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We construct a macroeconomic model that incorporates the two major roles of
banks, interbank settlement and credit creation, and analyze the effects of changes in high-powered
money and reserve rate. We find that: the existence of interbank settlement can affect the lower
bound of reserve rate; that an increase in high-powered money has a negative impact on output in the

long-run; and that the effect on output of a decline in the level of reserve rate depends on firm
productivity and the parameter of household labor disutility.
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