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Commercial banks create checkbook money wheneggrgtant a loan, simply by adding
new deposit dollars in accounts on their booksohange for a borrower's 10U Federal
Reserve Bank of New York; Friedman, David H. (1p7Bet You Thought.,.p. 19. OCLC
5356154.

Whenever a bank makes a loan, it simultaneousbtesea matching deposit in the
borrower’s bank account, thereby creating new moBaynk of England (2014Money
creation in the modern econonhtp://www.bankofengland.co.uk/publications/
Documents/quarterlybulletin/2014/qb14q102.pdf.

The process by which banks create money is soesitmgi the mind is repelledohn Kenneth
Galbraith,Money: Whence it came, Where it WE#75), p. 29.

The study of money, above all other fields in eowos, is one in which complexity is used to
disguise truth or to evade truth, not to revealdibhn Kenneth GalbraitiMoney: Whence it
came, where it werfl975), p. 15.
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PREFACE: ABOUT THISBOOKLET

There are many misconceptions about money and ooetary system. Most people consider
both as a fact of life, a kind of natural phenonretioat should be accepted as is. In other
words, money and the monetary system are not &em, by experts, as something that is
human-made and therefore, in principle, somethiag tan be changed as we see fit. Yet it
can be changed: as a society we can make new agmee@ibout money and organize our
monetary system in a different way. Why we shouwdsd is one of the things explained in

this booklet.

Even specialists such as economists and bankens pfovide a faulty explanation of what
money is and how it is created. That's not realispssing: the Bank of England recently
stated that explanations in many economic textbaoksalso misconceived. In this book
we'll try to explain, in plain English, what monéy and how our current monetary system
came about. We’'ll then discuss the problems inliaethe present system and propose an
alternative.

This booklet also explains how the current mone&yrstem restrains us in addressing our
economic, social and environmental problems, aneheworsens them. It discusses the
transition to a system that would work better, t&in traits of that system, and the reasons
why such a better alternative is hardly considatgaresent.

This booklet is intended for a broad audience: arywith an interest in the solution of
society’s social, environmental and economic cingis. People who are concerned about the
continuing impact of the economic crisis that g 2008 and about its aftermath: growing
economic insecurity, inequality, and poverty. Andople who are distressed about the
environmental problems our global society is facitig degradation of ecosystems and the
environment in general, the depletion of naturabteces, climate change, loss of agricultural
land, and looming fresh water shortages. People ehen though they do not expect to be
affected by these problems directly themselves camecerned about the future of their
children and in general, of future generations.

That’'s a broad audience and the question can bedavhat environmental problems have to
do with our monetary system. That will be explainedhis booklet, but it comes down to
this. The knowledge and technology exist to addibgs challenges our society faces,
certainly the environmental ones. The productiyeacéy to do so exists or can be developed
relatively quickly. The prime reason too littleliging done is that there’s not enough money.
And that, as we shall see, is the result of ourezurmonetary system.

Organizations working on monetary reform exist imny countries. The movement has
developed the most in Britain and the United Statesere Positive Money and The
American Monetary Institute have elaborated fidigtied proposals. Both organizations have
managed to get through to Parliament. And in Thth&ltands a so-called citizen’s initiative
to put money creation on the agenda of Parliameht4Q,000 signatures within days and
passed the 100,000 within two months.

The campaign to change the monetary system isewt fihe Chicago Plan, a concept for a
different monetary system comparable to that oedliim this booklet, almost made it into law
in the United States in the 193b3oday’s leading financial organization, the Intgfanal

2 The bankers lobby managed to block implementaifahe Plan by the Roosevelt administration, ittespf

the fact that is was actively supported by manyrpnent economists and other academics.
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Monetary Fund (IMF), recently published a reporivinich the Chicago Plan is discussed and
its effects on the economy modelled, with very fesiconclusions®

Yet there is a long way to go before the currenhetary system and the discussion about
alternatives will be firmly on the mainstream pichil and public agenda. This booklet aims to
contribute to getting it there. Not only to copdhwihe problems and injustices resulting from
the current system but also, and especially scaussc change of the system is crucial to
addressing the economic, social and environmehtdlanges facing our society.

® The Chicago Plan Revisited Jaromir Benes and Michael Kumhof, 2012, IMF Wiogk Paper,
http://www.imf.org/external/pubs/ft/wp/2012/wp122pdf
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SUMMARY

The main arguments in this booklet can be summaasefollows:
Our current monetary 1) The technological knowledge, labour and productiapacity

system blocks both the to address society’s problems exist or can be dpeel soon.
tackling of the social The fact that our resources are not used to d sodirect
and environmental result of the current monetary system, which leadsmoney
problems society faces, being created and used for other ends. Thus ouretagn
and a way out of the system blocks tackling the main problems societegaas
crisis well as a way out of the crisis.

Money need not be 2) Money is a medium of exchange, unit of account Breéns
scarce of saving. It is something artificial, something wich we

have agreed as representing a certain value. Beaaost
money is electronic, meaning it does not physicalist but
only occurs in the memory banks of computers, it, da
principle, be created at will.

Money as an obstacle to3) We are told that the major problem in addressingetgs

tackling society’s environmental, social and economic problems is latk

problems money. That is irrational: since money can, in gple, be
made at will the lack of it should never be an ablg to
addressing society’s challenges.

Money creation: the 4) Almost all of our money is created by private banksis

privilege of private created out of thin air by an accounting practingaged in

banks when a bank makes a loan. The privilege of beinig &b
create money in this manner endows banks with tgrofiat
should benefit society as a whole.

The current system lead$) The current system of money creation leads to lilgiaand

to instability and crisis. Private banks create too much money whamgshgo

indebtedness well and too little when the economy is doing pgahd in
need of money. Private money creation is inexthicéhked
to compound interest, leading to mounting debtsctvimay
become impossible to repay after a slump.

No money for solving  6) Money is created only for what banks and their @uwstrs find
society’s problems and important, not for the public good. For the lattdre
investments in government must raise money, through taxes or amgp As
sustainable development a result of existing government obligations and tdeb
worsened by bailing out banks during the finanagskis,
there is too little money for investment for thébpa interest.

Disadvantages of moneyr) Irresponsible lending by private banks caused thantial

creation by private  crisis of 2008. Since then central banks have troedddress

banks: from crisis to  the economic crisis by encouraging banks to lendenm the

crisis “real” economy of the production and consumptiongobds
and services. In practice much of this money isdufe
speculation, of which private banks and other faiaplayers
expect higher returns. Thus private banks, supgotig
central banks, are laying the basis for the nastscr
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Public money creation 8sovernments have little control over money creatand
distribution. This lack of control over a key resmei is a
democratic deficit at the expense of the publierest. Money
creation is a public service which should be urttdercontrol
of the state. Public money creation by an independe
monetary authority is a logical and attractive ralédive to
money creation by private banks. Such a system dvallbw
bringing new money into the economy without cregtiebt.

Benefits of public 9) Public money creation would reduce both public angate

money creation debt. It would curb economic ups and downs, spé&onland
thus the risk of financial crisis. It would give neooptions to
fight inflation and deflation. And it would give e¢hstate much
ampler resources for investment, without requirimgher
taxes or debt.

Public money creation 10)Public money creation would eliminate the needelmynomic

can remedy the growth, a requisite arising from the fact that wihvate

addiction to growth money creation debts have to be repaid with intei&sth
government creating debt-free money this imperative
disappears, opening the way for an economy anetyogsing
finite resources in a sustainable manner.

Money creation for 11)Public money creation would give government grekgeway
solving society’s for investment in the public interest. However,ipcdbns and
problems: a political voters must opt for such spending: the benefitspualblic
choice money creation can also be used for (more) unsuzibs
consumption and thereby the faster exhaustion bitefi
resources.
Faith in markets 12)A major obstacle to monetary reform is mainstrea@onemic
impedes the search for science. The belief that market forces will enstinat banks
alternatives create the right amount of money for an optimaligdtioning

economy leads to the current monetary system rest being
guestioned. So strong is this belief in markets theen the
enormous problems caused by the crisis of 2008 haxen
economists no cause to look for alternatives.

The need to openthe 13)A debate about the current monetary system and the

debate on an alternative  alternative, public money creation, is urgently aex

financial system Political parties but also civil society organizais such as
trade unions, environmental groups and other valyninon-
profit and interest groups should pressure theilitipal
representatives to open this debate.
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1. LACK OF MONEY

Problems:

The past hundred years have brought us unprecedeleeclopment,

economic, social, especially through ever-evolving technology. In sEgquence never in

environmental

Lack of money

Creating money

history have so many people have lived so well. ¥t society and
humanity as a whole are facing huge problems. Siheel980s lower
and middle incomes have barely risen, despite aloe that technology
and productivity have continued to develop. The dfién of this

development are going mostly to corporations anthéohighest income
groups, leading to an increasingly large and gtilwing gap between
rich and poor. Especially after the 2008 crisissgtent unemployment
and declining livelihoods are leading to impovem&nt, with major

social and psychological consequences. On topaifghople are faced
with higher costs of and decreased access to psbligices such as
health care and education.

In addition to these economic and social probleneset are enormous
environmental challenges: climate change, the tiepleof natural
resources, the destruction of nature, pollutiomwgng water shortages,
the loss of agricultural land. Problems which ahealy making an
impact, especially in the form of extreme weath®mrt which will hit
much harder in the longer term. In order to prevkis we have to start
addressing them as soon as possible.

A key element in the failure to addréhese problems is money. Ask our
politicians to effectively address climate change:money. Investing in
energy efficiency and renewable energy: no monegtufdé and
environment: no money. But also: better and cheagulrcation: no
money. Employment programs: no money. In other wotdere is, at
least at this time, no money for those things #rat important to the
quality of life for present and future generatiosach as good public
services, a clean environment and the responsigke af natural
resources.

All things considered it is stratiggt we do not address such important
problems due to lack of money. After all, money ,cenprinciple, be
created at will. Most money is electronic: it doest even exist
physically. Tangible money, coins and banknotesnfonly two to three
percent of the total money supply. The remainingp®itent goes under
various names: deposit money, bank money, scriptaoaey and more
recently, electronic money: it exists only in theemory banks of
computers. Of that we can create as much as we akédakes is a few
keystrokes on the right computer.

In practice there are limitations to creating mqrech as the quantity of
goods and services the economy can produce. Bag Hias been the case
after the 2008 crisis, production is much belowt tbapacity it would
appear logical to create money to garner the usdercapacity of our
economy to address society’s challenges. Doing saldvhave the
additional advantage of triggering the private seatvestment and job
creation that would help overcome the economidscris
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It doesn’t happen. Production capacity remains eduproblems are
insufficiently addressed, and the crisis continu€ompanies go
bankrupt, unemployment remains high. The explangto this lies with
the way money is created presently, with the camsrnetary system.

Understanding  The concept of money and the way our monetary systerks are not

our monetary well understood. This applies not only to the ageraitizen: even

system specialists, such as economists and bankers, btiea a false image.
That's understandable to some extent, considetiegcomment of the
British central bank, the Bank of England, that gnanonomic textbooks
give a false image of how money is created.

Without some insight into how the current monetaygtem works a
discussion about whether and how we should imprtree system is
difficult. Therefore this booklet tries to explaimas simple a manner as
possible how the current monetary system works, Itoariginated,
what’s wrong with it, and what should be done abbut

Questions we The starting point for our explanation consistswbd questions — with

should ask brief introductions. First: our society is facingde environmental and
social problems that threaten the welfare of mkiaf people, now and
even more so in the future. The main reason thesbklgms are not
addressed on the required scale is lack of moneg.gliestion is: how is
it that lack of money, the only resource that carcteated at will, forms
the main obstacle for addressing effectively sgtsgiroblems?

The second question is: what can we do about it? ¢&m we ensure that
lack of money is no longer an obstacle to tacklimgse problems? It is
these two questions this booklet aims to answer.

2. WHAT ISMONEY?

What is money?  Money is a medium of exchange, eindccount and means of saving.
As a medium of exchange money serves to facilitictde. As such it
works if people accept it as something that reprissa certain value. It is
something artificial, something of which we tacilgsume as having and
keeping that certain value.

Money as a In the absence of money goods and services havkeetdartered:

medium of someone who has too much of a product, say sugdrneeds another

exchange and  product, say salt, must find someone who hasasddtis interested in

unit of account  exchanging it for sugar. Money, in the form of &imills, or in some
societies, shells or cattle, makes it possibléglerperson having sugar to
sell it even if the buyer has no salt. The seltemtlooks for someone
who wants to sell salt. This is a lot easier thadihg a person with both
properties: a need for sugar and salt to sell. Masesomething so
practical that through the centuries it was “ineetitin all but the
simplest societies. Because money ensures a muh fragible process
of exchange it is the lubricant of the economy.

4 http://www.bankofengland.co.uk/publications/Docunséquarterlybulletin/2014/qb149102.pdf
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Added to the use of money as a unit of exchangs feinction as a unit
of account. Because of this feature, it is posdibleompare the value of
different products or services with each other.

