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„The majority of people assume 
that we already
would have Sovereign Money 
and that money today already is 
functioning like that.
Our money is man-made and not 
a law of nature:
Together we can organize it 
sustainable, stable, just and 
democratic.” 
 

Prof. Dr. Joseph  
Huber 
Pioneer of the 
sovereign monetary 
reform and co-founder  
Monetative e.V.

Our money – today 
and tomorrow

The creation of money by commercial 
banks in the current monetary system 
is a fundamental cause of financial 
problems such as over-indebtedness, 
vulnerability to crises and injustice. 
This brochure describes how these 
problems are related to the monetary 
system and presents the most import-
ant basic ideas, implementation issu-
es and consequences of a Sovereign 
Monetary Reform. The reform aims to 
transfer all money creation into the 
care and authority of a state authority 
and thus to place the monetary system 
at the service of society.
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We organize national and 
international conferences 
with renowned guests and 
speakers from political par-
ties, science, associations 
and educational institutions. 
We also offer workshops for 
schools and adults, regular 
web conferences and online 
discussion forums.

We are in permanent contact 
with banks, central banks, 
relevant associations, politi-
cians and journalists. We are 
discussion partners for all 
questions concerning the fu-
ture of our money, especially 
with regard to the digitization 
of the monetary system.

About us  

Monetative e.V.

A German association and member of the International Movement for Monetary 
Reform (IMMR), Monetative was founded in 2012 in Berlin as a non-profit mone-
tary reform movement for a stable, just and sustainable monetary system. We 
believe that the monetary and financial system is a fundamental component of 
our social order. As an association, we promote research, education and net-
working around the socially important topic of money.

We are committed to sove-
reign monetary reform. We 
are convinced that true de-
mocracy can only be realized 
when citizens also hold the 
power to create money in 
their hands. Our vision is a 
monetary and financial sys-
tem that serves the entire 
society.
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Everyone deals with money, but hardly an-
yone understands today‘s monetary sys-
tem. Today it is a system with three groups 
of actors:

• first, the central bank, second commer-
cial banks, thirdly non-banks, the money-
using public. The public consists up of 
companies, private individuals and public 
households.

•  a two-tier banking system: first level with 
central banks and commercial banks, se-
cond level with commercial banks and the 
public.

• a system with three money cycles:
first, the interbank cycle with central 
bank money (bank account balances 
of the commercial banks at the central 
bank), second, the public cycle with fiat 
money (customer balances on current 
accounts at a bank), third, the cash cycle. 
The cash (banknotes, coins) is a quantity 
of change that can be exchanged from 
the other two non-cash cycles and can 
be exchanged back into them. The inter-
bank cycle with reserves and the public 
cycle with fiat money are separate, but 
not independent of each other.
 
If a customer A at bank X transfers an 
amount to a customer B at bank Y, bank Y 
initially only has a claim on Bank X from 
Bank Y for the amount.

Banks

Private individuals

Central bank

Publics

Companies

Public households

At the end of the day, all mutual claims bet-
ween Bank X and Bank Y are offset against 
each other (also called clearing) and a ba-
lance is formed. If there is a negative balan-
ce, the bank with a negative balance trans-
fers reserves to the bank with a positive 
balance in the amount of the deficit (also 
called settlement). The deficit can also be 
settled by an interbank loan.

• a fractional reserve system,
in which banks produce fiat money, but for 
which they need only a fraction of „real“ 
money (central bank reserves or cash). 
How is such factionalism possible when 
giro transfers are accompanied by equal 
reserve transfers?

1.1 The existing money system is unnecessarily 
complicated and is not transparent

The sovereign monetary reform - reasons, implementation, consequences Monetative e.V.

1. Problems of the current 
monetary system 
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1.  The outflow of reserves at one bank is im-
mediately usable reserve inflows for other 
banks, whereby outflows and inflows largely 
balance each other out within a short time.

2. The customers (non-banks) use their bank 
deposits and cash in a distributed manner. 
This means: not all customers use all their 
money at once and also the partial amounts 
are distributed over time. In other words, the 
circulation speed (frequency of use) of the re-
serves in the interbank circuit is many times 
higher than the (in comparison, therefore, 
much slower) circulation of fiat money and 
cash in public circulation.

3. The transactions of customers and the 
banks‘ own transactions are all conducted 
through the same central bank account of a 
bank.

