


Overview of 
money 

creation and 
destruction

The surprising way the 
money supply grows and 

shrinks in our economy



Source:
Board of Governors of the Federal Reserve System (US), M2 [M2SL], retrieved from FRED, Federal 
Reserve Bank of St. Louis; https://fred.stlouisfed.org/series/M2SL, December 19, 2022.

M2 is a measure of 
the money supply. 
M2 includes cash, 
checking deposits, 
savings deposits, 
and other deposit 

types readily 
convertible to cash.

Money Supply -- M2



Assets

• Cash 
On 
Hand 
$1,000

Liabilities
Assets Liabilities

Total Money Supply: $1,000
I will deposit 
my cash  in 

my bank



Assets

• Cash On 
Hand 
$100

• Savings 
Account 
$900

Liabilities

Assets

• Bank 
Reserves 
$900

Liabilities

• Customer 
Deposits 
$900

Total Money Supply: $1,000

Deposit $900



Assets

• Bank 
Reserves 
$900

Liabilities

• Customer 
Deposits 
$900

Total Money Supply: $1,000

Assets Liabilities

Assets

• Cash On 
Hand 
$100

• Savings 
Account 
$900

Liabilities

I need a 
loan from 
the bank



Assets

• Bank 
Reserves 
$900

• Loans to 
Borrowers 
$500

Liabilities

• Customers 
Deposits 
$1,400

Total Money Supply: $1,500

Loan $500

Assets

• Checking 
Account 
$500

Liabilities

• Loan to 
Bank 
$500

Assets

• Cash On 
Hand 
$100

• Savings 
Account 
$900

Liabilities



Assets

• Bank 
Reserves 
$700

• Loans to 
Borrowers 
$500

Liabilities

• Customers 
Deposits 
$1,200

Total Money Supply: $1,500

ATM $200

Assets

• Cash On 
Hand 
$200

• Checking 
Account 
$300

Liabilities

• Loan to 
Bank 
$500

Assets

• Cash On 
Hand 
$100

• Savings 
Account 
$900

Liabilities



Assets

• Bank 
Reserves 
$700

• Loans to 
Borrowers 
$500

Liabilities

• Customers 
Deposits 
$1,200

Total Money Supply: $1,500

Assets

• Cash On 
Hand 
$200

• Checking 
Account 
$300

Liabilities

• Loan to 
Bank 
$500

Assets

• Cash On 
Hand 
$100

• Savings 
Account 
$900

Liabilities

I want to pay 
off some of 

my loan



Assets

• Cash On 
Hand 
$100

• Savings 
Account 
$900

Liabilities
Assets

• Bank 
Reserves 
$800

• Loans to 
Borrowers 
$400

Liabilities

• Customers 
Deposits 
$1,200

Total Money Supply: $1,400

Assets

• Cash On 
Hand 
$100

• Checking 
Account 
$300

Liabilities

• Loan to 
Bank 
$400

Loan Principal $100



• Banks create money by 
lending, which increases
the total supply of money

• Borrowers destroy 
money by repaying bank 
loans, which decreases
the total supply of money

• The U.S. Federal Reserve 
sets bank reserve 
requirements
• Banks can lend excess 

reserves, but must 
retain required 
reserves

• Current requirement 
ratios for U.S. banks 
are 0%
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