Money as a A third function of money is that you can accumelahd hoard it, so as
means for to use it at a later point in time. Money takesvepy little space (except
accumulation or the cattle) and does not spoil. Accumulation letwigrade in money:
saving those who need it but do not have it can borrow egdinom someone

who has money to spare. The loan is paid back, latewally with

interest: a premium that makes lending money diacLending is also
done by intermediaries: people taking savings fattrers and lending
them to third parties. That's how banking began.

The foundation The foundation on which the value of money is bwgiltrust. For money

of money: trust  to fulfil its role as a means of exchange and aadation people must
believe two things. The first is that it will becapted widely as payment;
the second, related one is that it will keep itai®alf this confidence is
lost money will loose its value as a medium of exaye, as a means of
accumulation and as a unit of account.

3. WHAT HAVE WE MADE OF MONEY?

Money as magic The principle of money is very sien@ut especially during the past
two centuries money has taken on an almost maghaaicter. It is no
longer seen as something created by man that, foherecan be
manipulated freely, but as something that confaioriss own laws that
are beyond the control of mere humans. Thereforebarely dare
intervene in the monetary system: we are afraid thill lead to
uncontrollable events determined by timeless moyelaws, with
terrible financial and economic consequences.

The greatest fear: The greatest fear is for hyperinflation: money dipilosing its value

(hyper) inflation with fatal consequences for the monetary systemtlam@conomy as a
whole. This fear is greatest in people with a lbimoney, but ordinary
people with some savings and employees whose eslaie not
automatically adjusted to inflation also suffer Viga Only those with
large debts benefit: their debts are all but wiped as the value of
money approaches zero.

Money scarcity and The science responsible for assigning magical ptiggeto money is
economic laws: the economics. Mainstream economic theory assumes ¢canhomic
guantity theory of systems are in balance or are moving towards atalar with a fancy
money word, equilibrium. So too with money: economistslase that the
money supply is balanced with supply and demaneréfbre, in line
with general economic theory, the quantity theofynmney teaches
that pumping more money into the economy withowbaesponding
increase in the production of goods and servictation, meaning an
increase in the overall price level, is inevitablkis theory has never
been proven, is — as we’ll see later — refutedheyfacts. It is, in fact,
little more than faith, based on a series of assiomg that have little to
do with reality. But as a faith it is so dominamh@g economists and
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Why governments
don’t create money

Money, economic
theory and
speculation

in their wake policy makers, politicians, the mediad almost anyone
who thinks he or she knows something about ecorthat it's at the
basis of all financial policy.

The money supply theory explains why governmentsndb create
money for their own use. It is fear: the fear of ey creation by
government causing uncontrollable inflatibiThis fear of inflation is
so strong that money creation by the governmentuge by the
government has become a taboo. The only safe werngtde money, so
it's assumed, is to subject it to market forcesisTimeans money
creation should be left to the private sector: &mks operating in a
competitive market. Market forces will ensure tliaé quantity of
money stays in balance with on the one hand, thetgy of goods and
services and on the other, demand for those goods sarvices.
Anything occurring outside the market, such as wegument creating
money (through the central bank) for its own us#, Wi is strongly

believed, upset the balance established by theenarid, in line with
the quantity theory of money, cause inflation.

Over the years economists have developed all kioidssomplex
theories about money. Intricate mathematical moadeld equations
have needlessly complicated the concept of monedyeapecially, the
way money works in our monetary and economic systmce the
1990s such models have been used in financial nsafteespeculation:
trying to make money by trading in money and finah@roducts.
Trillions of dollars are involved, as a result ofhiah financial
businesses hire the smartest economists and méatbiems in the hope
their models will do the best job in predicting timarket and thereby,
maximizing profits. The models and financial proguthey produce
have become so complicated that they are only stwtt by the very
best minds. Even the supervisory boards and badrdsectors of the
financial institutions employing these geniusegftio not understand
the exact nature of the financial products involaed their effects on
the economy.

Opinions about our The biggest problem with this complexity is thabhreconomists do not

monetary system:

dare speak out about our monetary system. Onlgxperts have their

reserved for expertssay — and despite the mess caused by the 2008, daseseen by

The comparison

practically nong they continue venting their opinions with such
aplomb that laymen will think twice about callinigetr expertise into
question. Thus the thinking about what we woulc ldur monetary
system to be remains the exclusive reserve of d gnoap of insiders.

We should approach our monetary system as we dearuenergy. We

with nuclear energy don't have much of a clue of the workings of a eaclpower plant:

that's all enormously complicated technology — just all those

> Inflation of one or two percent is generally ddesed acceptable and even preferable. If inflatises
above 4% it's seen as a (serious) problem.

® Some experts did foresee the crisis — some ecat®amd more often, non-economists who observeththe
and used logical reasoning to predict that prascasents would lead to a financial melt-down. Nodal and
therefore, no economists basing themselves ontiaiels foresaw the impending disaster.
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Our monetary
system as a given

Money as a scarce
resource

Something for
nothing?

mathematical models depicting our economy arebigricomplicated.
But we do form an opinion on whether we want nucf@awver or not.
We are smart enough to weigh the pros and consudkar energy
when properly informed. And, after comparison walternative forms
of energy generation, we can express our opiniowlogther we want
such energy or not. Thus many people have formedpamon about
nuclear energy. Those who have not will usually g&t they do not
know enough of the pros, cons and alternatives.

What applies to nuclear power should also applyto monetary

system. At present almost everyone assumes thatygtem is a given,
that there are no alternatives, and that theref@dave no choice but
to continue with it — perhaps with some of the mimajustments
proposed by experts. This attitude must change.c&feand, in our
own interest and that of future generations, shéaioch an opinion on
the current system, look at the advantages anddwhssages, and
explore alternatives. And we must take action tioagleetter alternative
introduced. As in the case of nuclear power we khawt be

discouraged by the fact that we do not exactlyaneapproximately
understand how the current system works. Impodaathe actual and
likely outcomes of the current system, and thosatefnative systems.

In analyzing the current monetary system and tey@édtives we should
let go of ingrained ideas, especially the assumptizat money is
scarce. This assumption has taken hold under tliegente of

mainstream economics. Economists and other finepegerts believe
the amount of money is limited, and that societlf have to live with

the limitations imposed by that scarcity.

If indeed there is scarcity, a lack of money, is@f-imposed since as
mentioned, in principle money can be created at Wwhe problem is
that current attitudes and outlook make this idéfacdlt to accept. The
idea that money can be made out of nothing rungsigaur deepest
beliefs. Something for nothing, a free lunch, ingbke - money has to
be earned! The idea that we could just make moagyot example,
repay a portion of the national debt or invest é@maewable energy
generation, energy conservation and better roadshasd to
acknowledge. There must be a snag somewhere,ia the ointment.
And yet it can be done: as mentioned, we do noh éae to produce
the money physically, in the form of banknotes oins. As most
money is electronic a few keystrokes on the rigayboard would
suffice.

What we have to remember when we talk about mondyttze "there is
no such thing as a free lunch” argument comes ughas actually,
moneyis nothing. As said, most of it does not even exisgspally,
and even if it does, in the form of coins or papemey, it has almost
no intrinsic value. You can’'t do anything useful tlwicoins or
banknotes: you can't eat, sleep, live, or movehant. Money, then, is
nothing more than a symbol. Symbols you can crizatdy, especially
if they are electronic. And because symbols aréingtyou get, if you
create money, not something for nothing, but ngttiar nothing.
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That does not mean there are no restrictions onegnoreation. The
limitation, however, is not in the money itself,tho the products you
buy for it: a meal or the ingredients for it, a pachouse, a bicycle. Of
these there are limited quantities. Therefore, ftot that in principle
we can make unlimited amounts of money does noinmea should.
We should not create so much money that producansask much
higher prices because their products are boughwayyor that workers
can demand much higher wages because they wikioeapyway. That
would lead to an increase in the overall price ltetree very definition
of inflation. A low level of inflation is considedeacceptable and, in the
eyes of most economists, even desiratie most countries, therefore,
central banks aim for inflation rates of about tpercent, as this is
considered to contribute to stimulate the econonmgl ahereby,
economic growth. But higher inflation is rightlyeseas harmful to the
economy, especially for those with savings andeimployees. And it
can, if it gets out of hand, lead to hyperinflatiand a financial and
economic crisis.

4. HOWISMONEY CREATED?

How moneyis  Most people, including many economists, think tbentral banks and

created thus government creates our money. The central ilaek lends the
money to ordinary banks, which bring it into th@eomy by lending to
consumers, businesses and governments. Peoplédisee that, apart
from central bank money, the deposits in the (g@)imccounts held by
bank customers are an important source of the mieme¢ypy banks.

The idea that banks work only with money createdénytral banks and
with the money depositors put in their care is vardn reality only about
three percent of the total money supply, the panisisting of coins and
banknotes, is created by the central bank. The intnga97 percent of
money is produced by private banks when they gramd. This is done
through a simple accounting practice which resulthhe amount of the
loan — and the money thus created — being adddmbtto sides of the
bank’s balance sheet (for accountants among tbketassets as a loan; to
the liabilities as a deposit in the account of bloerower). As the British
Central Bank, the Bank of England, put it in 201%henever a bank
makes a loan, it simultaneously creates a matctdegosit in the
borrower’s bank account, thereby creating new mdfiey

" The reasoning is that a little inflation will encage people and companies to consume and invest than
save, because in the longer run the money will bethwless. Investment and consumption are goodhier
economy: money should be spent, not hoarded. Csalyeeconomists argue that deflation, the lowedhthe
price level and thereby, increase of the value ohey, will stimulate businesses and people to hdkaed
money because they assume it will further incréasalue. This is bad for the economy: money nenspvill
reduce economic activity and thereby economic gnoltthas never been proven that these argumepty ap
reality, i.e., that people will actually postpongenditure because they think money will be wortbrenin the
future, but the belief in such “rational economahhlviour” is so strong that it has become estaddishisdom.

8 Bank of England (2014), Money creation in the ntadsconomy;,
http://www.bankofengland.co.uk/publications/Docurtséquarterlybulletin/2014/qb149102.pdf
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Banking: good
business

In theory the money created by lending is destroybén the loan is
repaid. In practice that does happen, but at theedame the amount of
newly given credit is almost always much higherntihe amount of
credit repaid. Thus the money supply continuestogase.

For private banks money creation is a lucrativeriass. Think about it:
without having to produce anything tangible a piids created that can
be marketed for a return - the interest on the loaf between 5%
(mortgage) and as high as 15% (consumer creditcoDfse some time
and brainpower is spent on the assessment and iathation of credit

applications. But overall there is no trade in whicis so easy to make
money - both literally and figuratively speaking.

5. WHY MONEY CREATION BY PRIVATE BANKS?

A legacy of
history

An effective
lobby

A matter of trust

Money creation by private banks is a legacy ofdmstBanking started

around the 15th, 16th century when goldsmiths edastoring gold for

their clients. To prove ownership customers reakigertificates which

came to be used as a means of payment. Initiag¢lygthdsmiths gave out
as many certificates as they had gold in stock,they soon realized it
was very unlikely that all customers would demamalrtgold at the same
time. So they issued more certificates than the/dad in their vaults:

money creation through private banking was borm. Famks today the

same applies as for goldsmiths at the time: itaitomers demand their
deposits at the same time - a so-called "bank fuh& bank will not be

able to pay and will fail. And worse, depositordl\dose their money.

Over the past two centuries, in countries where e@yocreation took
place by central banks and thus by government bankave used all
their influence to push for privatizing money cieat In some countries,
especially the United States, that's been a touglilbmately successful
battle. To such an extent that the current US akm@ank, the Federal
Reserve, is partly owned by private banks. In jicactherefore, the Fed
functions as a kind of public-private partnershipisi represents the
interests of the general public as well as the bank

Whereas in the US the battle for control over thenay supply was an
arduous one, in some cases pitting presidentsesidantial candidates
against the most prominent bankers, in other casthe privatization
of money creation has gone virtually unnoticedh&itway the outcome
has been the same: today in all developed and alalbsleveloping

countries money is created by private banks. Perhd@ most

remarkable feature of this situation is that thesgwn of whether money
creation should be a public or private functioas&ed no longer.

As is the case with money the Mhooncept of banking is based on
trust: the belief that the bank will be able to may whenever the client
demands it. If that trust wanes and large numbérslepositors all
demand their money at the same time the bank waill fn the past,
before the 1930s, this happened frequently, witioge consequences
for the economy if major banks were involved. T@idvbank runs and
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thereby bank failures the US government createdbsieguarantees,
with which the state guarantees the deposits ofaf@iindividuals and
companies up to a specified amount. Deposit inggrdms been an
effective instrument in maintaining confidence hre tability of private

banks to pay out the deposits of their customérss aivoiding the bank
runs that would lead to the guarantee having thdmeured.

