should 
take  over t h e  i s s u e  of c r e d i t ,  mainly f o r  t h e  purpose of 
obtaining b e t t e r  and d i r e c t  cont ro l  of any s i t u a t i o n .  In h i s  
book '100% Money' (New York, 1935) he proposed t h a t  t h e  
Government should requi re  a l l  'checking'  depos i t s  (accounts on 
which it is p o s s i b l e  t o  draw a cheque) t o  be backed by 100% 
i n  cash or d e p o s i t s  with t h e  Federal  Reserve Banks. This  
idea  of 100% backing could be appl ied now t o  t h e  United 
Kingdom. 

For t h e  United Kingdom, w e  suggest t h a t  t h e  e x i s t i n g  
mechanisms could be used. That is, t h a t  t h e  power t o  c r e a t e  

How it muld have been 

There is a f u r t h e r  p o t e n t i a l  C36,OOO mil l ion  a r i s i n g  from 

I f  t h a t  could have been 
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c r e d i t  should be regulated by t h e  Treasury,  bu t  t h a t  t h e  
executive power should rest with t h e  Bank of h g l a n d .  
the  government takes  r e s p o n s i b i l i t y  f o r  t h e  proper conduct of 
t h e  country 's  economic a f f a i r s ,  it is r i g h t  t h a t  it should, 
through the  Treasury,  have d i r e c t  cont ro l  over t h e  amount of 
c r e d i t  t o  be c rea ted  i n  t h e  economy (whether such power i n  
f a c t  rests with t h e  Treasury or with government minis te rs  is 
another mat te r ) .  

The procedure envisaged is t h a t  the  Treasury should i s s u e  
Treasury ' c r e d i t s '  t o  t h e  Bank of England. which would then 
hold these. a g a i n s t  t h e  i s s u e  of no tes ,  which it would cont ro l  
a s  it does now, and a l s o  a g a i n s t  t h e  i s s u e  of c r e d i t ,  which 
would be cont ro l led  by t h e  Treasury through t h e  number of 
Treasury c r e d i t s  issued.  The Treasury c r e d i t s  themselves 
could be i n  t h e  form of a c t u a l  no tes  o r  bearer  bonds o f ,  s ay ,  
Cl.000 mil l ion  and C500 mill ion.  This  procedure is analagous 
t o  t h e  procedure adopted i n  the 1914-18 war whereby the  
Treasury issued i t s  own n o t e s ,  t h e  main one of which was known 
a s  t h e  'Bradbury', al though i n  t h a t  case the i s s u e  was t o  the  
public.  Here, we have proposed t h a t  the  Bank of h g l a n d  
i s s u e s  i t s  own c r e d i t s ,  using t h e  Treasury c r e d i t s  a s  backing. 

Concerning the  t iming of any change-over, t h i s  could be 
c a r r i e d  out  b e s t  over-night. I n  round f i g u r e s ,  t h e  Treasury 
would i s s u e  C30,OOO mil l ion  i n  c r e d i t s  t o  t h e  Bank of 
England. The f i r s t  s t e p  is for t h e  Bank of England t o  hand 
back t o  t h e  Treasury t h e  fl0,OOO mil l ion  i n  s e c u r i t i e s  it 
holds  a g a i n s t  t h e  note  i s s u e ,  rep lac ing  t h i s  with c r e d i t s .  
Ins tead  of t h e  Treasury paying i n t e r e s t  t o  t h e  I ssue  
Department, and receiving it back l a t e r ,  . the  amounts a r e  not  
paid i n  the  f i r s t  p lace ,  and t h e r e f o r e  do not  need t o  be 
refunded. 

Concerning t h e  o t h e r  UO.000 mil l ion ,  t h e  Bank of h g l a n d  
could i s s u e  t h i s  t o  Commercial B a n k s  a s  payment f o r  s u i t a b l e  
investments and loans  he ld  by them, say, for the C5,OOO 
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mil l ion  government stock and t r e a s u r y  b i l l s ,  e t c . ,  held by t h e  
banks ( see  t a b l e  9, page 25), p l u s  tl5,OOO mil l ion  i n  market 
loans  and b i l l s  and o t h e r  s u i t a b l e  investments. Then t h e  
Bank of -gland could e i t h e r  immediately r e a l i s e  non- 
Government investments on behalf  of t h e  Treasury,  o r  c a r r y  
Out a Pol icy of gradual ly  changing them i n t o  government 
s e c u r i t i e s  as t h e y  become due f o r  redemption. E i t h e r  way 
the e f f e c t  is that  the Treasury could cancel  the c8,500 
mil l ion  roughly of government s e c u r i t i e s  he ld  by t h e  Bank of 
h g l a n d  ( t h i s  a f f e c t s  t h e  t o t a l  i n  i s s u e ,  but  not  t h e  o v e r a l l  
funding p o s i t i o n ) ,  and another  S21,500 mil l ion  of government 
s e c u r i t i e s  i n  due course: 

