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Some Misconceptions about Central Bank Money:
From the Perspective of Exploring the Essence of Central Banking

Seiji Oguri

This paper critically examines several seem-
ingly misguided views of central bank money
from the perspective of exploring the essence
of central banking. The following issues are
considered;

1. Why are banknotes listed as liabilities on the
central bank's balance sheet? The debt na-
ture of banknote is examined. This issue is
an important point on which this paper is
based.

2. It is often claimed that since the cost of pro-
ducing a 10,000 yen banknote is 20 yen, the
central bank immediately earns a profit of
9,980 yen by issuing a 10,000 yen banknote.
Is this correct? The so-called “seigniorage
problem” is examined.

3. If the government and the central bank are
consolidated into a unified government, the
government's debt (government bonds) and
the central bank’s asset (government bonds)
offset each other. Thus, as long as the central
bank buys government bonds through open
market operations, the government's debt
becomes zero, and the burden of govern-
ment bond redemption disappears. Is this
correct? The so-called “consolidated govern-

082

THE HIKONE RONSO

» . .
ment theory” is examined.

. The characteristics and properties of the cen-

tral bank's two major liabilities, namely,
banknote and current deposit (reserve),
which make up the monetary base, are ex-
plained, and the validity of the so-called

« . . » . .
money multiplier approach” is examined.

. The characteristics of the so-called "Bank of

Japan Theory" and its relationship with the
endogenous money supply theory are exam-
ined.
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