6. DRAWBACKSOFTHE CURRENT SYSTEM

Private money  There are many reasons to change the current sy§tetregin with, the

creation: from current system works less well than its advocatesldvhave us believe.

crisis to crisis Exhibit number one: the financial crisis of 2008hal crisis IS no
exception: since the 1980s there have been doZelsge and small
financial crises. Apparently the market works less well than many
economists and other market adepts would haveligvbe

Applying It's remarkable that economic theory teaches inthfichat financial
economic theory markets cannot function well. According to thatdhethe “invisible
leads to the hand of the market”, a concept conceived by th® déntury scholar

conclusion that Adam Smith, ensures that private undertakings lies@fiety as a whole

financial markets when three conditions are met. First, economicractmeaning people,

cannot work well must always make economically rational decisiorx08d, people must
be fully informed: they must have all knowledgeexent for making a
decision making. And third, there must be perfechpetition — meaning
an infinite number of producers and consumers.

In the real world, and especially in financial metd none of these
conditions are met. People do not act in an ecocaliyirational manner:
social, psychological, biological and cultural fast also influence
behaviour. Also, the banking sector is not partidyl competitive: in

many countries there are only a limited numberlaygrs, big banks that
hold a large part of the market. And it may beidifit to prove, but it

often appears that there are tacit agreementsnit dompetition — for

example, by not competing too aggressively on therést rate paid on
savings or the interest charged on loans.

The most important inhibiting factor for marketsofdg their work” is
that many operators, from small consumers to gowmems, lack
information. Most people not only have no idea ofvhour monetary
system works but also lack understanding of alld&irof financial
products. Many even have trouble understandingr tbein financial
situation. For example, a study estimated four auive people in the
Netherlands were unable to judge the benefits asids rof financial
products — and that was the best score among theut8ries surveyetf.

° The IMF counted, between 1970 and 2010, 425 banlsovereign debt and monetary crises (cited among

others in Lietaer, B.A., Arnsperger, C., Goerner&SBrunnhuber, S. (2012). Money and sustainabilitiye
missing link; a report from the Club of Rome — EU Chapter toakfice Watch and the World Business
Academy. Axminster: Triarchy Press with The ClubiRafime.

1 Study discussed in the Dutch newspaper De VolkskrBecember 23, 2009
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In short, the basic conditions for the proper fiorihg of markets,
established by economic science itself, are notforeiinancial markets
(as well as many other ones). Yet the belief ptevaiat the market, in
the form of a system of profit-oriented private ksnis the best way to
control money creation and allocation.

Private banks: an Faith in markets for controlling our money sup@ymainly based on the

automatic brake
on money
creation?

Our current
monetary system
does not offer a
way out of the
crisis

Money goes to
the virtual
economy rather
then the real one

idea that the market itself sets limits on the amtoof money being
created. Governments, so it is argued, can addeonioney supply
without limit, but private banks cannot do so besmathey cannot provide
indefinite amounts of credit: they can and will deand thus create
money only if they are fairly certain the loan épaid.

Because there are limits to what banks can leisdassumed they cannot
cause an explosion in the money supply. That's tnig in part. Since
the 1990s banks have created huge amounts of ivniiaey that ended
up largely in financial markets. These form a kwofdvirtual economy
with few ties to the "real" economy of the prodootand consumption of
goods and services. Much of the money thus creatated up in
complex financial products — famously called "“finexh weapons of
mass-destruction” by American billionaire and "suip@estor" Warren
Buffett. These products were the basis for the Zo@hcial crisis. Post-
crisis, after a brief downturn, growth in this spkative financial system
has resumed as before, leading to an ever grouskgf a new crisis.

Many economists believe that these problems carcdrdrolled by
regulation. Over the past centuries that assumgtasbeen made time
and again, after which yet again things went wrang the next crisis
was born. It therefore appears that even with edguil the system is
inherently unstable.

So where has our current monetary system broughtThs effects of the
crisis are still with us. Governments and manyzeitis are deeply in debt,
disposable income is declining, and unemploymegtaesving or at best,
hardly decreasing. Entitlements are reduced, dostsasic services such
as education and health care are on the rise. Imyngauntries the
national infrastructure is in poor shape, even diimg, as there is little
or no money for maintenance, let alone improvem&nd there is barely
money for investment for the future, such as rety@reenhouse gas
emissions through energy efficiency and the switctenewable energy.

It's not as if there is an absolute shortage of @yoThe problem is that
banks and other financial players pump most of ieney into the
financial or virtual economy, where it is used $peculation rather than
production and consumptidh.At the same time the “real” economy of
the production and consumption of goods and sesviaees a money
shortage.

1 Monetary expert Bernard Lietaer estimated for 2@t of the 4 trillion dollar traded daily in cency
transactions only 2% was of significance for thealt economy, e.g. for importing or exporting goaix
services; the other 98% was used purely for spdonlaSee Bernard Lietaer et dlloney and Sustainability.
The Missing Link2012; Report of the Club of Rome.
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Even if central banks create money to remedy tletatpe of money in
the real economy, through so-called quantitativenegt, the effects are
limited if not counterproductive. That's becausdhe current monetary
system central banks cannot channel money dirauttythe economy:
that is left to private banks. In an economic dawmtthese banks see
more opportunities for making money in financial rkes, through
speculation. Therefore banks allocate a much lapger of the newly
created money to the financial economy than ta¢laéone. This creates
new bubbles in financial markets and in housingegs; thus laying the
foundations for the next financial crisis. At thenge time the money in
the real economy remains scarce, resulting in nmoduction capacity
lying idle, with bankruptcies and unemployment assullt.

Banking: Another disadvantage is that if things go wrong ¢fswernment must
socialism for the intervene: the banks must be saved. This applipsecedly to the so-
rich called “too big to fail” banks, of which it is fesdt that should they fail

they'd take down the entire financial system aneteby, the economy.
To prevent this from happening the government spdndye sums of
money on nationalizing or supporting banks thataveut to fail. And
since the government is funded through taxatios tite taxpayer who
foots the bill.

At the same time the national debt increases duketanany billions of

dollars spent on the bail-outs. The loans for daagre partly provided
by the same banks that caused the crisis, meaewgmoney is created
that is lent to the government at an interesttteegives the banks a tidy
profit. The money for repaying the loan plus ingtn@ust, once more, be
raised by taxpayers.

Indirectly, the taxpayer also pays a price: to pedilne deficits created by
the bank bail-outs the government has to reducedspg, as a result of
which services are cut or become more expensive.

In summary: if all goes well with the banks the fd@) profits are for the
shareholders, managers and financial traders,anfdim of dividends,
exorbitant salaries and bonuses. If things go witbegosses are passed
on to ordinary citizens. This has been describegriaatizing profits and
socializing losses, or socialism for the rich.

Private money  The current monetary system leads to an econonesae with high
creation leads to peaks and deep troughs in economic performancesagconomists call
greater economic it, the business cycle. The variations are aggeavdly private banks
highs and lows because in good economic times they give more |anthey see more
opportunities for profit. This boosts the economyttier, at some point
leading to economic overheating, asset bubblesaaralv crisis. Then, in
times of economic contraction, banks are hesitantiehd money,
meaning less money is created precisely at a titmenwnore is needed
for economic recovery. This behaviour of banks msakense from a
business point of view and is, therefore, in linghvthe logic of private

12 Quantitative easing is a central bank policy agrtim stimulate the economy. It involves centralksabuying
financial assets from commercial banks and otheraf@ institutions, thus increasing the supply dabrey
available for consumption and investment.
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banking. But it is contrary to the public interds¢cause the economy as
a whole gets the opposite of what is needed.

A small group of Yet another drawback of the current system is éifiahe benefits of the

privileged people privilege of creating money (with a technical tersejgniorage end up

benefits from with the aforementioned small group of people: leasktraders, and

banking bank shareholders. Why this is so has been explaateady in the
above: it has grown over the past few centuriestdeast as a result of
intensive lobbying by private bankers supportedhsyfaith of standard
economics in markets.

However, there is no reason to continue extendmmg privilege of

money creation to a few privileged companies, etiees and

shareholders. We've already done so for the pastcenturies, so why
continue to provide a small elite with this booh#buld be much more
logical and equitable to have the profits of thavifege benefit society
as a whole, by bringing the right to create monagkbto where it
belongs: the government.

Bank belly up,  For savers a major drawback of the present sysddhat it exposes them

money gone to the risk of losing their money when the bank kghthey have their
account fails. That's because the bank is alloweput the deposits on
the asset side of their balance sheet, meaningfitiat there on the
money is counted as property of the bank, evengihdhe obligation
remains to return the money to the depositor wheorhshe claims it
However, in a bankruptcy the bank will no longer dide to pay and
depositors will loose their money, except for tletghat is guaranteed
by the state.

Credit, interest  Perhaps the biggest problem of money creation water banks is that

rate and debt it's inextricably linked to profit-oriented lendingnd thus, to debt and
interest. Lending takes place only if the bank eswnced that in the
future the borrower will be able to repay the bamed capital plus
interest. Therefore borrowing is possible only wathincrease in profits
(for companies), income (for consumers), and taxemaes (for

government).
Debt leadstoa More profit, earnings and tax revenues are inealic linked to
growth economic growth. Without growth there is no inceeas company
imperative profits, consumer incomes and government revenaed, loans plus

accumulated interest cannot be repaid. There isrneery little growth
during an economic downturn, leading to many peopbenpanies, and
even countries no longer being able to meet thayment obligations.

3 1t is an open question whether what banks aregdisinegal: the British expert Richard Werner psintit
that in England, according to the "Client Money €&l companies should always keep customer funuis s
from equity, meaning they are not allowed to putrittheir balance sheets. This may apply to otbenties
too. However, bankare permitted to put deposits on their balance sheeqspsing depositors to the risk of
loosing their deposit if the bank goes under. Wepmnts out that the removal of this privilegetbé banks by
also forcing banks to adhere to the "Client MoneyeR" would deprive banks of the privilege of money
creation. Werner and other experts also point lmait hanks have no official mandate to create moneiher in

the current manner nor in a different way. See WerRA, How do banks create money, and why can other
firms not do the san?An explanation for the coexistence of lending aegasit-taking.Pre-publication;
Publication expected in the International Reviewrimiancial Analysis in 2015.
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The growth
imperative and
finite resources

The current
monetary system
is incompatible
with the
finiteness of
resources

Money creation
only for
activities that
generate profit

That can lead to a debt crisis, which is sometimelayed by further
borrowing. But this only increases the debts amdetdy the problem. In
consequence, without strong growth a new and plgssiven graver
crisis becomes almost inevitable. Many expertsebelithat, in the
aftermath of the 2008 crisis, with many householksmpanies and
countries (still) deep in debt, another major srisilooming.

Lending, then, is tied to growth: growth is indiapable to repay debts
plus interest. Besides growing indebtedness thises another major
problem: continuing growth can not be reconcilethwhe finite nature
of our natural resources. The money supply canprinciple, grow
indefinitely but our stocks of raw materials, fregater, land, and natural
ecosystems are finite. Economic growth is puttingregreater demands
on those resources, in an unsustainable mannerniMpdhat, if we
continue present ways, we ourselves or future geioas will face major
shortfalls and run out of essential resources sashfresh water,
agricultural land, metals, and fuel. This will cautuge problems
especially for the have-nots in our world. The waili be able to handle
the price increases resulting from the shortagésliyg, but they too will
ultimately suffer, especially if the deficits letmpopular uprisings.

The growth imperative and thereby, the unsustagalde of finite
resources is inextricably linked to private monegation. In other
words, the current monetary system will, soondatar, cause shortages
of finite resources. That in itself is enough reaso convert to another
monetary system.

Besides the growth imperative there is anotheroreashy the current

monetary system is incompatible with the sustamalde of resources.
The main objective and in many cases, the solegserpf private banks
is to maximize profits and not, as should be theecakom a public

interest point of view, to provide society with theney supply needed
for an optimally functioning economy. Functioningtionally does not

mean maximum wealth creation through maximum efficy — the

implicit and sometimes explicit purpose of mainatneeconomics. From
a public interest perspective functioning optimaftyeans achieving
public goals as effectively and efficiently as pbks Goals such as
providing in everyone’s basic needs, creating egpabrtunities for all,

optimizing wellbeing, and the sustainable use diurs resources so
they’ll be available for both current and futurengeations. These goals
are incompatible with the profit maximization ofyate banks.

The current monetary system, with money being eceéity commercial
banks to make a profit, has resulted in the oddgasdn that money is
created only for profitable activities. From a pabhterest perspective it
may be very important for government to investfaor, example, better
education, a healthier environment, good qualitglthecare and disease
prevention, and the development and applicatiomeakwable energy.
But if such investments are not profitable no mormeygreated for it.
Instead the state has to raise money by taxingpwowing. It can do so
only to a limited extent because it has to finasoemuch more and,
especially after the crisis, already lacks the nydoedo that.