What amount should t h e  new i s s u e  be? The o u t l i n e  i n  t h e  
previous chapter  has  worked on t h e  b a s i s  of money stock M1, 
which inc ludes  only p r i v a t e  s e c t o r  s i g h t  depos i t s  i n  a d d i t i o n  
t o  n o t e s  and coin. 
about U 1 , O O O  mi l l ion  a t  end 1980, while t h e  amount of p r i v a t e  
s e c t o r  time depos i t s  was C34,OOO mill ion.  One of t h e  f e a t u r e s  
of banking s ince  t h e  w a r ,  and espec ia l ly  s ince  t h e  e a r l y  1970's, 
has been the growth i n  time depos i t s  r e l a t i v e  t o  s i g h t  depos i t s ;  
from t h e  Appendix Table 19 (page 48), it csn be seen t h a t  time 
depos i t s  of t h e  p r i v a t e  s e c t o r ,  st L18.018 mil l ion  overtook 
t o t s 1  money stock MI, st E13.303 mil l ion ,  i n  1973. 
p r e c i s e  d e f i n i t i o n  of t h e  ' c u r r e n t '  accounts t o  be included 
'above t h e  l i n e '  i n  t h e  Banking balance shee t ,  and therefore  
a g a i n s t  which Treasury o r  Bank of England c r e d i t s  must be 
held a s  t o  low, can vary: I rv ing  Fisher  envisaged t h e  
d e f i n i t i o n  a s  being of a 'checking' account - one on which it 
was poss ib le  t o  draw a cheque and therefore  one which is used 
ins tead  of cash. As t h e r e  i s  now a grey a rea  between s pure 
checking account and a 'depos i t '  account - which may o r  may 
not  requi re  n o t i c e  of withdrawal - it would probably be b e s t  
t o  f i x  a f a i r l y  wide d e f i n i t i o n ;  t h i s  could be any account on 
which withdrawal time is less than 1 month. It is not  poss ib le  
t o  know from published information t o  what l e v e l  t h i s  would 

The amount of p r i v a t e  s i g h t  d e p o s i t s  w a s  

The 
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r a i s e  t h e  amount 'above t h e  l i n e ' ,  but  it could perhaps be 
defined so a s  t o  increase t h i s  from t h e  S20,OOO mil l ion  
mentioned above t o  say S30,OOO mil l ion ;  t h i s  would extend t h e  
saving and cont ro l  accruing t o  t h e  Treasury. 

If such a system had been brought i n  f o r  10 December 1980, 
t h e  general  p i c t u r e  would be a s  ou t l ined  i n  t h e  following 
balance shee ts ,  using t h e  r e s t r i c t e d  d e f i n i t i o n  of money 
stock M, : 

TlW%UrY 
Liabilitier e million e million 
Treasury credits 31 I 214a National assets 

(mads, land. etc. 
e t o )  51.214 - - 

1 'koney stook M 
Rank of Emlwd, Nofe and CIsdir DepeRmnt 

Laililim e million PI- e million 

Bank of &gland eredits 20.589 

31,214 
- - 

31,214 - - 
%om Table 2 

UK commmial Ranks: Sreriim badlance 
Liabiliiier c million Atlao C million 
UK private aeotor s i @ t  Banlr of -land notes ' 

deposits 21.626 and coin 1.057 
Bank of &gland 
credits  20,589 

21,626 21.626 
UK private sector time 
and public deposita 55,066 money a t  c a l l  4.096 
Other accounte 51.354 Advances 52.932 