4. The banks have to increase the amount of 
fiat money (their lending) in about the same 
pace. This is the only way to ensure that the 
outflows and inflows of sight deposits, cash 
and reserves resulting from payment trans-
actions are roughly balanced out at all banks 
and that no excessive payment deficits or sur-
pluses occur.

The sovereign monetary reform - reasons, implementation, consequences Monetative e.V.

The most important mechanisms or conditions that enable 

fractional reserve banking are the following:

85% of the money supply in circulation in 
the European Monetary Union is created 
as current account balances by the com-
mercial banks, by doing business with the 
public (the non-banks) with their own fiat 
money - for example by paying out a loan 
or overdraft, as well as by purchasing secu-
rities or tangible assets such as real esta-
te. The central bank provides 14.2% of the 
banknotes and the Ministry of Finance pro-
vides 0.3% of the coins. Savings and time 
deposits also represent bank deposits. In 
contrast to current account credit balances 
available at any time, savings and time de-
posits represent idle fiat money.

If savings and time deposits are included in 
the analysis, 91 % of the total is deemed to 
be bank deposits in relation to 9 % cash (as 
of July 2020). The pronounced dominance 
of bank deposits in the existing monetary 
system is not only shown by the existing 
quantitative ratios in the composition of 
the money supply, but it also exists func-
tionally. In fact, the total money supply is 
determined by the banks in that they deter-
mine (pro-actively) how much money they 
generate in the course of their transactions 
with the public.

1.2 The Bank money creation and the 
money supply are out of control today
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Only in subsequent steps, if at all necessa-
ry, does the central bank reactively refinan-
ce the project in reserves and cash. Central 
bank money has thus become a subset of 
bank money. Admittedly, the banks must fi-
nance the cash completely, since they can-
not produce it themselves. However, this is 
becoming less and less important in terms 
of quantity. On the other hand, the banks 
need only a small fraction of it in reserves 
to refinance their dominant banknote mo-
ney.
Hence the description of the existing 
monetary system as ‚fractional re-
serve banking‘. In order to generate 
100 € on current accounts and to opera-
te continuously with it, the banks in the 
euro area need on average only about  
- 2.5 - 3 % central bank money, of which ..
- 1,4 % cash for the cash dispensers
- 0.1-0.6% excess reserve for final inter-
bank payments (depending on the size of a 
bank) and
- 1.0 % legally required minimum reserve.

Due to the necessity for banks to refinance 
fractionally, the central bank would theo-
retically have the possibility to indirectly 
control the volume of bank deposits by 
granting the additional reserves deman-
ded by the banks in full, in part or not at all, 
or to reduce the reserve stock by allowing 
reserve credits to expire. In fact, however, 
the central banks have long since stopped 
trying to control the money supply via re-

serves. They have completely shifted to 
fixing short-term interest rates on central 
bank money (prime rates) and practically 
always and completely satisfy the banks‘ 
demand for additional reserves, even and 
all the more so in times of crisis. However, 
since the reserves account for only a fracti-
on of the banknote money and the demand 
of the banks for reserves is relatively inelas-
tic to interest rates, the effect of the base 
interest rates on the banks‘ production of 
banknote money remains weak.

The loss of control is currently being exa-
cerbated by the emergence of new types 
and forms of money. If we consider the 
banks‘ money as second-tier money, which 
is based on the base money of the central 
banks, new third-tier money has now been 
created, which is largely based on com-
mercial bank money. These include money 
market fund shares, e-money, stable coins 
(special crypto-currencies) and partly com-
plementary currencies. Completely unco-
vered crypto currencies, which claim to 
be „autonomous“ money in own right, for 
example Bitcoin, question the monetary 
sovereignty of the states and the monetary 
sovereignty of the central banks in princi-
ple.  

‘‘In fact, the central bank has largely 
lost control of the money supply.”

Fractional reserve banking has practi-
cally always existed, but never before in 
such an extreme way as today.
This situation arose in the course of the 
20th century due to the mass spread of 
cashless payment transactions and the as-
sociated use of current account balances 
as the preferred means of payment. This 
development was also intensified by the 
digitalization and globalization of money 
and capital movements. This in turn was 
accompanied by an unprecedented con-
centration of markets and power in the 
banking and financial sector.
The fact that control over the money sup-
ply has now de facto and very largely been 
transferred from central banks to the ban-
king sector does not mean that the banks 
can proceed entirely at will. The banks‘ 
creation of credit balances is subject to 
certain legal and practical restrictions in 
the short term. These legal restrictions in-
clude, for example, regulations on equity 
capital and liquidity management. These 
regulations may have a dampening effect 
in the short term, but not in the medium 
and long term. For it is the banks themsel-
ves who, through their creation of credit 
balances, make possible any increases in 
equity capital and the procurement of hig-
her-quality securities (securities holdings) 
and induce the corresponding increase in 
reserves at the central bank.