Our Money — Towards a New Monetary System 20

Government as a The peculiar situation of having given the privitetp create money to

parasitic entity

The system

private banks thus leads to the situation that gowent, because of the
fact it has to tax to raise money, is seen as @ @frparasitic entity living
on the pockets of hard-working citizens and entsgst And in a sense
with the current monetary system that is indeed d¢hee. But this
situation stems from our conscious or unconscidwsce for our current
monetary system in which the privilege of moneyation is yielded to
private banks. And it is the result of economit¢hifathe economic dogma
of mainstream economics that has made a taboobtitpuoney creation
for direct use by government.

A final drawback of private money creation is thatcontributes,

promotes poverty indirectly, to poverty, deprivation and inequalibending money to poor

and
impoverishment

Are there
advantages to
private money
creation?

people is not profitable, therefore little or nomey is created for them.
Even if it is interest rates are high because efprceived risk of default
and high administrative costs (ten small loans ragre expensive to
manage than one large loan). At the same time, assalt of the
delegation of money creation to the private segovernments are
withheld the money with which poverty and impovenmsent could be
addressed. This, of course, is not only a probleobuomonetary system:
addressing poverty also depends on political wiet the current
monetary system complicates the political choicepioverty reduction
because the needed funding cannot be created bsit Imuraised by
taxpayers.

Are there any advantages to the current systemifgteargument that
its defenders will raise was already discussed:agsimption that with
money creation by private banks the market mechamidl ensure the
right amount of money is created. We've alreadynsibat this is little

more than a belief. It is true that the fact thaxtls only lend if they think
the loan can be repaid with interest forms a brakemoney creation.
However, it's a brake does that not work well amdimited mainly to the
real economy. Things are different in the finanoalirtual economy. In
financial markets there are almost unlimited pabsés of creating

money for all sorts of speculation in financial gots. Proof of this are
the enormous quantities of money currently cireéatain the financial

markets.

Defenders of the current system will also argue phizzate banking has
contributed to huge prosperity growth. This alsdesibtful. First, as we
shall see in the next chapter, both prosperity ¢mamd well-being could
have been much greater with the alternative to mmoneation by private
banks, that is to say, with public money creati®acond, much of the
wealth created through private banking is unsuatde because it
derives from speculation. Such prosperity can iddgew rapidly — until

the next crisis occurs.

Proponents of private money creation and privaterprise in general
will emphasize that only competition between migtiproviders creates
wealth-creating innovation. However, it was suchowative financial
products that caused the crisis, showing that éselts of this kind of
innovation, even if highly profitable to those dieg and selling the
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The defence of
the present
system

products, are rarely in line with the public inelt is also a
misconception that innovation is limited to thevpte sector. If that
would be so then why do so many companies coopevdte public
universities and research institutes, and contthein to do their
research?

Our present monetary system, then, has many distalyes and no clear
advantages — except of course for bankers, tradensultants, lobbyists,
and private bank shareholders. Yet the system rislyfi ingrained
primarily because, as already indicated, the gérmmrialic, the media,
politicians, administrators and economists acceptcurrent situation as
an immutable given. The blame can be put with ntegasn economics
which, as a science, may be expected to engagebiased analysis and
debate. However, very few economists seem to lezesited in putting
our monetary system up for discussion and thus@tifipe status quo.

If the topic is brought up at all it is not so muohanalyze in an objective
manner the advantages and disadvantages of differemetary systems
in support of political decision making. Insteadstattempted to stifle
debate in the bud with the selective use of exasnpled unsound
arguments. Alternative systems, in particular mooeation by and for
the government, are rejected out of hand with tigeiraent that money
creation by government will lead to financial armbeomic disaster. The
favourite bogeyman is hyperinflation; the best knoexample is the
hyperinflation in Germany in the 1920s. Ironicallypund historical

research has led to the conclusion that althouglG#rman government
did not go scot-free the hyperinflation was causeainly by private

banks. Also, usually not mentioned are the manyngtes of successful
public money creation that did not lead to hypéaindn.

In the aforementioned IMF study of the Chicago MBanes and Kumhof
demonstrate with many examples that generally, utiitout history,
governments have handled the privilege of moneyatme more
responsibly than private banks. Major economic famahcial problems,
in the form of periods of excessive growth followeyg a crisis and an
economic downturn occurred primarily when the rigihtcreate money
was granted to private parties.

7. HOW CANWE DO BETTER?

The alternative:
public money
creation

A well-functioning monetary system is essential gowell-functioning

economy and thereby, for the common good. The statee agency
responsible for the public interest. The respofhigidor and control over
the monetary system and money creation shouldftrerbe placed with
the state and not with private, profit-oriented eeptises. The logical
alternative to money creation by private banksrdfoge, is money
creation by the state. In such a system it's ndy @oins and paper
money that are created by the state but also thecash money now
created by private banks. Meaning electronic maesethen created by
the same agency now responsible for coins and papeey.
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Public or private
banking?

Advantages of
public money
creation

Reform of the monetary system should lead to a niomasparent

management of the money supply with as its prinaany the short and
long term common good, not private profit. Undee tihew system the
responsibility for money creation would rest withpablic monetary

authority acting according to statutory objectiaesl guidelines. Such an
authority already exists in most countries: thet@@nbank. It would

therefore be logical to give the money creation dada to the central
bank. In the following the terms monetary authoatd central bank are
used interchangeably.

At the same time the right of private banks to w@eaaoney would be
taken away. Banks would no longer, as presentlyable to create
money by the simple accounting exercise linkedetaling. Rather than
creating their own money they would have to workhwnoney created
by the central bank. Such money would come fromodip money
borrowed from the central bank or in financial nmeagg and the bank’s
equity. Banking would be limited to the role thabshpeople think banks
perform today: managing the money of depositortehging it to people
and businesses willing to borrow it.

Money created by the monetary authority would bancielled into the
economy in several ways. Directly by transferringe tmoney to
government to finance part of public spending, antipular investments.
And indirectly by making the money available to k&ufor lending on to
consumers and businesses.

Whether in addition to money creation by the céntemk the task of
bringing it into the economy should also becomeuhblip service is a
separate topic of discussion. Many monetary refesneenphasize that
monetary reform involves only the separation of filmections of money
creation and money distribution. Existing privatmks would continue
banking, though no longer with money they wouldateethemselves.
However, there are good arguments for combiningetary reform with
a public banking system. Public banks would ensemeling would be
aimed less at maximizing profits for shareholdend anore at public
goals such as support to small and medium entegrjsb creation, and
environmentally beneficial investments. Commerciglofit-oriented
banking would not necessarily be banned: one cagime a mixed
system of public, private non-profit and privatengoercial banks in
order to foster competition and thereby, servicavigion. It would be
important to limit the size of both public and @ie banks to make sure
there would be enough suppliers to guarantee geraampetition.

There are many advantages to a monetary systerd bageublic money
creation: a central bank / monetary authority mgkiewly created, debt
free money available to the state. It would resdhe debt problems of
governments and thereby the current crisis as ¢twergment would no
longer need to borrow money. The current publict d@elolld be paid off

gradually without having to cut back on public exgieéure. This would

make more money available for government investnresectors such
as education, health care, research, infrastructeme@ironment, and
safety, creating jobs and growth.
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An end to the
growth
imperative

A more stable
economy

Public money creation would also allow directingvate investment. An
example would be promoting private investments routing to a

sustainable use of resources, in the form of granisterest free loans
for companies that develop green technology.

Whether the benefit of money creation would be steé for the public
good would be a political choice. Cabinet and panknt could also opt
to channel those benefits to citizens and busisebgeowering taxes,
increasing benefits and reducing public servics.fee

Some monetary reformers propose, after the transtt public money
creation, giving every citizen a one-time paymentgitizen’s dividend".

This would become possible since as a result otrdmesition all “debt

money" previously created by private banks wouldobee state money.
Citizens would be required to use this money to p#Hytheir debts.

Everyone would get an equal amount; the total armpard would be

equal to the total debt of all citizens. Becausaeitizens have more
debts than others some would still be in debt, ghoonuch less so than
before, whereas others would have money to spare.

Some reformers propose a dividend only for citizeriBers, such as the
proponents of the Chicago Plan, suggest a dividenall debts other
than those spent on capital goods (such as buddamgl machinery).
Including companies would be especially benefidiat small and
medium enterprises, for some of which relief fromizeable part or all
debt could mean the difference between survivalkamkruptcy.

Payment of a citizen’s dividend could carry the rid large numbers of
people and businesses having money left wantingpémd it fast. This
could lead to such a large increase in the demanddods and services
that producers would see an opportunity to raisar thrices. If this
would happen on a large scale, across economigrsethis would result
in an overall rise in prices: inflation. To prevehis some proponents of
the Chicago Plan propose not to pay out any moamaming after all
debt has been cancelled, but to deposit that refeaimto a kind of
investment fund. The returns generated by the fmodld be paid out to
the owner. This would mean much smaller paymentgasp over a
prolonged period.

In practice the benefits of public money creaticould probably be used
to finance a mixture of policies: paying of goveemwh debt, public
investment, tax cuts and a citizen’s dividend. Tdwis would depend on
the political orientation of the government: consg¢ives would be more
inclined to have citizens and businesses benef#reds social democrats
would be likely to put more emphasis on public stveent to address
environmental and social concerns.

Public money creation would remove the drive farremmic growth that
is inextricably linked to private money creatiorhal would open the
way to the transition to a stable economy in whicl future can be
secured through the sustainable use of finite ressu

Another advantage of public money creation is thawvould help to
reduce the ups and downs in the economy that hamketh the past
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Less speculation,
no more bail-
outs

Fewer risks,
savings safe

Transparency

Risks of public
money creation:

centuries. As previously indicated these highs lamg are exacerbated
by private banks which in good times boost the enonby too much
lending and speculation, usually ending in a cri€isnversely, in times
of economic contraction they lend and thus create little money,
exactly when more money is needed for economicvexgo Public
money creation, particularly when combined with lpubanking, would
put an end to this phenomenon and would generafiyre that sufficient
money enters the economy to make it function pigper

Public money creation would curtail the speculatibat, even after the
2008 crisis, has been creating new financial bulileereby laying the
basis for the next crist§. Banks getting into trouble through such
speculation would no longer need to be rescuedhégtate and thus, the
taxpayer. A bankruptcy of a big financial player ulMb only have
unpleasant consequences for those directly involwetdnot, as now,
threaten the entire financial system and globaheooy.

Overall the risk of bank failures would be redutetause banks would
manage only their own money and the deposits drttu® them: it
would no longer be possible to create large amaoaintsoney by lending
for speculation, with all the risks involved in tlater. Thus banks would
become more stable and secure.

At the same time a significant advantage for sawarsld be that their
deposits would be safe. As indicated earlier a rsa®v looses his
money in case of a bankruptcy of the bank wherparked his money,
except for the part guaranteed by government. Utliernew system
deposits would get the same status as shares er sghurities managed
by banks today. These remain the property of theeoweven if the bank
fails. In the new system this would also be theedas savings, meaning
government guarantees would no longer be necessary.

Finally, the new system would entwmemoney creation and allocation
are much more transparent and therefore more diattlea The current
disproportionate influence of the financial seabor society and politics
would decrease, with less pressure on decision mmakerepresent the
interests of the financial sector at the expengbepublic interest.

What are the risks of money creation by the st@efenders of the
current system often indicate that governmentspaoee to abuse the

demand and cost privilege and would create too much money, causnftation. This

inflation

would be a genuine risk if those deciding on moomation would be
exposed to political influence. Politicians, to haum voters and satisfy

' The huge amounts of money circulating in the faianmarkets would not disappear right off in trensition

to a new system, so large scale speculation woaoidircue for the time being. But the amounts of nyone
involved would grow much more slowly, stagnate amidish because private banks could no longer ereat
money for speculation. In the meantime central baarkd governments would jointly look at ways todgialy
reduce the enormous amounts of money circulatirigarfinancial markets. How to achieve this wouldhably
vary by type of financial product. Measures shobél taken to avoid large amounts of speculation mone
flowing to the real economy as that could raise alainto such an extent that it could lead to irdlatiThis
problem might be smaller than assumed as the ngassiling off of financial products would causeith@ice

to plummet. Speculation in financial markets cobkdreduced further with a tax on financial tranisast, the
so-called Tobin tax, named after a well-known Aro&ni economist and Nobel laureate.
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Preventing

special interest groups could exert pressure tatermore money than
warranted. The solution to this problem was alregdsen: eliminate
political influence by giving the monetary authygrithe status of an
independent entity that cannot be subjected tdigalipressureé® Thus
decision making on the money supply would be basdg on technical
criteria and remain in line with the authority’s noate.

Central bank independence already exists in alnadistdeveloped
countries. To the extent necessary this autononmydcbe confirmed
through legislation. The central bank could thuguae the status of
what some experts have called a "fourth power"ingtitution with its
own mandate, autonomy and responsibility, as therdhree branches of
power: executive, legislative and judicial.