Other 28.592 

108.046 108,046 

- - 

- - 
- - 

'Amounts approximatLng to those existing: 888 Table 9 (page 25) 
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Where does t h i s  leave the banks? They are  f reed from the 
worry of deciding how much c red i t  they should c rea te ,  and 
perhaps from the  fear of windfall t ax  and of na t iona l i sa t ion .  
They are able  t o  carry on t h e i r  main business of operating 
current  accounts f o r  t he  convenience of customers, although 
perhaps r a i s ing  charges on these,  and of taking deposi ts  and 
making advances. This leads  t o  the next s tage of c r e d i t  
control: how should the t o t a l  banking business be l imited? 
In the pas t  it has been usual t o  l i m i t  expansion by f ix ing  a 
r a t i o  of deposi ts  t o  a base defined i n  terms of cash o r  
reserves. 
balance sheet. The Droblem is not one of 'money' or ' depos i t s ' ,  
but one of ' c r e d i t '  or 'advances'. It is the  l eve l  of 
advances which should be f ixed i n  terms of the amount 'above 
the l i n e ' .  That i s ,  i n  the  balance sheet  f o r  Commercial banks 
shown on page 40, the l eve l  of advances, a t  C52.932 mil l ion 
is about 24 times the l e v e l  'above the l i n e '  of C21,626 
million. 
24, or say 2 i f  t he  above the l i n e  de f in i t i on  w a s  extended t o  
increase the  base amount t o  about C30,OOO million. 

The merit of this proposal is t h a t  there  could be d i r e c t  
control  of the base, and a d i r e c t  and varying control ,  not on 
deposi ts ,  but on the  point  t h a t  r e a l l y  matters - the  l e v e l  of 
advances t o  business and t o  the personal sector .  Banks must 
hold 'Credits'  t o  be able  t o  make advances, and they must 
operate current  accounts t o  make it economical t o  hold Credits. 
m.e Treasury 'controls  the l e v e l  of Credi ts ,  and the r a t i o  of 
Advances t o  t o t a l  Credi ts  and Cash held. If business needs 
more loans the Treasury can a c t  d i r ec t ly  t o  ease the 
posi t ion.  

What would have happened i f  t h i s  system had been brought i n  
a f t e r  the 1939-45 war? A notional ou t l ine  is included i n  
Table 15 (page 43) of t he  reduction which would have resu l ted  
i n  the  amount of debt i n t e r e s t  payable because of the i n t e r e s t  

This has been t o  look a t  the  wrong s ide of the 

The Treasury could f i x  the  l eve l  of advances a t  about 
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saved on Treasury c red i t s ;  t h i s  is the amount shown i n  
Table 13 (page 33)  t o  be a reasonable amount fo r  the c red i t  
issue concerned. The amount of debt i n t e r e s t  payable is 
then reduced over 1970-80 from the C40,709 mil l ion ac tua l  
(Table 14, page 36) t o  f27,153 mil l ion estimated notional. 

Further, t h i s  saving reduces the borrowing requirement, and 
the new amounts are a l so  shown i n  Table 15. Again, using 
the Treasury c red i t  system, whereby such c red i t s  a re  the 
same a s  notes (and could i n  f a c t  be issued as notes)  an ex t ra  
source of finance is obtained alongside the finance from 
notes and coin,. 
and i n  Table 16 (page 44) the effect  of using t h i s  form of 
finance is  shown. There is a notable reduction i n  the need 
t o  issue government secu r i t i e s ,  from the ac tua l ,  f o r  1970-80, 
of C48,578 mil l ion (Table 14) .  t o  U1.527 (from Table 16). 

The government debt becomes manageable again, even without 
tapping the po ten t i a l  source of addi t iona l  Treasury c red i t s  
provided by the  poss ib i l i t y  of requir ing 100% backing f o r  
forms of deposit other  than current  accounts. 

These amounts a re  shown i n  Table 12 (page 31) ,  
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TABLE 15 
Central government borrowing rwuirsmant: how it cwld hava been 

1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 
1964 
1965 
1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978, 
1979 
1980 

Debt 
i n t e r e s t  

484' 
517. 
507' 
505* 
505* 
548 
607 
637 
635 
705 
720 
702 
776 
770 
857 
893. 
874 
930 
937 
968 

1,036 
1.105 
1.240 
1.280 
1.298 
1,384 
1,596 
1.835 
2,232 
2,759 
3.736 
4,642 
5.632 
6,934 
8.661 

Less 
Interest  
saveda 

79* 
9 w  
94* 
108* 
113* 
122* 
152* 
148* 
137' 
165' 
196+ 
zoo* 
199" 
194' 
223* 
226s 
2 1 Z  
211s  
246f 
283* 
288* 
290' 
352" 
423* 
420* 
462% 
596* 
748' 
980' 

