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The Creation of Credit and Money and the Endogenous Primary
Deposit Supply in the Simplified Flamework of Macroeconomy

Hideo FUJIWARA

The purpose of the paper is to explain the essence of macro credit creation model
with the endogenous primary deposit supply and compare this substitutable model to
the standard model with the money multiplier, in the simplified flamework of macroecon-
omy. In the standard model there is not the primary deposit and the constant connected
ratio of currency to deposit is assumed but in the substitutable model the reverse is
assumed, therefore, the condition that makes primary deposit supply endogenous is as-
sumed, in the latter model. I think that the condition is very important in view of
modern banking principle. That deposit supply is determined by total deposit demand
over the derivative deposit supply.

This substitutable model is also consistent like the standard model if that condition
is reasonable. By using this model, the effectiveness of, so-called, QEM policy and the
policy decreasing the interest rate on excess reserve deposit is analyzed in detail.

Key Words : primary deposit supply, money multiplier, QEM policy, interest policy,
currency, deposit supply, excess reserve deposit, derivative deposit
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