Practical restrictions include the need or 
willingness of the state, companies and 
households to borrow from banks. This 
need meets the banks‘ more or less exis-
ting willingness to generate commercial 
bank money. This willingness is largely de-
pendent on the banks‘ assessment of the 
creditworthiness of debtors or the rating 
(quality assessment) of securities as well 
as the general assessment of financial and 
real economic opportunities and risks. 
These assessments fluctuate considerably 
depending on the circumstances, especi-
ally in the course of economic and finan-
cial cycles. The sometimes very risk-averse, 
sometimes particularly risk-averse beha-
vior of banks is part of their pro-cyclical, 
excessive business conduct. The virtually 
non-existent control of the money increase 
(„boom“) and money reduction („bust“) in 
the course of the banks‘ creation of credit 
money ...

‘‘.. results in uncertainty, instability 
and sometimes serious crises for the 
economy and society.’’
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The pro-cyclical excess momentum of the 
supply of fiat money means that normal 
economic and stock market cycles are 
driven to extremes that they would not ot-
herwise reach. These are not only cycles of 
money supply expansion, but also cycles 
of disproportionate expansion of finan-
cial assets and, at the same time, cycles 
of expanding debt. What on the asset side 
is a credit and securities economy, on the 
liability side it is to the same extent a debt 
economy.

Sooner or later, each cycle leads to overin-
vestment, understood as a decreasing or 
non-existent return, i.e. increasingly unful-
filled expectations of the „return on invest-
ment“. Then the cycle reverses. The credit-
financed, indebted investors and investors 
increasingly lose income and assets, but  
remain fully committed to their debts (lia-
bilities): The balance sheet imbalance oc-
curs. In many cases, the debt then turns out 
to be over-indebtedness and those concer-
ned are caught in the debt trap. Losses, 
loss of revenue, insolvency and bankruptcy 
occur. The more extreme the previous ex-
aggeration, the more devastating the sub-
sequent collapse. The consequences of 
the crisis not only affect those who cause 
the damage, but also a wide range of other 
parties - the banking sector as a whole, the 
economy in general, and private and public 

budgets.    

The still unresolved banking and sove-
reign debt crisis of 2008/12 is not an isola-
ted event but is part of a continuing long 
chain of such crises. According to a study 
by the International Monetary Fund (IMF),  
425 systemic financial crises occurred 
worldwide on wandering hotspots bet-
ween 1970 and 2007 alone. Borrowers and 
thus debtors of the banks are public bud-
gets, companies, private households, and 
not least the banks themselves.

This was recently reflected in the historical-
ly unprecedented indebtedness of private 
households in the USA and other countries, 
as well as in the disproportionately high in-
crease in the indebtedness of the banking 
sector until 2007/08.

1.4 The existing monetary order is a 
crisis engine and debt trap

The sovereign monetary reform - reasons, implementation, consequences Monetative e.V.

The banks act like any other individual eco-
nomic operator: pro-cyclically and with 
a view to maximizing their own benefits. 
This is not an accusation per se, but a state-
ment. Procyclical means: in line with the 
economic and financial cycles, i.e. expansi-
ve to euphoric in upswings and highs, cau-
tious to stubborn in downturns and lows. 
The ups and downs create an oversupply 
of money and the resulting consumer price 
inflation, and since the 1980s increasingly 
also asset inflation, i.e. quantity and price 
bubbles of financial assets such as shares, 
real estate, raw materials, bonds, especial-
ly government bonds. 

On the other hand, at times of crisis, there 
is a shortage of money as a result of implo-
ding market capitalization, shrinking as-
sets and defaults, which leads to a mone-
tary drying-up of the economy and further 
aggravates the crisis. In the overall balance 
sheet, the banks‘ money creation is exces-
sive, i.e. in the long term, many times more 
money is created than is needed for the real 
economy. Money supply and GDP develop-
ment between 2008 and 2020 are shown in 
the following chart. The money supply in 
circulation grew much faster than the real 
growth in productivity and real incomes. In 
other words, only part of the money supply 
growth went into real growth and infla-
tion, which has been rather low recently.  