1.113* 
1.293* 
1, 354* 
1,785' 
2,217* 
2,588f 

National 
debt 
i n t e r e s t  

405* 
427* 
413* 
397f 
392" 
426' 
455* 
489* 
498* 
540* 
524' 
502* 
577' 
576* 
634* 
667* 
661X 
719* 
691" 
685* 
748* 
815* 
888* 
857f 
878* 
922* 

1,000f 
1.087" 
1,252* 
1,646* 
2.443* 
3,288* 
3.847* 
4.717* 
6,073* 

Other neb 
payments 

363* 
- 3 W  
-85P 
-729* 
-818X 

-1 
-295; 

-noc 
-432= 
-259c 
-669' 
-531: 
-696= 
-614 
-550' 
-660: 

-777 
-503' 

-493 

-477 
-2,173 
-1,962 

-747 
4 

496 
1.291 
5,586 
3.050 
-173 

2.739 
3.496 
2.493 

-939, 

-35s: 

50' 

Notional 
bormwing 
requirement 

768* 
l l4* 

-446' 
-332" 
-426* 
131* 
454' 
379* 
66f 
281* 

-145' 
-29* 

-119* 
-38s 

84* 
7+ 

-278f 
-50- 
l88* 
327* 
255' 
865* 
411' 

-1,316. 
-1,084~ 

175* 
' 1,004X 

1.583* 
2.543* 
7.232* 
5.4Y3" 
3,115* 
6,586* 
8.213* 
8.566' 

: Tables 1 3  and 14. 
~ ~ ~ e s i s s u e  of hga- c r e d i t s  ('Comercial Banks c r e d i t  issuei), %ble 13. 
bpmm Table 14. 
*Estimate. 

Not a t r i c t l y  comparablewith later fi-s. 
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TABLE 16 
FundiiofmStsmrsloaanmatbonorri~~rsquinmat : ha it a d d  has basn 

1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 
1964 
1965 
1966 
1%7 
1968 
1969 
1970 
1971 
1972 
1913 
1914 
1915 
1916 
1977 
1978 
1979 
1980 

Notional 

requirement 
b O l T V W i n g  

768' 
114' 

-@6* 
-332* 
-426' 

131. 
454. 
379' 
66' 

281" 
-l45* 
-29' 
-11P 
-38+ 
84' 
7+ 

-278' 
-58. 
188. 

327' 
255' 
865* 
411" 

-1,316. 
-1,084. 

175' 
1.004" 
1.583" 
2.543' 
1,232. 
5.493. 
3,115* 
6.586' 
8.213. 
8.566. 

Funded by: 

Not% and 
coin 

50. 
0. 

-120. 
30. 
3(r 
80. 

100 
87 

126 
136 
124 
126 
42 
85 

123 
97 
6 

154 
157 
193 
148 
152 
186 
197 
2 31 
243 
518 
544 
788 
613 
837 

1,044 
1.286 
1.199 

392 

Treasuq 

notes) 

credits 
(excluding 

574. 
99. 

1 9 F  
6* 

84. 
-40. 
-51" 
83. 

171. 
-171. 
-51' 
-96. 
76* 

183+ 
-292" 
-261' 

429. 
375' 
-10. 

-54' 
-174" 
508. 
233. 

-109. 

574. 
1.174' 

066. 
-99: 

1,091. 
1.106* 

343. 
3,693' 
2,711. 
1.919. 
1.2w 

Other funding 
(excluding 
government 
secur i t ies )  

765X 
534" 
9 p  

157' 
-357. 
-521g 

191b 
151b 

47b 

J8'b 

53% 

7% 
-94b 

19$ 
17ab 
474 

1.W 
-1,273 
-623 

-2.967 
1.541 
244 

2.011 
2.464 

550 
-3.868 

2.033 
-914 

ge 
Sources: Tables 12. 14 and 15. 
%~omwrriol banring creation of credit. Tabla 12 (page 31). 
bNot s t r ic t ly  comparable w i t h  later r-e. 
'Estinats 

Issue or 
Bovernment 
securities 
required 

-619. 
-519' 
-615" 
-525' 
-183' 

612' 
24* 
18* 

-js2* 
- 2 2 F  
-131" 
-135. 
-143, 
-68F 

217' 
- 2 w  

-43' 
-725' 
-350' 

-7. 
105. 