The risk remains that too much money would be egkat those
responsible at the central bank / monetary autherdguld overestimate
the economy’s productive capacity. This could ld¢ada situation in
which producers would feel that they could raisieqs at will because
their products would be sold anyway. Such pricedases could raise the
overall price level causing unwanted inflation: cadled "demand-pull
inflation”, or demand inflation for short.

On the other hand employees might raise their wadagaands if they
became aware of higher prices as well as the fedteémployers would
be competing for their labour. Employers might gigd such demands if
they perceived they could pass on the extra coshédbuyers of their
product by raising prices. Suppliers of raw materend semi-finished
products or components could also increase theicegrin the

expectation that their buyers — the makers of tie groducts — would
pay them anyway. The resulting overall increasprice levels is called
"cost-push inflation”, cost inflation for short.

Demand-pull and cost-push inflation could resultairso-called "wage-
price spiral”, in which the two types of inflati@oincide in pushing up
prices. This phenomenon occurred in the 1970scantk to an end only
after a severe economic downturn in the early 1980w, therefore,

something to be avoided.

In general the monetary authority would prevent aedh and cost

demand and cost inflation by making sure the amount of money addedhe existing

inflation

money supply would not be such that the demandoitilev generate
would exceed the productive capacity of the econofhys could be
achieved among others by government projects aongrgms not being
awarded to private companies charging higher prices warranted. In
cases in which all parties making a bid would oliarge the activities to
be funded should be postponed until they could tetracted at a

' The British organization for monetary reform, Rivsi Money, suggests a "Monetary Creation Comniiftee
comparable to the present Monetary Policy Commitfabe British central bank, the Bank of England.
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reasonable pric¥. Such policies would also restrain excessive wage
demands in the productive sectors concerned.

Overall excessive wage demands in both privatepaidic sector should
be avoided too. To start with, before the transitto public money

creation employers, employees and other stakelwokleuld be briefed
thoroughly on both the benefits of public moneyatien and its

preconditions — notably, restraint on the part ofkers and producers in
wage and price demands. Agreements on the latteddive developed
with, and signed by all parties. Thereafter théreutd be regular rounds
of consultation to adapt those agreements to chgraicumstances.

It may be expected that with a public monetary eaysaind responsible
behaviour on the part of producers and workersitioih would decrease
and possibly disappear. That's because as statber emntral banks
currently aim at inflation of around two percent goomote economic
growth; growth that is necessary to meet debt abbgs. In a system of
public money creation system debt would be greatjuced, meaning
that growth and inflation would no longer be needBae aim would be
to attain price stability and thereby, savings rtamng their value.

Transition What would the transition from private public money creation look
like? Andrew Jackson and Ben Dyson of the Englisbawization
Positive Money, the leading British organizatiorthie field of monetary
reform, chart the transition in a book titistbdernising Money*’. They
describe two phases. The first phase involves teenight transition to
the new system when the new regulations for momnegtion and credit
become law and the necessary accounting adjustraemtsiade on the
balance sheets of banks and government.

In the second phase, which could last from tewnty years, the debt
created under the old system is repaid graduallyy @xisting money or
money created by the central bank under the netersysThe Positive
Money publication describes this process as reamydrom the "debt
hangover". Government debt could be repaid accgrtirschedule with
newly created central bank money. Private debt$éddo@ paid from the
aforementioned "citizen's dividend" and money frtima regular money

supply.
Mandate of the After the transition the monetary authority decidesthe amount of new
monetary money to be created. The mandate of this auth@gyhat of the central
authority bank, is to be established by law, and will amdorthe double function

of preventing inflation and ensuring an optimal mpnsupply. This
translates into a money supply that is adequatenieeting both public
needs and the demand for money from individuateits and businesses,

8 Such a course of action would require a diffeseay of government budgeting. Now there is oftenutge

to spend a budget because if not the money invakitdbe reclaimed by the treasury. This may leac tiower
budget allocation in the following year. Thus iretleurrent situation careful management by postmpnin
expenditures is punished - something that neeadhange even if government would not be able toteria
own money.

"The following link provides an overview of the cents of the bookhttp://www.positivemoney.org/wp-
content/uploads/2013/01/Modernising-Money-Free-@iesv. pdf
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Channelling new
money into the
economy

in a manner that prevents inflation and makes atinse of the

productive capacity of the economy. This implieattthe money supply
and thereby overall demand is limited to a levekerehproducers meet
total demand without raising their prices.

As indicated newly created money would be brougtkt the economy
through government and banks. The government cdaldo in several
ways: through government spending, direct paymntitizens, such as
the aforementioned citizen’s dividend, and by pgyoff government
debt. Another possibility is tax cuts, with newlyeated money
compensating for lower tax revenues.

Government and parliament would decide which o$¢hierms would be
used and to what extent. The monetary authoritygoernment would
cooperate closely to align and coordinate monegticne, the generation
of government income in other ways such as taxatemd public

expenditure.

8. OBSTACLESAND SOLUTIONS

Inflation phobia

The main obstacle for public momegation has already been mentioned
in the above: the fear that the creation of monegdwvernment will lead,
sooner or later, to large scale inflation. Governtsgit is thought, will

be unable to restrain themselves, resulting in ¢keess creation of
money, too much money entering the economy, andtioh. \We've

already discussed how this danger can be countdrgddelegating

money creation to an independent monetary authority

A bigger problem is the belief of mainstream ecoistsnand in their
wake, politicians, the media and other punditshi@ quantity theory of
money. As said this theory parts from the premisat the existing
money supply is already in balance with supply awmand. It is

therefore thought that even a small increase inntbaey supply that's
not market driven would lead to inflation. As wittuch other economic
theory there is no factual proof that this theooidss, on the contrary. Yet
it has become economic dogma, with among its medicdted followers
the German monetary authorities. Germans in gergrder from a

strong case of inflation phobia as a result of #teady mentioned
hyperinflation in the country in the 1920s. Henbe bnly goal of the
German central bank and, under German influeneeEtiropean central
bank is controlling inflation. By comparison the W8ntral bank, the
Federal Reserve, has a dual objective: fightindaiioh and fighting

unemployment.

Is it true that the risk of (hyper) inflation isghier with public than with
private money creation? Historical research hasvargystems based on
private money creation lead to more and more sefieencial and
economic crises, including bouts of hyperinflatidumking the fear of
high inflation to public money creation is therefamjustified. Which, of
course, does not remove the need to structure anm@vetary system in
such a way that inflation is kept under controlalaystem where a public
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Private money
creation as

monetary authority is responsible for money creatlee opportunities to
do so are much greater than in the current, plivatenaged system.

In current economic thinking money creation by dodthe state is a
taboo. Mainstream economists assume that only méotees can ensure

economic dogma that the right amount of money is created. Esplgcialght-wing

economists place their faith in market self-regatatand preaclaissez

faire: let the market do its work without being hindeteg regulation.

The middle and the left are more inclined to vasiderms of regulation.
But the belief that the economy as a whole and mareation in

particular should be left to the private sector #mefeby the market is
untouchable. It is one of the primary tenets of élsenomic church. In
consequence alternatives such as public moneyianeate not even
considered in mainstream economics, not even aftdinancial and

economic crisis that was due largely to irrespdesibnding and thus,
private money creation.

The real cause of As indicated creating too much money indeed canseauflation

inflation

Maintaining
confidence

because as a result of excessive demand producdrsvarkers exact
higher prices and wages. And there is an even @ra#&k: loss of
confidence, that is, the loss of the belief thahemowill retain its value.

The cause of hyperinflation is not so much the taweaaof excessive
amounts of money as a loss of confidence. The Gehgperinflation is

a good example. Accounts from that period invagiabkention that the
printing presses could not keep up with inflatioreaning they could not
print the money fast enough, which signifies theneylost its value
beforeit was made. The printing of money, therefore, waisa cause but
a consequence of hyperinflation.

You don’t have to look far to realize that the quitgmof money in itself
is of little significance. Both before and afteetR008 financial crisis
excessive credit, speculation and all kinds of iexatancial products led
to the creation of huge amounts of money — muchertitan was justified
by the increase in output and demand in the “reafnomy. It's safe to
say, therefore, that both pre- and post crisisiach money was put into
circulation. Yet inflation remains low. There iseevfear of deflation: an
increase in the value of money because the ovana# level drops.

This shows it's perfectly possible to have a majarease in the money
supply without causing inflation — as long as tlaigger money supply
does not translate into an excessive demand fatggand services in the
real economy. If that happens producers and workees likely to
increase prices and wage demands, leading to depdihand cost-push
inflation. This did not happen in recent decadesabse the excessive
amounts of money created did not end up in thebetln the financial
economy, where it was used for the kinds of spéicmahat caused the
crisis.

To prevent (hyper) inflation with public money ctiea, then, requires
two things. On the one hand adding to the moneylgughould not
create more demand than the productive sectorhieofetonomy can
handle. Second, the general public must be cortfiteat money will
keep its value. For both conditions the best gueeans delegating
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Can the
transition be
made in one
country?

decision making about money creation to an indepetndechnically
competent monetary authority that inspires configer such as the
central bank.

However, the value of money is determined not dnjyusers but also,
and perhaps more so, on the international finamogkets. To maintain
confidence in a currency based on public moneytioreanay prove to
be the greater challenge.

Many advocates of monetary reform, including th@esis of Positive

Money, think it's possible to have the transitionpublic money creation
take place in a single country. They arrive at twaclusion on the basis
of a rational analysis of the economic impact @& transition. However,

it remains to be seen how financial markets wousdct to the

announcement of a country planning the transitiorgven to the rumour
that a country would consider it.

IMF experts Benes and Kumhof also argue that tbe@uic benefits of
a new monetary system, in their case the Chicagn, Rre such that the
financial markets would not constitute a dangeh&country making the
transition. They do discuss the possibility of amational speculative
attack" after the transition and advice on meastoese taken against
such an attack. However, they do not discuss theveabmentioned
greater danger of such an attack before transitbased only on the
transition having been announced or rumoured. Tibhathe greater
danger, because such a response would likely be aia psychological
than of a rational economic nature. The greatesgelawould be herd
behaviour by traders. Some holders of the curreofcythe country
making the transition would, in line with econondiegma, fear that the
currency involved would decline rapidly in valuedatinerefore want to
get rid of it as soon as possible. Other tradersldvget wind of this and
also become afraid of a drop in value, leading theeo to sell the
currency involved. In consequence the value woudiged fall, and more
quickly as more traders would behave similarly. Alf-§ulfilling
prophecy would result: because traders would expet¢crease in the
value of the currency they would engage in the bielna that would
actually cause such a decrease.

To avoid the risk of such a panic in the finanomrkets it would appear
sensible to make the transition in several countteonce, preferably by
a majority of countries with internationally accegt "strong” currencies.
This would also allow central banks to coordinatéhwother central
banks the decision making on the amounts of moonelet created in
different currencies. These days national econonaaed financial
systems have become so intertwined that in any, dasesion making on
money creation would best be done collectively.

A transition in several countries at once woulduiegjan international

conference on the establishment of a new finarsgistem. This has been
done before: in the last year of World War Il, whepresentatives from
44 countries met in Bretton Woods in the US to agoa the rules,

institutions and procedures to regulate post-waermational finance.

Something similar should be done now.
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Psychological
obstacles

Overcoming
psychological
barriers

Influence of the
banks: money is
power

Besides inflation phobia there are other obstaitias block the creation
of a new financial system. These are of a more hpdggical nature.

People, and therefore societies are risk-aversehemdfore conservative:
we are hesitant to replace something existing waimething new. That
certainly applies to something as important asmonetary system. That
caution is even greater if things are going reé@yivwell - and in

developed countries that is, despite the crisis,niost people still the
case.

The willingness to change is even smaller if we raoe aware of there
being a good alternative. And even then there bellsuspicion towards
something that seems as simple and “too good tdru® as public
money creation. As said, the idea that money canlja "made" out of
thin air and provided to the state or to compaaied citizens is alien to
us. It's against our culture: money must be eabweddre it can be spent.

In order to overcome these psychological obstattesnportant to think
once again about the character of money. We muspp k& mind that
money is merely a symbol which serves as the (eleic) lubricant of
our economy. We can make as much of it as we nedtin the
aforementioned limits of maintaining confidence aleinand remaining
in line with production capacity. We should rememiveparticular that
there is no reason to refrain from addressing $gsienvironmental,
social and economic challenges society becausasiskg there is no
money to do so. There is no absolute lack of moaeyf, there is it can
be resolved in no time. What “there is no moneyplies is that the state,
the institution looking after our common good, does have the money.
That, in turn, is the outcome of our choice for antary system in
which the privilege and benefits of money creatoa yielded to private
banks.

Another important way to overcome our psychologlziriers to change
is to look around us. We then see that left andhtrigpmpanies go
bankrupt and public services are downsized or akteid. This includes
companies and services that could provide the gaodsservices with
which to tackle our environmental and social proidesffectively. At the

same time people lose their jobs, unemployment a&aednomic

uncertainty are growing, and large numbers of yopegple are unable
to find steady, reasonably paying employment. Wbleserving this we

need to realize again that this is due to the tlaat we have opted for
delegating the control over the money supply ar right to create

money to profit-oriented enterprises. In other vgorid our choice for a
monetary system that not only brought us the 20@8iscand many

before it all over the world, but also blocks usnfraddressing our social
problems and by doing so, working our way out &f ¢hisis.