Where did the large remainder of the over-
supply of money flow to? It flowed into as-
set inflation, i.e. into those financial mar-
ket transactions that contribute nothing to 
GDP. Such an expansion of the money sup-
ply over the years can only be explained by 
the self-referential financial, not real eco-
nomic use of the funds.
In the course of the spread of new financial 
capitalism since the 1980-90s, a growing 
share of money creation is no longer due 
to real-economic production, trade and 
consumption interests, but to the interest 
in maximally interest-bearing financial in-
vestments. Speculative financial invest-
ments are regularly leveraged through the 
expansion of credit by means of borrowed 
money („leverage“).

„The further the bank money creation 
the more extensive and in part chronic 
the deficits and over-indebtedness of 
debtors have become.’’

1.3 The creation of credit money by 
banks is excessive and inflationary
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Since the 1970s and 1980s, the largest 
debtor in almost all industrialized count-
ries has been the state, with serious long-
term consequences for the economy and 
society. For decades, the state has always 
spent more than it earns, regardless of 
the economic situation. This is because a 
good economy tempts additional public 
spending, while a bad economy forces ad-
ditional public spending to compensate for 
the lack of demand. Compared with other 
debtors, the state generally has the best 
credit rating, even when it is heavily indeb-
ted, because of its monopoly on taxes and 
its monopoly on the use of force to collect 
taxes and duties.

Therefore, a considerable part of the ex-
cessive money creation is caused by the 
expansive borrowing of the state. Since the 
generally prevailing doctrine of banking, 
apparently in ignorance of the exact his-
torical facts, postulates that state money 
creation is always inflationary but bank 
money creation never is, parliaments and 
governments in most states have forbid-
den themselves by law to create money 
themselves or to borrow directly from the 
central bank (Art. 123(1) TFEU).
 
This has been left exclusively to the banks, 
which are thus privileged. The banks, 
however, normally give the state credit 

thoughtlessly, because of their business 
interests and the assumed creditworthin-
ess of the state. The state and banks have 
made themselves downright dependent on 
each other. In the end, they formed a „tan-
dem of money printing“.

Although debt-financed government 
spending may initially flow into consump-
tion in the real economy, it soon ends up 
where three-quarters of the excess money 
creation recently ended up: in financial in-
vestments that do not contribute to GDP, 
which, as the example of real estate spe-
culation shows, lead to strong asset and 
income divergences and social distorti-
ons.

Since only a fraction of the banks‘ bank de-
posits is based on cash and reserves, the 
banks‘ bank deposits are fundamentally 
at risk. Current account balances are now 
handled like legal tender, but the origin, 
legal substance and economic status of 
the money is still only a money surrogate 
(a money substitute). The banks produce 
it at their own discretion, without the cen-
tral bank having any decisive influence on 
it. Today, courts and tax offices demand 
cashless payment with fiat money, while 
they no longer allow cash payment at the 
cash desk.

Current accounts, savings and term de-
posits and securitized deposits at banks 
are a cash liability of the banks to their 
customers or a cash loan of the customers 
to their bank. In the event of a bankruptcy 
of the bank, the money is „gone“. A run on 
a bank threatened by bankruptcy, in the 
vain attempt of the customers to have their 
giro and savings balances paid out in cash 
in time, inevitably leads to the collapse of 
the bank, a general banking run inevita-

‘The further the commercial banks 
money creation developed, the more 
extensive and partly chronically be-
came deficits and over-indebtedness 
with the debtors.’’

bly to the collapse of the entire system.  
Since one knows this from bad experience, 
today money balances are guaranteed to a 
limited extent by deposit protection funds 
of the banks and by state guarantees. The-
se protection constructions prove by their 
mere existence that the money in this sys-
tem is insecure money, which can disappe-
ar and therefore is not a full-value and in its 
existence stable money. 

In the event of bankruptcy of an individual 
bank, deposit insurance funds and govern-
ment guarantees may bear a fair share of 
the burden, but they are not enough in the 
event of the collapse of major banks or a 
systemic crisis of the entire banking sector. 
According to EU Directive 2014/49, all EU 
member states must Deposit Protection 
Fund until 2024 with funds amounting to 
0.8% of covered deposits. This is no more 
than the famous „drop in the ocean“, just 
800 euros per 100,000 euros of deposits.