-269. 
-1 0 091* 

-131' 
-1,066* 
1,725' 

-1,981. 
1.786. 

-1,407. 
2 I 989. 
3.765' 
2.246. 

556. 
6.00g. 

6.907. 
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APPENDIX A - ADDITIONAL TABLES 
TABLE 17 
United Kingdom mms and min outstanding 
(amounts in  E m i l l i o n  for the  average of December f o r  each yeara) 

Notes and coin outstanding 

1945 
1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
196Zd 
196Zd 
1963 
1964 
1965 
1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 

Bank Of 
h g l a n d  

1.388 
1,438 
1.450 
1,310 
1.338 
1.369 
1,438 
1,550 
1,655 
1.755' 
1.888 
2.013 
2.113 
2,170 
2,275 
2 9 388 
2.463 
2 I 469 
2.469 
2.613 
2.770 
2.925 
3.063 
3.213 
3.338 
3.450 
3.670 
3.865 
4.380. 
4.830 
5.631 
6.310 
7,075 

9,300x 
10. 3ow 
10.800* 

e.144 

S c o t t p h  
banks 

66 
71 
69 
67 
69 
71 
77 
86 
92 
98 

105 
114 
120 
121  
124 
128 
131 
127 
127 
129 
131 
134 
135 
141 
146 
153 
160 
173 
189 
215 
248 
283 
310 
362 
413. 
448f 
499' 

Northern 
Ireland 

16 
16 
14 
12  
11 
10 
9 
9 
8 
8 
8 

10 
10 
9 
9 
9 
8 
8 
8 
7 
7 
8 
9 

10 
13. 
13 
20 
25 
28 
30 
31 
35 
38 
43 
47* 
50* 
55f 

banlreb 

coinc 

125 
133 
138 
159 
159 
152 
152 
151 
158 
161 
166 
173 
180 
182 
185 
191 
204 
213 
205 
206 
208 
212 
221 
225 
238 
334 
349 
345 
359 
383 
415 
450 
483 
509 
5601 
600' 
650' 

Total 

1,595 
1.657 
1.671 
1,548 
1.577 
1,602 
1,676 
1,796 
1.914 
2.023 
2,168 
2,311 
2,423 
2.483 
2 * 593 
2.716 
2.806 
2.816 
2,808 
2.955 
3.116 
3 9 279 
3,428 
3,589 
3,735 
3,950 
4.199 
4 3 408 
4.955 
5 9 458 
6.325 
7,078 
7.906 
9,058 

10,320* 
11,400* 
12.000* 

Source: Bank of England, S t a t i s t i c a l  Abstracts 1 k 2. Quarterly Bulletinn 
aAvemge of Wednesdays for Bvlk of hgland and Lendon Clearing Bmka; 
everage of f0.y weeke approximating t o  December f o r  Scot t ish and Northern 
Ireland banks 
notes lncluded in t h e i r  t o t a l  
1962 there  was a change i n  the  method of e s t h t i n g  was-e of coin. Fi@res 
a r e  sham both ways for 1962. 

A l l  but a very small amount is backed by Bank of h g l a n d  
cAlloving for coin l o s t  or deetmyed. dbom 
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TABLE 18 
Notesmdndouou(lid.theBaLof E w M  (L dill ion).  1919-44 

Annul avenges (we- of weekly f-8) 

b i d  by ban*s In  circulation Total 
( t i l l  money) with the public outside tba 

mwk O f  Ql@ruId 

1919 116 414 5w 
539 
516 
476 
460 
463 

1925 107 350 
1926 106 346 
1921 108 343 

108 5 4  
107 332 

1935 
1936 
1937 
1938 
1959 
1940 
1941 
1942 
1943 
1944 

106 
112 
U7  
121 
152 
l4l 
142 
147 
149 
155 

362 
394 
440 
446 
459 
525 
608 
769 
955 

1.105 

457 
452 
451 
449 
439 
434 
430 
432 
444 
452 
468 
506 

: 557 
567 
591 
666 
750 
916 

1.082 
1.260 

Source: Eank of %land Quarterly M l e t i n .  k r c h  1981. 
elhe flave for  c i r m k t i o n  with the puhlic and roar till m s y  is 
affected by a rh- in gsogaphiul coverags follow- the ism of 
notes by banks in the Irish h e  State (Republic of Ireland); 
belore 1929 a m  not e t r l c t ly  oomprrable 

f m s  
w i t h  thoee f- 1929. 
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TABLE 18a 
Noms and mi" outside the Bank of England (e million) 

h u a l  averagesa 

1945 
1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961a 
1961a 
1962 
1963 
1964 
1965 
1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 