We can argue that we have not made the choiceufocwarent monetary
system consciously. But we can no longer use thisnaexcuse when we
are aware of both that choice and of the altermativ

Besides inflation phobia and conservatism theranether factor that
hinders the transition to public money creatiom Ylested interests of the
financial sector, banks in particular. Especialig huge "too-big-to-fail
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banks" have enormous political influence and use ipromote bank-
friendly legislation. Moreover, in a country such #he United States
there is a revolving door between government angeldanks: elected
officials and public servants in key positions ofteome from large
internationally operating banks, particularly th&amous investment
bank Goldman Sachs. After a stint as a public sgrttae individuals
involved usually return to the financial sector.ughprivate banking
interests are strongly represented at the hegtd\wrnment.

And that's not mentioning the billions spent by kan lobbyists, who
are expected to push decision makers and membgparibdment into
approving legislation favourable to banks and biogkor mitigating
legislation that is seen as harmful to financiatiasts

The enormous influence of the financial lobby iswh by the fact that
the largest US banks, largely responsible for thanicial crisis of 2008,
have had to pay only minor damages in comparisoithéo damage
caused. Even in cases where banks were fined amagds paid the
amounts involved were only a fraction of what tlaaks earned with the
practices for which they were fined. In almost @ses those amounts
were part of an arrangement that freed the bardww fraving to plead
guilty. Not one of those responsible has goneito ja

At least the US has done something: other counia@e done nothing at
all, or worse, are blocking measures to reign i s$ector. The prime
example is the UK, where the financial sector ("Tig/") is of such
importance to the economy that the British govemmme doing
everything it can to block European measures taagaimewhat greater
hold on the banks. Money is power, and the abibtgreate money only
increases the power of the financial sector.

Economic dogma It may be expected, then, that the financial sewaitirdo its utmost to
protects financial block the transition to a new system in which theguld loose the

system and
banks

financial benefits linked to money creation. Yenks are fortunate in
that it's hardly necessary for them to engage anftpht against public
money creation. For that they can count on econatignce: the belief
of economists and in their wake, policy makersitpans and the media
that only markets can determine the right amounimoiney for the
economy. It is the belief that no man, group oraoigation can match
Adam Smith’s invisible hand of the market. This dwg of market
infallibility is an even bigger obstacle to chantpan the power of the
financial sector. For mainstream economics not aéglizes the market
but also, and in line with the faith, is sceptiahbut government. On the
one hand because the state is not subject to malkeipline and
therefore to the restraint exercised by the inlésitand. On the other
because actions of government usually involve séme of market

18

For 2014 the Center for Responsive Politics repfor Washington for the financial industry (seties,

investment and insurance) a total of some 1600ined lobbyists; expenditure by the sector amounited
about $ 250,000,000.hitps://www.opensecrets.org/lobby/top.php?indexFygshowYear=201). Corporate
Europe Observatory indicates in a 2014 reportdh&uropean Community HQ in Brussels the finansésdtor
employs some 1700 lobbyists to influence decisicaking on financial issues, with a total budget of €
123,000,000. http://corporateeurope.org/sites/default/filestditaents/financial _lobby report.pdf
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interference, which is perceived as a threat topéréect balance of the
market that especially conservative economists rderdly believe in.
Thus the practitioners of conventional economicensciously or
unconsciously, form the first, formidable defengaiast change.

Breaking the But if fractures occur in that line of defence,af least part of the

power of the economics profession is able to look beyond thenasgof their science

financial sector and start thinking seriously about another finanagstem “for the
people, by the people", it can be expected thaffittacial sector will
throw everything it has into the fight to maintdalve current system. It
will, therefore, be a tough fight, but it should fpessible to overcome the
influence and power of the financial sector. Aty only a small group
of people benefits from the current system and ddabse from the
transition to a new financial system based on pulloney creation. It's
only those traders and bank managers who in addiboalready high
salaries receive or award huge bonuses to thenssedwal their
colleagues, and speculators who are lucky enoughaice money from
the ups and downs in the financial markets. Th@mugramounts to at
most a few tens of thousands of people.

Shareholders of banks also would be likely to sufifem the transition

to a new monetary system, as bank profitability Mdae reduced to the
level of normal enterprises. In consequence baoakkstvould almost

certainly loose value if the financial boon resutifrom the ability to

create money out of thin air is taken away. Amongse shareholders
will be institutions that serve a public purposetably pension funds.
However, under a new monetary system these orgamsacould be

compensated for this decline in the value of thaitk stock®

9A major question is whether under a new monetasfesy pension funds should continue to exist inrthei
current form. With public money creation the need handatory pension saving would disappear orrdghi
The problem would no longer be, as now, that wittopension saving system pensions have to befymaid
current worker contributions and taxes (“pay as gol), leading to an increasing drain on workerymlls and
government budgets especially in countries wittyigiga populations. With public money creation govaesent
would have more financial leeway to pay pensiorbee much public investment would no longer banfed
through taxes but through money creation. The napeathallenge would change to a productive onengure
that sufficient goods and services are produceddet the needs and demands of both workers andvadeers.
That challenge already exists in countries withyimrg populations but is obscured by the ongoingatielon the
financial aspect: the size of pensions and otheetits, their coverage and whether or not to coraptnfor
inflation. Public money creation would allow a shif focus because the financial dimension wouldolnee
much less important. Thus policy makers, scienckiadustry could focus on the real task, whichrisleould
not be money but the challenge of meeting, withnairdshing work force, the growing demand for gocasl
services from the non-working population the wogkimopulation and government. That's not a question
money but of production capacity, of the more dffecand efficient use of the available labor amchnhology.

Abolishing or greatly diminishing the size of pemsifunds would have another advantage: it wouldmha
reduce the amount of money that flows into finahaiarkets in search of yields. The large scaleigabbry)
saving for pensions contributes hugely to too moncimey chasing too few investment opportunities:rédwpe
for a financial crisis. This problem already plagday but would be even greater if all countriesuldcestablish
"responsible” pension systems such as those of BégrBweden, Australia, Switzerland, The Nethersaand
Canada, and to a somewhat lesser extent the UKJ&ndMost European countries, including Francey/tahd
even solid Germany have partial pay-as-you-go-ayst@ which a large proportion of pensions is pdirectly
from the state budget. In the coming years, dusgtng populations and the current monetary systhis will
lead to major financial challenges for the coustiigvolved. On the other hand, if France, Italy &etrmany
and a range of other countries with pay-as-youygbesns would have pension systems as the earlietioned
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Everyone else would benefit from public money dmatCitizens would

enjoy more, better and cheaper public servicesct#s, lower debt and
possibly, a citizens’ dividend. Governments woulel &ble to invest
much more for the future and thus, for future gatiens. Producers,
especially of goods and services required for thesition to a more
sustainable society and economy, would benefit framereased

government demand. Small and medium enterprisesdwmanefit from

the increased demand from government and consurRaldic money

creation would also greatly improve access to treespecially if

combined with a public banking system. And duenicreased demand
and economic activity many of the currently unempbb would be able
to go back to work, if need be after retraining.

One would expect that with so many benefits fohsadarge proportion
of the population it should be possible to geneemtsassive popular
movement and overcome the vested interests of d gmap, however
powerful and influential.

Our biggest Perhaps the biggest obstacle to change is thateaxe |something as
mistake: crucial as thinking about and deciding on our manesystem to those
delegating to we consider knowledgeable. We figure we know ttiteliit's their job,

those considered and accept what they say. If they do not questercurrent system, who
experts are we to do so?

The problem is that, as we have already seen xiberts do not come up
with better alternatives for our money system. NHetause economists
consciously keep us from addressing the problemsgetyofaces: most
believe sincerely that the current system of pevabney creation is best
for us. They feel this way because their educatond professional
careers have given them a distorted picture oftyeahd tunnel vision. In
consequence few economists are aware of the lionwat and
misconceptions of their science and of the polegommendations based
on them, and fewer still are able to see econoratity from a different
perspective than that ingrained by their faith.

That is not to say that there are no critical eooists who question
certain components and assumptions of their scidto@ever, this is a
minority that thus far has had little impact on fessional practice and
even less on policy making. And even most membiettsi®group do not
go so far as to question the dogmas of their faf#t.it's precisely there
where the problem li€d.

nations, the amount of money in search of yieldfinancial markets would increase hugely withouisa in
investment opportunities. Put simply, (pension)dfumanagers would not know what to do with all timatney.
The conclusion is that current pension systemsrm@mpatible with the actual monetary system. Omn dhe
hand because broad international application osipansavings schemes would lead to excessive hapufi
money. On the other, because a pay-as-you-go pesgaiem is unaffordable in a monetary system irchvh
money creation is tied to debt and interest.

2 Further substantiation of this critique of maieam economics and its practitioners will be giverthe

booklet Economy: science or faith(in preparation). A detailed explanation is fouindthe bookCrisis,
Economics, and the Emperor's Clothgsans Doorman, 2012), which indicates why ma@@stt economics
fails as science, the consequences of that faituré,what should be done about it. The book caortdered in
hardcopy on www.lulu.com, and can be downloadedré® as a pdf frormww.new-economics.info
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9. WHAT TO DO?

Opening the
debate

We need a serious public and political debate emptios and cons of the
current monetary system, the alternative of pubioney creation
described in this booklet, and on how system chanmgt happen. In
particular, because many experts tell us the nesisas already in the
making. The consequences of such a crisis willMa® enore severe than
those of the 2008 crisis. On the one hand becdeséatter is far from
over, on the other because under the present mgnetgstem
governments will no longer have the means to Ithet fall-out of such a
collapse. Political parties but also civil society trade unions,
environmental organizations, associations reprasgrihe interests of
small and medium enterprises — should insist orh sualebate. The
media should play an important role in facilitatisgch a discussion.
Economists who are willing to think and work on dieping alternatives
can play a key role. Economists unable to push sleéras beyond the
out-of-hand rejection of system change and blockingppen discussion
should, after being heard, be ignored.

Discussion based We, ordinary citizens, should not allow ourselv@b¢ excluded from the

on arguments

debate by people pretending to have all the ansvesen if they are
high-ranking academics, officials or otherwise gnjugh status and
prestige. We will have to part from the premisd g@nomists, although
very intelligent and clever, are so deformed byirtheaining and

profession that rather than practicing science th@glaim a faith: the
belief that the market will put things right. Wenocat hinge decision
making on our monetary system, our economy, ouegoand our future
on the tenets and dogmas of a science with suaduseshortcomings.

The analogy with power generation comes to the tree more. We
don’t leave decision making on whether or not te nsclear power to
nuclear physicists but, after intense public anttipal debate, decide
ourselves, democratically and based on a thorowgesament of the
advantages and disadvantages of this form of erangyits alternatives.
Even though we do not understand exactly how aeamakactor works,
we do note the outcomes of this form of energy g, compare it to
other forms, and arrive at a decision.

Actually this analogy applies only partially. Wheeciding on nuclear
energy we give, if we are prudent, significant virtitp the opinions of
nuclear physicists, engineers, and other energyerexpBut unlike
economists nuclear scientists have developed atkegklaowledge:
nuclear power plants work. Economists, as a regfulhe shortcomings
of their science, their distorted picture of realitheories based less on
reality than on faith, and the unrealistic assuon#ineeded to make their
mathematical models work have much less relevaotviedge on the
economy.

The above does not mean that, if they manage toapitte those
mathematical models and use their intellectual céipa for a thorough
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An uphill battle

Money isn'’t
difficult

Target group of
the debate:
politicians

The transition:
planning ahead

analysis of past and present, economists cannatilwate hugely to the
discussion. So we should listen, but reject alt thhich derives from
mainstream economic belief and its dogmas. In otfeds, we should
accept and follow up on the opinions of the allegggderts only if it is
supported by well-balanced arguments and factusysis.

The fight against economic dogma #hus the current economic order is
likely to be fiercer than the fight anti-nucleattigists engage in against
the nuclear lobby. This is partly because the dastinot fought against
engineers and scientists but against the faithduld also, because
economic faith is not only espoused by economistsalso by most of
our political elite and the media.

Most important is that we should not let ourselbesdiscouraged by the
argument that money and money creation are comipeles that even
many experts don’t understand well. Because noematiw complicated
economists and other financial experts make it, dingple fact is that
after all is said and done, money is something genple, a symbol that
works as long as we have faith in it and of whiefthin limits, we can
make as much as we deem necessary. That's theesibybl correct
starting point of the discussion we must engage in.

That discussion should be sought in particular whibse who represent
us and are uniquely responsible for the publicrege the political elite.