The sovereign monetary reform - reasons, implementation, consequences Monetative e.V.

1.6 Bank money is insecure money1.5 Commercial banks money creation pro-
motes the exuberant national indebtedness
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‘‘When banks mismanage, they must 
be able to fail, just like any other badly 
managed company.’’

The sovereign monetary reform - reasons, implementation, consequences Monetative e.V.

The existing monetary order is unjust 
and illegitimate, especially with regard to 
the banks‘ ‚freehand‘ money creation to  
finance speculative financial investments 
that contribute nothing to GDP, but with 
whose revenues the actors nevertheless 
draw on purchasing power from GDP. The 
same applies to state guarantees for large 
banks, i.e. the socialization of losses while 
at the same time privately appropriating 
profits, and especially the private appro-
priation of the money-creation benefits. If 
large banks or too many banks go bankrupt, 
the government is forced to rescue these 
banks from bankruptcy (and thus increase 
the national debt all the more). The banks 
are indeed a key systemic factor and their 
collapse would lead to the collapse of the 
entire economy. A suspension of payments 
would immediately bring all transactions to 
a halt and cause a total circulatory collapse 
of the economy. The banks, therefore, have 
a considerable potential to force in their fa-
vor. 

Giving a guarantee of continued existence 
is a carte blanche for negligent mismanage-
ment. Also, the banks achieve special ad-
vantages compared to all other economic 
players through their creation of bank de-
posits. These consist in reduced financing 
costs, as the banks only have to refinance 
a fraction of their loans and investments. 
Equally unacceptable is the fact that, as a 
result of the banks‘ de facto monopoly on 
the use of bank deposits, the public coffers 
are deprived of a very large amount of mo-
ney creation profit (seigniorage). However, 
the banks‘ special advantages from money 
creation and the state‘s lost seigniorage are 
not identical. The special advantages of the 
banks are not as high as the seigniorage in a 
sovereign monetary system would be.

1.7 Socialization of losses and privatization of 
profits: The existing monetary order is unjust 
and illegitimate
 

The banks‘ special profits from the creation 
of bank deposits are illegitimate in terms 
of regulatory policy and unjust to perfor-
mance. Here, in fact, a special profit is ap-
propriated privately in a way that does not 
otherwise exist in the economy. Insofar as a 
profit is made from the creation of bank de-
posits (seigniorage), it belongs to the public 
and not in private hands. 

The existing monetary system is therefore 
wrongly structured in terms of its regulatory 
policy. The misconstitution, which is inhe-
rent in the fractional reserve system or mul-
tiple giral money creation, consists in the 
false identity of money and credit, i.e. in the 
linkage of the functions of money creation 
on the one hand and the granting of credit 
for real and financial economic purposes 
on the other. These two functions are to be 
separated in the sense of a separation of po-
wers - a principle known since the Currency 
School of the 1830s, but repeatedly under-
mined by the interests of banks and finan-
cial capital. 

To the extent and as long as the functions 
of money creation and lending remain dys-
functionally linked, money cannot provide 
a stable basis for a well-functioning real and 
financial economy. Instead, money is as un-

stable as economic and financial cycles, or 
these cycles are as unstable as the creation 
of credit. 

The creation of money and the circulating 
money supply have far-reaching conse-
quences for the economy and society. The 
monetary order is a question of constitutio-
nal rank. What would one say of a state that 
left its legislative monopoly to extra-parlia-
mentary bodies, or the state‘s monopoly of 
force to obscure private militias?

The state‘s prerogative to create money 
and to realize the profits of money creati-
on, however, has largely been taken over 
by the banks. 

1.8 In terms of regulatory policy the existing 
monetary system is wrongly conceived
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2. Implementation of a  
complete sovereign monetary  
reform

The desired reform of the monetary system 
is about transforming the previous bank 
money into sovereign money. Sovereign 
money is fully valid and secure money - 
legally speaking, unlimited legal tender. 
In Europe as base money of the national 
central banks or the ECB as the intergo-
vernmental monetary authority of the euro 
states. The state currency and monetary 
sovereignty are reinstated in its law: 

1. the determination of the currency in 
the territory, usually as a national curren-
cy (determination of the currency unit).  
2. the issue of means of payment in this 
currency (money creation).  
3. the collection of the money creation 
profit in favour of the public purse (seignio-
rage). 