Reld by bank8 In  c i rcu la t ion  Total  
( t i l l  money) with the public' outside the 

Bank of Fagland 
153 1,263 
159 1,341 
172 1,361 
177 1.239 
191 1.248 
199 1.244 
206 1,291 
220 1.370 
228 1,462 
240 1,551 
268 1,657 
281 1,765 
303 1,842 
315 1,905 
324 1,969 

515 2.426 
548 2,563 
561 2.633 
586 2.766 
640 2,871 
682 3,067 
705 3.352 
655 3.644 
703 4,091 
764 4 I 591 

945 99763 

1.416 
1.500 
1 s 533 
1,416 
1.439 
1,443 
1.497 
1.590 
1,690 
1.791 
1,925 
2,046 
2,145 
2,220 
2,293 
2.401 
2.509 
2 I 504 
2,539 
2,605 
2.771 
2.941 
3.111 
3.194 
3,352 
3.511 
3.749 
4,037 
4 9 297 
4.794 
5,355 
6.132 
6,890 
7,644 
8,792 
9#945 

10,708 

b A t  end-year 

I n  c i rcu la t ion  
w i t h  the public' 

1.287* 
1,366* 
1, 387* 
1,263* 
1 . 2 7 2 ~  
1.268s 
1,316* 
1,396* 
1.490* 
1,580* 
1.688' 
1.799* 
1,877* 
1,941* 
2,006* 
2.101* 
2.192. 
2,192* 
2,202* 
2,253. 
2.451 
2,636 
2,695 
2,815 
2,859 
3,006 
3.320 
3 I589 
4,079 
4.377 
5,085 
5,904 
6,714 
7.699 
8.904 
9,701 

10,411 
Sources: Bank of England W r t e r l y  M l e t i n .  March 1981; h u a l  
Abstract of S t a t i e t i c a ;  
2. 1975. 
aAverage of weekly f i w e 8  1945-61; agerage of monthly figures 1961-80. 
F i w e e  are-shown both ways f o r  1961. Estimated before 1963 an the baais 
pf annual averages increased by 1.9% (the actual difference f a r  1963) 

Bank of England S t a t i s t i c a l  Abstract Number 

Thess amount8 f o m  the basic ouantity far lmone~ stook' d b c l u d e s  Bank of 
~ 

England notes held as backing f o r  issue8 of Scot t ish and Northern Ireland 
notes in excees of their f iduciary insue. 
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TABLE 19 
Money nock. MI and Mg Raliw 
(amounts i n  C million; end-year) 

Honey Other,depbsits with Ho"ey Private  

1945 
1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 
1964 
1965 
1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975d 
1976 
1977 
1978 
1979 
1980 

Notes 
and cain 
wi th  the 
public 

1,287' 
1,366f 
l,387* 
1.263' 
1,272' 
1,268' 
1,316' 
1.396. 
1,490* 
1.58W 
1.688" 
1.799* 
1.877" 
1,941' 
2,006' 
2,101" 
2.192* 
2.202f 
2,251 
2,451 
2.636 
2.695 
2.815 
2,859 
3,006 
3.320 
3.589 
4.079 
4,377 
5,085 
5.904 
6,714 
7.699 
8.904 
9.701 

10.411 

sec t o r  
sight 
depositsa 

3.419* 
4,007" 
4.152* 
4.359f 
4.361. 
4,461' 
4,424* 
4,387' 
4,461' 
4.644' 
4.462* 
4,388* 
4,304. 
4.406" 
4.641" 
4.502" 
4,365* 
4.591* 
5,010' 
5.043" 
5,147* 
5.084" 
5.627 
5.925 
5.806 
6,315 
7.499 
8.578 
8,926 
9,654 

11.579 
12,753 
15.960 
18,651 
20.345 
20.803 

s tpk  u s "  s t o c k  
K, Total' of which, M, s ter l ing '  
I 

4,706* 
5.373' 
5.539 
5.622* 
5,633. 
5,735f 
5,740* 
5,783* 
5#957' 
6,224* 
6.15W 
6.187. 
6,181* 
6,347+ 
6.647* 
6,603+ 
6,557" 
6,793' 
7,261' 
7,494f 
7.783. 
7.779' 
8.442 
8,784 
8,812 
9,635 

