Money, Prices, and Financial Intermediaries
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The Banking System and the Allocation of Saving to Productive Uses

e The banking system helps diversification by spreading the wealth of an
individual savor on many borrowers and the risk of many borrowers over many

savers
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Brings together savers looking for good investments and borrowers with
worthwhile projects

Money and Its Uses
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e Credit card balances are never counted as money, since they are merely
obligations to pay others

Commercial Banks and the Creation of Money
e The money supplyis the currency and the deposit balances in the banks

100% Reserve Banking: a situation in which banks'reserves equal 100%

of their deposits
o Notcounted as money supply
e Bank deposit balances are counted as money supply
e Reserve-Deposit Ratio: bank reserves/deposits
o Fractional-Reserve Banking System:a banking systemin which bank
reserves are less than deposits so the reserve-deposit ratio is less than
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