In today‘s system of bank money, only (1) 
remains, while (2) and (3) have very largely 
been transferred to the banks. As a result, 
the banks have attained a quasi „sove-
reign“ status in terms of money creation, 
which is extremely problematic for reasons 
of constitutional law alone (apart from the 
various functional problems that the bank 
money system brings with it). In order to 
restore monetary sovereignty, the current 
coin monopoly of the Ministry of Finance  
(e.g. in Germany) and the note monopoly 
of the central bank will be extended to non-

cash money. To this end, the central bank 
(in the European Monetary Union, the Eu-
ropean Central Bank and the national cen-
tral banks affiliated to it) will be given the 
exclusive right, from a certain date, to put 
into circulation not only cash (as long as it is 
still in use) but also non-cash money in the 
form of account money, mobile money or 
crypto money. This does not generally ex-
clude private means of payment, but they 
must meet strict coverage requirements in 
sovereign money (for example, e-money or 
stablecoins on a 1:1 basis of central bank 
money).

2.1 State monetary sovereignty: indepen-
dent central bank as monetary authority
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The central banks thus become the fourth 
power in the state, the monetary power: 
the independently appointed supreme 
monetary authority, which alone is entit-
led to create all legal tender in cash and 
non-cash form and to control the amount 
of money in circulation (but not its use).

The reform requires that the relevant para-
graphs on the issue of banknotes by central 
banks be amended. In Germany, this con-
cerns Section 14 of the Law on the Deutsche 
Bundesbank, in Austria Section 61 of the Na-
tional Bank Law, in Switzerland Article 99.1 
of the Federal Constitution and Article 4 of 
the Swiss National Bank Law. At the EU le-
vel, Article 16 of the Statute of the ESCB and 
ECB entitled ‚Banknotes‘ is relevant, which 
reads as follows: 

„ ... the Governing Council shall have the ex-
clusive right to authorize the issue of bank-
notes within the Community. The ECB and 
the national central banks may issue such 
notes. The banknotes issued by the ECB and 
the national central banks shall be the only 
such notes to have the status of legal tender 
within the Community.“ 

The amended version could be entit-
led Legal tender and read as follows: 
 
„The Governing Council has the exclusive 
right to authorise the issue of legal tender 
within the Community. The legal tender 
includes coins, banknotes and non-cash 
assets in the form of cash accounts, mo-

bile and cryptographic applications. The 
ECB and the national central banks may 
issue such means of payment“. 

This means that for non-cash money, the 
long overdue step is being taken, which was 
already taken for banknotes more than a 
hundred years ago in a similar way. Bank-
notes that had previously been put into cir-
culation by private commercial banks were 
gradually segregated in favor of the bank-
notes of the national central banks, which 
since then have been the only ones valid. 
The individual commercial banks have sin-
ce then been prohibited from issuing bank-
notes. 

A sovereign monetary reform replaces the 
banks‘ money in the same way. It becomes 
sovereign money, the full legal tender of the 
central bank, corresponding to the coins 
and banknotes and the non-cash balances 
of the banks in their central bank accounts.  

The seigniorage (money creation profit) 
from the putting into circulation of new 
sovereign money would probably be much 
higher than the present central bank profit. 
Depending on the state ratio and current 
growth, this could finance 1-6 per cent of 
the total public budget. The central bank 
does not necessarily have to put these sums 
into circulation by lending to banks or buy-
ing securities, as it does today, but can also 
contribute them directly to the treasury as 
original seigniorage. Even if the seigniorage 
in question would be significantly higher 

than the current central bank profits, it is 
still an original seigniorage and as such not 
subject to the prohibition of direct state fi-
nancing by the central bank under Article 
123 (1) TFEU.

First, the monetary responsibility of the 
central bank and the fiscal responsibility 
of the government and parliament must 
remain separate, and the central bank‘s 
monetary policy decisions must be in-
dependent of government instructions.  
Second, the amount of the original seig-
niorage directly allocated to the state 
budget is determined solely by monetary 
policy considerations. 
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The restoration of state monetary soverei-
gnty means an end to the banks‘ creation 
of bank balances, just as the introduction of 
state central bank bills over a hundred years 
ago ended the issuing of private banknotes. 
However, it makes no sense in the context of 
today‘s accounting and reporting practices 
to prohibit the creation of banknote money. 
Instead, one has to find an accounting and 
balance sheet method that ensures that 
fractional reserve banking no longer takes 
place and banks can no longer create mo-
ney.

