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<ABSTRACT>

A Study on Seigniorage of Central Bank

Gil-Hyun Choi *

The basic concept of seigniorage is fairly straightforward : a government reaps profit when it
produces new money at an expense less then the value of the money produced. The government
can finance additional expenditures by spending the new units of money into circulation. If new
money is interchangeable with old, the expansion of the money stock implicitly taxes money holders
by diluting the value of existing money balances. Defined as the net revenue or profit from
producing money, seigniorage is equal to the difference between the exchange value of the money

produced and the cost of producing and maintaining it in circulation.

*  Adjutant Professor of Economics, Dankook University.
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