Getting the topic of money creation and our monetstem on the
agenda will require broad public support from htige who have in mind
both their own interests and those of others: tlst#lesuffering from the

2008 crisis, the poor in North and South, those Wwhee no access to
proper education and health care, those whosehhisaiuffering under

environmental pollution, and above all, future gatiens.

The faster the transition to a public monetary eystakes place, the
better. Realistically speaking, though, it can takeng time before such
major change is achieved. It will probably requirenew crisis, even
worse than the 2008 one — a crisis which accorthngany experts is
close to inevitable.

Maybe we can learn something from the famous ecstoMilton
Friedman, proponent of the Chicago Plan but latdife also a far-right
economist with a strong aversion to anything remgote@sembling
government and state intervention. For severaldisc&riedman laid the
foundations for the policies that were implementethe early 1980s in
the United States and Britain under the Ronald Reaand Margaret
Thatcher administrations. He described the wayrimiging about major
change as follows: “Only a crisis - actual or pered - produces real
change. When that crisis occurs, the actions tigataken depend on the
ideas that are lying around. That, | believe, is basic function: to
develop alternatives to existing policies, to kéegm alive and available
until the politically impossible becomes the pahitily inevitable.”
Friedman wrote this more than twenty years befa@adan and Thatcher
brought his ideas into practice.

The lesson we can learn from Friedman is thatafdpportunity arises to
move from private to public money creation the plémdo so should be



Our Money — Towards a New Monetary System 36

ready. For Great Britain and the United Statesifsogmt efforts have

already been made by such organizations as Podtmeey and the

American Monetary Institute. The plans these orzmions developed
are probably also applicable for other countried passibly, monetary
unions such as the Eurozone. For each country aupgof countries

detailed, well worked out plans and draft bills gliobe prepared and be
ready to use’!

A role for As already mentioned there are many economistsamharitical of the

economists? perspectives, outlook, theory and practice of niegasn economics, and
who can think outside the box. That's a good thiecause we cannot do
without their help. Such economists will be indisgable, in the first
instance to overcome the barriers thrown up, consty or
unconsciously, by mainstream economists in defehbanks and the
financial industry. And secondly, when that barrgeetorn down they will
be indispensable in the fight against the interéstsdraw so much
benefit from our present monetary system.

Dutch economist and monetary expert Roelf Haamaaly monetary
reformer, sees an especially important role fodan@c economists, as
they can be more independent in their thinking tifemr fellow
economists in government and industridaan sees it as a task for
university teachers and researchers to educatauthlec and policy
makers — also when running the risk of their adbiemg rejected.

Let's hope that academic and other economists aticepchallenge of
Haan and start contributing to convincing our paibins that reform of
our monetary system is not only possible but nesgsslLikewise

politicians will have to abandon the beaten trdokiine with Friedman
Haan suggests that politics should be seen not aslyhe art of the
possible but even more so, as the art of makingipl@stomorrow what
seems impossible today.

1 |n 2011 US Congressman Dennis Kucinich of Ohisented a bill to the US House of Representatives, t
"National Emergency Employment Defence (NEED) Adthis proposal, developed with the support of the
American Monetary Institute, was based in partt@nrhonetary reform proposed in the 1930s Chicagn.PI

2 |n his article The relationship between the financial sector arelreal econoniy(in Dutch De relatie tussen
de financiéle sector en de reéle econgmie 2012,
https://docs.google.com/file/d/0B7iINQWnaw2FBUmxXWBtl/ I0bXM/edit, Haan cites from statements from
the 1970s by the well-known Belgian-American auitlyoin international monetary economics Robert finijf
professor at Yale University. It should be notedwaver, that since then times have changed: unmfatély,
over the past decades academic independence hasdmeromised increasingly by governments enconcagi
ever closer links between universities and indystimectly and by forcing public universities tongeate more
income by working for private enterprise.
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POSTSCRIPT: MONEY CREATION AND SUSTAINABLE
DEVELOPMENT

Money creation for sustainable development: a political choice

In the above we discussed why a new financial sysseneeded and what the alternative, a
system in which the state is responsible for moaesation, would look like. Also, the
different ways were reviewed in which the newlyategl money is to be channelled into the
economy. Distinction was made between expenditoyehe state and those by business and
citizens. To what extent, that is to say, in whatportions that happens is a political decision
that stands apart from the issue of monetary aneain other words, how to spend the
benefits of public money creation is a politicabde.

People and groups for which environment, sustalitgbsocial justice and responsibility for

future generations are important will plead for reiag the benefits mostly on policies
contributing to those goals. That implies a majole rfor government. Others think that
citizens and businesses will spend the money maselythan government, and that the
solution of social and environmental problems castlbe left to private enterprise and the
market. This group will do their utmost to ensure benefits of money creation end up with
citizens and business, through tax cuts and pgssibitizen dividend.

As will be obvious from the main text the authortbis booklet belongs to the first group:
those who consider that in spending the benefitpulflic money creation investment in
sustainable development should be given prioritys Epilogue is in line with that choice. It
was separated from the main text because this €hsiendependent of the need for and
benefits of monetary reform as discussed before.

As previously stated, public money creation is $péinsable for achieving the goal of an
environmentally sustainable, socially just soci&ithout it governments will not be able to

invest in sustainable development on the requicades On the other hand, public money
creation is by no means a guarantee for the ré@lizaf such a society. Therefore this

epilogue gives special attention to the link betwear monetary system and sustainable
development.

Attention is also paid to the question of whethertlhie context of the transition to an
ecologically sustainable and socially just society should aim for stopping economic
growth and the transition to a “steady state ecorfionow. Many groups that deal with

environmental issues advocate for such a halt towty, some advocate economic
contraction. An alternative viewpoint is that ofelsctive growth”: instead of an overall

increase in the production of all goods and sesvgrewth is aimed for only in the production
of those goods and services that promote the sasia use of finite natural resources or
otherwise benefit the environment. To this can dded growth in the production and
consumption of goods and services that enhancalgastice without detrimental effects for

the environment. This kind of growth can be reférte as (economic) development rather
than (economic) growth.

Money creation and non-sustainable consumption

As already mentioned public money creation wouldvalfor government to use optimally

the productive capacity of society to address tih@renmental and social problems society
faces. The investment and jobs required for domgauld also resolve our current economic
problems: it would end the economic crisis. Fromeanironmental perspective, however,
public money creation is also risky. On the onedham can argue that the newly created
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money should be used for investment in sustairtgldid social justice, but political forces
who want to reduce the role of government becauoesg believe businesses and consumers
spend money more wisely than government could ritestthose efforts. If they would
succeed in having the benefits of public money tavraaccrue to citizens and businesses
rather than to the state the result would be, tayts conditions, a sizeable increase in
unsustainable consumption at the expense of therommvent and hence, of future
generations. The risk of this happening would heswierable as a sizeable reduction in taxes
and a citizen’s dividend would go down well withlaage proportion of the electorate. It
would, therefore, be something easy to exploit dljtipians.

Unsustainable consumption would increase everl ieally created money were invested in
sustainable development. This is because the nesy yeages and profits resulting from such
investments would lead to higher disposable incoares thereby consumption. As today’s
consumption is largely unsustainable the proposeaige in the monetary system could turn
out to work against the much-needed transitiomteravironmentally sustainable economy.

An integrated approach

To prevent a new monetary system from leading enawore unsustainable production and
consumption a comprehensive approach is neededn@Wanonetary system and investment
in sustainable development should be combined vagulation and a "green" tax system
which would reward sustainable investment and aoqsion and discourage unsustainable
investment and consumption. For example the udé@ries, theater, public transport and
transport by bike can be encouraged by subsidiesilee use of passenger cars using petrol
or diesel can be taxed more heavily. At the same,tresearch should be promoted on cars
propelled by (green) electricity, hydrogen or othearewable fuels. The purchase of such cars
can be subsidized so the transition from unsudtéento sustainable driving is made as
rapidly as possible. In addition, producers wouwdérto be required to produce new cars in
as durable a manner as possible, that is, in sweayahat raw materials used in production
and use are recycled in full.

In other areas also complementary policy will beedexl. Government should take the
initiative for a series of round table conferentesrrive at agreements, or social contracts,
with employers and unions to control prices and esaglirade agreements would need to
ensure that imports and exports would meet minimatendards for environmental and
worker protection. Demands on national businessrodgg maximizing recycling options
would also have to apply to imported products, nreafurther conditions for trade.

Transition to a sustainable society: with or without growth?

Many people and organizations advocating a sugikEnaconomy and society advocate
transition now, the sooner the better. We must talstep back now. Put an end to growth,
and switch to a steady-state economy.

From the perspective of the burden today’s econ@uiivity puts on scarce, finite resource
that makes sense. But if at this point in time hwilte current economic system, we would
make the switch towards a zero growth or shrinkdiognomy large numbers of people would
remain unemployed, underemployed and poor. Ouentugconomic system is not prepared
at all for such a transition because of its addicto growth and its focus on and bias towards
economic activity that generates financial profitis problem would weigh even heavier on
less developed countries, where hundreds of mdliohpeople are still living in extreme
poverty and billions more live just above that leve

Proponents of transition now argue that povertless developed countries should be solved
by the rich nations sharing more: the cake shoeldlistributed more fairly. That's an idea
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that will find little support in the rich countrieespecially among people with lower incomes.
And many people with higher incomes too prefer ¢k their money for themselves and
their families — if only because of the high proitigb that the transfers to developing
countries do not end up with the right people. Adsent the latter is already often the case
with the much smaller transfers of money in therf@f development assistance. Moreover
economic stagnation or decline in the rich coustnould cause, in the current global
economic system, major economic damage to devejopauntries which depend on both
domestic growth and growth in exports to developabns.

First growth through investment in sustainability, then steady state

An alternative strategy to "stop growth now" isgiwe a huge but temporary boost to the
economy by carrying out a global program for susthie development. So instead of
reducing growth and the transition to steady stagze would be more growth — growth
coming from the transition to an environmentallystsinable economy and a socially just
society. Such a program will not be ecologicallgtainable, in the sense that many finite
resources will be used in ways that could not ba&icoed for centuries to come. But there
would be no need to do so: the program would beneradf investment which, once

completed, could be brought back to the level meguifor maintenance and gradual
replacement. Thus society and the economy wouldckwgradually to investment and

consumption levels at which no more finite resosraeould be used then could be
substituted.

Arriving at a sustainable use of resources wouldinmeeduced investment, which would
decrease the amount of work. This decline is likedy occur anyway as a result of
technological development, particularly automatibine challenge then becomes to divide the
remaining work, which could be achieved by reducialgour hours and job sharing. To
ensure that people, despite fewer working hoursuldvckeep an acceptable income a
reduction in labour hours could be combined witbvpding all citizens with a basic income.

The need for growth through investment in sustainable devel opment

In conclusion, the transition to a society thatsuge resources sustainably will have to take
place according to the concept of “first-then”.gfidevelopment on such a scale that, because
of the associated investment and economic actifityill not be environmentally sustainable

in terms of the use of finite resources; then, wh@s investment has led to the desired
impact, the transition to an environmentally susthle economy and society.

“First-then” is necessary both for social justiced dor implementing the enormous changes
that are needed to achieve an ecologically sustkreand socially just society in the shortest
possible time. On the fact that there is urgeneyparticular as regards climate change, most
experts agree. On the other hand, towards the dulpartially unemployed people in rich and
poor countries and those in developing countries atbsist on low productive and barely
paid work we have a moral obligation to offer stiintly productive and fairly paid
employment and thus, a better life. The betterirothe rich nations do not have the right to
halt growth as long as those who still need intpriove their living conditions and build a life
have not been able to benefit from it. Yet towdtdare generations we have the obligation to
bring about this better life through a differenmdkiof growth: through growth resulting from
investments in sustainability and social justidead a result of such sustainable growth all
basic needs are met — food, water and sanitatmusihg, a healthy environment, education,
health — and if all environmental issues are adetyiaddressed the transition to a stationary
economy will likewise become a moral imperative.
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To summarize: to achieve a socially just and emwirentally sustainable society growth will
still be needed initially. But it will be a kind growth that’s very different from the growth
we have now. It will be growth from investment iastainable development rather than the
drive for profit. As such it will be growth contulting to an ecologically sustainable economy
and socially just society rather than growth legdim greater prosperity for the already well-
off through more non-sustainable consumption aodyxtion.
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ANNEX: NETWORKS, READING, AND VIEWING

In the below links are given to organizations comtexi to reform of the monetary system and
to a number of publications on monetary reformhwaitorief description of content.

ORGANISATIONS

Positive Money http://www.positivemoney.orgfounded in 2010 by Ben Dyson, is the leading
British organization for monetary reform. The mgsiof Positive Money is to change the
monetary system in Great Britain in order to achiev fairer society and a more stable
economy. To this purpose Positive Money carriesresgarch, publishes and lobbies British
parliament and government. For the short term ResMoney advocates “green quantitative
easing”: having the Bank of England create monegctly for government for investment in

the public interest, e.g. energy saving and theggion of renewable energy. The economic
activity thus generated would provide an environtaky sustainable way out of the crisis.