There are several ways to ensure this. The 
Sovereign Money approach represented 
here consists of separating the current ac-
counts from the bank balance sheets and 
keeping them as customer cash accounts in 
their own right. The current accounts beco-
me separately managed Sovereign Money 
Accounts (more on this below). As far as the 
banks‘ bank money would exist in the form 
of new types of money (for example as mo-
bile money in e-exchanges as is the case in 
many emerging markets today), such mo-
ney can be converted into mobile money 
or crypto money of the central bank if this 

is offered, or these funds would have to be 
converted into account money. The sove-
reign money of the customers, be it as ac-
count money, mobile money or crypto mo-
ney, then has the same status as coins in the 
purse or banknotes in the wallet. The cus-
tomers‘ liquid assets on the one hand and 
the bank‘s own funds and liabilities on the 
other hand are thus separated from each 
other. Ideally, a Sovereign Monetary Reform 
would take the form of a complete reform 
on the cut-off date, when the banks‘ money 
is segregated and replaced by central bank 
money of the same amount. This can be 
done in such a way that the sight deposits 
on the relevant cut-off date are redeclared 
overnight as sovereign money, as central 
bank money in whatever form.  The custo-
mers are „paid out“ as it were.

‘‘In other words, banks must finance all 
lending, securities purchases and other 
purchases from banks fully with central 
bank money.’’

This means that the banks no longer have 
any uncovered monetary liabilities to their 
customers. In other words, the current ac-
count of a bank, the totality of all current 
accounts of non-banks, is removed from 
the bank balance sheet and replaced by an 
equally high transitional liability to the cen-
tral bank. This liability is reduced, according 
to a procedure to be defined, to the extent 
that funds from open credits or securities 
are returned to the banks according to their 
maturity. This process would take about 
four to seven years.

To ensure a smooth transition and to ac-
commodate the banks in this respect, these 
holdings do not have to bear interest. They 
are, however, primarily subject to transfer, 
i.e. they must be transferred back to the 
central bank in accordance with current re-
payments from old loans and thus repaid, 
whereby these repayments can be offset si-
multaneously and in line with requirements 
by issuing new sovereign money so that the 
money supply does not shrink in a deflatio-
nary manner.
 
In a sovereign monetary system, money 
is always a liquid asset. It no longer exists, 
even at banks, in any way as a liability, not 
even at the issuing central bank, where 
it can be managed as national monetary 
equity or by separating money issuance 

and central bank operations, also outside 
the central bank balance sheet. As of the 
conversion date, the Sovereign Money will 
be deleted when a loan is repaid but will 
be transferred from the Sovereign Money 
Account or the Sovereign Money Exchange 
of a customer to the working capital or own 
funds account of a bank. If these funds were 
not retransferred to the central bank after 
the changeover, the banks would receive 
huge conversion profits - as if they had prin-
ted the money for themselves. For this rea-
son, the banks have to return the amounts 
with which customers repay their old loans 
to the central bank as a source claim to be 
repaid, whereby they are deleted and, if ne-
cessary, replaced at the same time and as 
needed by new sovereign money, usually by 
original seigniorage.  

2.2 Bank money becomes sovereign money
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If necessary, the central bank can also im-
mediately replace the refluxed money with 
a new interest-bearing loan to the bank in 
question and thus leave the money with 
the bank based on a new contract. It is im-
portant to ensure that all transactions of 
the bank are fully (i.e. not only fractional) 
financed with central bank money and 
are executed exclusively in such money.  
The outflow of the old volume of giral mo-
ney and its substitution by sovereign money 
will continue until the old volume of giral 
money liabilities to customers, then as tran-
sitional liabilities to the central bank, has 
melted down to zero and the account „tran-
sitional liabilities to the central bank“ can 
be closed. This would then complete the 
changeover. At the same time, it is ensured 
that the banks have sufficient funds availa-
ble to finance their loans and purchases not 
only fractionally, but fully.

The current monetary 
system

The sovereign mone-
tary system

Legal tender Coins and banknotes Coins, banknotes and 
digital sovereign money 
(possible as account 
money, mobile money 
and crypto money from 
the central bank ). 