11,088 
12,657 
13.303 
14,739 
17,483 
19,467 
23,659 
27.535 
30.046 
31.214 

1,970* 
2,296. 
2.433' 
2.534' 
2 , 5 F  
2,605' 
2,603* 
2.799+ 
2.896* 
2,902. 
2.724" 

3.007. 
3 , l l F  
3 I 406* 
3,635' 
3.947' 
3.991* 
4.224* 
4,634' 
5,268' 
5.714' 
6.306 
6,973 
7.320 
8.031 
9.023 

12,786 
18.743 
20,561 
20.112 
21.693 
21,651 
24.527 
28,631 
38,361 

2 . 7 6 ~  

p r iva t e  sectog 
time deposita 

na 
na 
na 
M 
na 
na 
na 
na 
na 
na 
na 
Pa 
na 
Pa 
.M 

na 
ne 
na 

3.877' 
4,276. 
4,871* 
5.304* 
5.883 
6.583 
6,863 
7.530 
8.479 

12,161 
18,018 
19,905 
19.188 
20.772 
20.353 
23.215 
27.374 
36,786 

1 

6,676* 
7,669* 
7,972x 
8.156* 
8,163' 
8,340' 
8.343' 
8,582" 
8.853" 
9.126" 
8.874* 
8,956' 
9,188' 
9,466' 

10,053' 
10,238' 
10,504' 
10,784* 
11,485. 
12,128' 

13.051' 
15.493* 
14,748 
15.757 
16,132 
17.666 
20,111 
25,443 
32,046 
35 9 300 

31.595 
41,160 
45,290 
52.062 
58.677 
69,575 

Sources: Table 11; CSO, Financial  S t a t i s t i c s ;  Bank of %land, S t a t i s t i c a l  
Abstracts 1 b 2 
%From Table 11, ' n e t  contr ibut ion '  p l u e  cash w i t h  WS and bank deposita.  

s ec to r  aeposi ts .  =There have been a number of breaks in the  se r i e s ;  a break 
from 1967 has been adjusted baclorards here t o  1963. Before 1963 estimates 
are especial ly  a p p m r h t e .  dFigmes f m m  1975 are not s t r i c t l y  comparable 
wi th  those of years  before. 
'Estimate. na = no t  avai lable  

Other than p r iva t e  8eCtOr time deposits shown, the main i t en  i s  public 
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PHENDIX B - NOTE ON ADVANCES AND DEWSITS 

In Table 10 the Commercial banking net contribution to money 
stock M1 is measured by subtracting notes, coins and balances 
with the Bank of hgland from UK private sector sight deposits, 
and in the fifth column of Table 12 the Commercial banking 
net contribution to M1 is called 'creation of credit'. To 
many people it may seem strange that the amount of new credit 
created by the banks is measured in terms of an increase in 
deposits rather than an increase in advances. In everyday 
language 'deposits' means 'real' money which has been 
deposited with the bank by a customer. 
as credit and deposits as real money already existing. 

For a long time the banks pretended that they did not actually 
create new money. It was Reginald McKenna, one time Chancellor 
of the Exchequer and Chairman of the Midland Bank, who first 
openly 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 a 
customer it debits the amount of the loan to him, and to 
balance the books it has to credit this amount to him as a 
deposit. The loan is thus an asset in the bank'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 assets 
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 t o  him as a deposit. From then onwards that money 
isindistinguishable from the rest of the money in the banking 
system. But when the original customer repays his loan the 
equivalent amount of money is 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 ere balanced egeinst one another i n  the bank clearing 
system. 
which the 'deposits' i n  the banking system exceed the notes, 
coin and balances with the Eank of hg land ,  on the assete side 
of the balance sheet. represents the to t e l  amount of credi t  
which hes been created by the banks. 
other items on the assets  side of the balance sheet in 
Table 9 ,  and includes credi t  Which the banks have created t o  
buy Treasury B i l l s ,  Government Stock and other assets.  

The 'deception' i e  still  meintained when the control of the 
money a p p l y  is referred t o  in terms of the banks limiting 
t h e i r  deposits, though i n  f a c t  whet is meant is l imiting t h e i r  
advances, e8 pointed out on page 41. 

It does make the point however that the amount by 

T h i s  comprises a l l  the 
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