This would be a good alternative to the currentatgitative easing” which results mainly in

newly created money ending up in the speculativen@ay, laying the basis for the next

crisis. The website of Positive Money gives acdesa range of relevant publications and
videos (see below). Most publications can be doaatdal for free as pdfs.

The Positive Money website also contains a pagk liviks to like-minded organizations in
other countrieshttp://internationalmoneyreform.org/member-orgatiises/.

The New Economics Foundation, NHfp://www.neweconomics.orig an independent British
think tank that was established in 1986 as a redulivo international conferences known as
TOES (The Other Economic Summit), held parallaghi® economic summits of the G8. NEF
has developed into a leading British think tank tiee promotion of social, economic and
environmental justice. The purpose of NEF is tongpriabout a transition ("The Great
Transition") to a new economy that works for sociahd planet. In support of this NEF
carries out research, puts into practice the ideagloped, and cooperates with like-minded
organizations, nationally and internationally, tong about change.

The website Sovereign Monelyttp://sovereignmoney.eulfaunched by the German economic
sociologist Joseph Huber, with close ties to NEF.

The American Monetary Institutattp://www.monetary.org/founded in 1996, is the largest US
organization in the field of monetary reform. AMblds annual conferences and works
closely with among others congressman Dennis Kcicimdf Ohio. In 2011 Kucinich
presented a bill that included monetary reformhe US House of Representatives. This
National Emergency Employment Defense (NEED) Actdeveloped with AMI, contains an
adapted version of the 1930s’ Chicago Plan. AMdrsgty advocates spending the benefits of
public money creation through government investmien{"eco-friendly”) infrastructure,
healthcare and education.

The Public Banking Insitutehttp:/PublicBankinginstitute.ofgwas established in 2010 by

American lawyer Ellen Brown as a result of her egeh, initiated in 2008, into alternatives to

the banking that caused the 2008 crisis. Her reBdad her to the conclusion that the best
option is public money creation, and to the onBtestowned bank in the United States: the
Bank of North Dakota, with an excellent track rettrat goes back 90 years.
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VIDEOS
Why is there so much debff?ttps://www.youtube.com/watch?v=IrQX4CF6Bxs

An excellent 3-minute video on Youtube from PogtiWoney, on the unsustainable
indebtedness inherent to the current monetary syatel the need for a new system based on
public money creation. Should be required viewiogdll politicians and economists — and is
a must for all those who feel concerned by the dtsociety and humanity. The Youtube
page with this video also has, in the column onrigbkt, suggestions for a range of other
interesting videos.

http://www.publicbankinginstitute.org/victoria_grtarA twelve year old Canadian girl explains in
less than seven minutes how the Canadian citizenrlgeing exploited by the existing
monetary system and how things can be done diffigreoy having parliament choose for
public money creation.

More videos on http://www.positivemoney.org/videos/ and
http://www.publicbankinginstitute.org/video®n the Positive Money page among others a link to
the independent documenta@y% Owned This documentary of 130 minutes shows, through
interviews with economists, politicians, former kars and activists, how the debt-based
privatized monetary system leads to one crisig aftether and pushes up housing prices.

BOOKSAND REPORTS
Modernising Money, Andrew Jackson & Ben Dyson, Positive Money, Londen 2013.

https://www.positivemoney.org/modernising-morje@ summary can be downloaded for free
from http://www.positivemoney.org/wp-content/uploads/2@iL/Modernising-Money-Free-
Overview.pdf

This book provides a detailed description of the amd outs of the transition of the British
monetary system from private to public. The boogihe with a brief history of money and
continues with a description of the current mongetsystem and its economic, social and
ecological impact on the economy and society. Taednfor growth inherent in linking
money creation to debt and thereby to the needayoimterest leads to the pursuit of short-
term profit rather than long-term public goals. §heads to the unsustainable exploitation of
resources and activities which, though profitabl¢hie short run, have no social utility or run
counter to the public interest. The book points thatt the current monetary system puts
enormous power in the hands of a small group opleewith neither responsibility for nor
accountability towards society.

The second part of the book shows how the privilegereating money can be taken away
from private banks which from then on will work gnlork with already created money. This
can be achieved by placing the responsibility @&ating money with a Monetary Creation
Committee. Newly created money will be channelletb ithe economy in various ways:
through government spending, direct payments taecis, repayment of public debt, and
lending through the existing banking system.

The book lists the benefits of the proposed refoitnwill end financial crises caused by
speculation, increase government revenues, decrkdsteand hence debt obligations, and
ensure a stable money supply. The need to grovppksas and much more room is created
for investment in the environment and social s@widMoney creation is transparent and the
impact of the financial sector on society and jdidecreases. Banks are no longer "too big
to fail", meaning they need not be saved but cdnfféhey do not function properly. The
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book argues the reforms can be instituted in the dldthe without weakening the British
pound: the greater risk is an increase in value.

Sovereign Money, Paving the way for a sustainable recovery. Positive Money.
http://www.positivemoney.org/wp-content/uploads/2(1l/Sovereign-Money-Final-Web.pdf

Freely downloadable report with a proposal for "&aign Money Creation” (SMC): creation
of money by the (British) central bank, to be pd®d directly to the government for public
investment, tax cuts and possibly a lump sum paymeetitizens: a “citizens’ dividend”. The
report focuses not so much on a complete transtoymaf the financial system as on the
creation of a tool, SMC, that can lead to a suatdarecovery of the economy rather than, as
presently, a temporary recovery based on even gt In the longer term SMC can avoid
economic stagnation and contraction by providingegoment with the means to ensure
sufficient demand for goods and services. The tegloows in detail how SMC can be put
into practice and clearly describes the steps tdaken and the benefits and foreseeable
effects. It also discusses the risk of abuse bitigiahs and how this can be prevented: by
putting the decision making on the amount of mot@ybe created with a central bank
monetary committee operating independently of govemt and parliament. Government and
parliament decide on how the money is spent buteapeired to submit a spending plan to the
Committee prior to the creation of the amount iredl. Thus money creation and decision-
making on spending are strictly separated. Thertapdicates that a similar approach has
been proposed by leading economists such as Jolgnavth Keynes and Milton Friedman,
and that the UK Treasury too has indicated th& possible for the financial authorities to
finance government deficits through money creatiime report also quotes former British
central bank governor Adair Turner, who in a spe&tt2013 referred to the taboo in
economic circles on the idea of public money cogator financing government spending.

Creating a Sovereign Monetary System. Positive Money, 2014.

http://2joz611prdme3eo0gq61h5p3gr08.wpengine.netdimasom/wp-
content/uploads/2014/07/Creating _a Sovereign Monesystem Web20130615.pdf

Freely downloadable report with a detailed propdsaimonetary reform: the transition to a
"sovereign monetary system" in which the right tony creation is reserved exclusively for
the state, and banks can no longer create moneyghrending. The report is largely based
on the above described boblodernising Money

Creating New Money, Joseph Huber and James Robertson, 2000. New Economics
Foundationhttp://www.neweconomics.org/publications/entry/timgnew-money

This book / report by NEF (free download), datireck to well before the 2008 financial
crisis, discusses extensively the different aspeftsvhat the authors call "seignoriage
reform". Seignoriage refers to the right to createney and collect the benefits of using that
right. The book describes the importance and benefi taking away the right to create
money from private banks and allocate it to a mubistitution, the central bank, so that the
benefits of seigniorage accrue to society as aevhidéw, debt free money would be put into
circulation through government spending, and not passently through lending by
commercial banks. The book indicates the stepshénreform process and the roles of
different agencies, and discusses what countrightmindertake it. It also indicates who wins
and who would lose: both the economic, social andrenmental benefits are described and
the advantages for public finance, households asthbsses.

The Chicago Plan Revisited - Jaromir Benes and Michael Kumhof. IMF Working Paper
WP/12/202

http://www.imf.org/external/pubs/ft/wp/2012/wpl122paf
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This publication of the International Monetary FuitdF), cited a few times in the main text
of this booklet, "tests" the plan for public moragation from the 1930s: the "Chicago Plan”,
named after the university of its most well-knowogonents. The plan proposes the transfer
of the responsibility for money creation from ptedanks to government. The functions of
money creation and credit supply, in the 1930s el &as today both reserved for private
banks, would thus be separated. At the time thpgsal was supported by a large group of
economists, including some of the most prominenhefperiod. The plan almost made it into
law and was close to implementation under the Radsadministration, but in the end the
bank lobby prevailed and managed to block the lietis.

For lay persons the more interesting part of thiglipation is not so much the mathematical
modelling with which the assumptions about the Eenef the plan are tested but the brief
description of the history of money, of differemdncial systems, and of advantages and
disadvantages of those systems. The analysis dsihavsystems based on money creation by
private banks have led to frequent smaller ancelacgses and periods of hyperinflation. The
notorious German hyperinflation of the 1920s was tbsult primarily of speculation by
private banks, with support of a central bank thed been privatized shortly before, under
pressure from the Allied winners of the First Wowtr.

The report also describes how through the centyuddic money creation has been the rule
rather than the exception, and has worked well @stroases. It also gives pointers on how to
ensure the latter: 1) Do not have the money systemaged by a convicted felon, such as
John Law in France from 1717 to 1720, and 2) Detdtt a war, or when you do make sure
you win it. The following summary is givenT6 summarize, the Great Depression was just
the latest historical episode to suggest that palacontrolled money creation has much
more problematic consequences than government nweation. Many leading economists
of the time were aware of this historical fact. ¥halso clearly understood the specific
problems of bank-based money creation, including tact that high and potentially
destabilizing debt levels become necessary justdate a sufficient money supply, and the
fact that banks and their fickle optimism aboutibess conditions effectively control broad
monetary aggregates. The formulation of the ChicBtpn was the logical consequence of
these insight8 The report indicates as the main problem of gevbanking that in good times
too much money is created, leading to speculatidebles and crises, whereas in bad times
too little money is created as banks curtail thexiding just when it is most needed to help the
economy recover. The non-technical sections of teijgort are a "Must read" for all
economists, politicians and journalists dealindwvatonomic and financial issues.

SOMEWHAT MORE TECHNICAL PUBLICATIONS

Money creation in the modern economy. Michael McL eay, Amar Radia and Ryland
Thomas, Bank of England (2014).

http://www.bankofengland.co.uk/publications/Docutségquarterlybulletin/2014/qb149102.pdf

This paper by the Bank of England explains howhim ihodern economy most of the money
supply is created by commercial banks when thegreki loan. It thus dispels the popular
misconception that banks act only as intermediafgslending out savings and money
provided by the central bank. The paper indicateg ultimately the amount of money
entering the economy depends on the monetary policthe central bank, with as tools
interest rates and quantitative easing.
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Wher e does money come from? Tony Greenham & Josh Ryan-Collins, New Economics
Foundation, 2012.

http://www.neweconomics.org/publications/entry/wdrdioes-money-come-from

In line with the title this book provides a detdildescription of the workings of our current
money system, in particular the fact that the mosepgply is determined mainly by the
demand for credit. The book gives an overview o tiistory of money and banking,
describes the current system, the regulation ofeypameation and distribution, and public
finance and foreign currency. The conclusions damecommendations for further regulation
and reform.

Full Reserve Banking. An analysis of four monetary reform plans. Study for the
Sustainable Finance L ab, Charlotte van Dixhoorn, 2013.

http://sustainablefinancelab.nl/files/2013/07/Fréserve-Banking-Dixhoorn-SFL.pdf

This report contains the findings of a researcheatoon monetary reform commissioned by
the Sustainable Finance Lab of the University ofetht, The Netherlands. The report is
based on interviews with experts with different kggounds, both supporters and opponents
of monetary reform. The study summarizes and coegplaur proposals for monetary reform,
including the Chicago Plan and the plan of PosiM@ney. The study concludes that it is
doubtful whether a system of public money creatsnpresented by Positive Money will
really have the intended effects and benefits, rardtions there are risks and disadvantages.
However, this conclusion is not substantiated wéietbe drawbacks of the current system are
barely discussed.

Unfortunately the report, which doubles as an MS&sis, does not provide information on
how the conclusions of the report were arrivedAgparently they are a kind of summary, a
middle road between the wide range of opinions esged by the interviewed experts. Since
this group includes many established economistsritieal attitude towards monetary reform
and the call for more research ("full reserve bagks a valuable research topic in an attempt
to find a new structure for our monetary systengines as no surprise. It may be concluded
that the overrepresentation of conventionally tingkeconomists among the respondents has,
unfortunately, led to a poorly justified questiogiof the benefits of monetary reform.
Especially the criticism of the monetary reform mggeh of Positive Money is
unsubstantiated. Perhaps an inevitable outcomesngthe design of the study and the
methodology chosen. The study is added to thisdispublications, first because of its
comparison of different monetary reform systems secbnd, because it illustrates well the
obstacles to monetary reform posed by mainstreamosgics and its practitioners.