Circulation of money One cash cycle 

Two non-cash monetary 
circuits: 
- Interbank circulation 
with reserves 
- Circulation of the public 
with unaccounted money 

A single circuit with 
all types of sovereign 
money among all groups 
of actors (central bank, 
banks and other financial 
institutions, companies 
private and public house-
holds)

Monetary control by the 
central bank 

Only indirectly in the 
form of the absolute rate 
on central bank money, 
which represents only 
a fraction of the total 
money stock 

The central bank has di-
rect and effective control 
over the money supply 
via the sovereign money 

Deposit guarantee Required, but only limit-
ed viable

Not necessary. The sover-
eign money is a stable 
base money  

Commercial banks Banks are not financial 
intermediaries, but 
they create own fiat 
money with lending and 
investing

Banks are financial in-
termediaries that, on the 
one hand, borrow money 
from customers or from 
the market in order to 
lend it or invest it them-
selves on the other hand.
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Necessary technical conversions depend 
on which forms of money will be in use in 
the future and in particular on the forms of 
money offered by the central bank, whether 
it will be account, mobile or crypto money 
from the central bank. If it will continue to 
be account money, the central bank would 
have to expand its existing payment or ac-
count system or provide a separate pay-
ment system for the public with an interface 
to the payment system for interbank trans-
actions. However, the ‚central bank account 
for all‘ need not be an individual account. 
It can also be a collective account for pub-
lic transactions, managed by payment ser-
vices (including banks in this function) in 
trust and off-balance sheet, just as banks 
also manage securities accounts for their 
customers in trust and off-balance sheet. 
New mobile app and blockchain techno-
logies offer further and probably simpler 
possibilities. In all these cases the cashless 
payment traffic of the public is no longer 
mediated by interbank reserve traffic, but 
the payments are made directly from the 
payer to the paid, in the same way as cash 
circulates from hand to hand, as non-cash 
directly from sender account to receiver 
account, from e-bank to exchange, from 
crypto wallet to crypto wallet. In addition, 
adaptations of individual legal regulati-
ons on accounting and balancing practi-
ces, payment systems, etc. are necessary.  

The current booking and accounting pro-
cedures, as well as the technical order and 
payment systems, can be further used with 
minor modifications.  As a result of the se-
paration of their own funds and customer 
funds, banks will no longer be able to create 
bank deposits. It would not even be neces-
sary to explicitly prohibit them from doing 
so. In this way, a Sovereign Monetary Reform 
achieves in a simple way the same goal that 
the earlier proposals for 100% banking tried 
to achieve more cumbersomely or even left 
unclear. In the sovereign money approach, 
the full-reserve approach is abolished, since 
„reserves“ in the traditional sense and digi-
tal central bank money (= digital sovereign 
money) are identical.  

Banks can, if they wish, continue to mana-
ge the money accounts of their customers, 
as a service of account management, non-
cash money management and cashless 
payment transactions, similar to the way 
banks manage securities accounts for their 
customers. Nevertheless, the sovereign 
money of the customers and the own funds 
of a bank are separated from each other. 
Customer funds are no longer part of the 
bank‘s balance sheets, and thus no longer a 
potential component of its bankruptcy esta-
te. As a result, all money accounts of banks 
and customers would directly contain sove-
reign money, not just claims to such money.  

In transactions between banks and cus-
tomers and between banks or customers 
among themselves, Sovereign Money would 
always flow. 

Banks will only be able to issue or lend 
money that they actually have positive 
access to by taking it in or borrowing it 
from their own customers or on the open 
money market.

In other words, every loan and every invest-
ment is fully financed because every loan 
must be paid out in full in central bank mo-
ney (sovereign money).
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Sovereign money comes into circulation 
in the following way: In the first step, the 
new money is created by the central bank 
crediting it to a designated account of the 
Ministry of Finance as original seigniorage. 
Original seigniorage corresponds to the 
historical strike treasure or coin profit and 
consists of the difference between the pur-
chasing power of a monetary unit and its 
production and supply costs. In the course 
of readjusting monetary policy, it should 
continue to be possible to put new sove-
reign money into circulation directly and 
in the short term through interest-bearing 
credit from the central bank to banks. The 
central bank can also use open-market se-
curities transactions, the latter also to tem-
porarily withdraw money from the market. 
The long-term and greater part of newly 
created money, however, should be put into 
circulation through original seigniorage to 
the treasury, either through government 
spending as part of the budget or through 
per capita citizen dividends. In both cases, 
the central bank would be in control of the 
money supply, and the public sector would 
still be able to enjoy the full benefits of mo-
ney creation, either as original seigniorage 
or as interest income.
However, lending money to banks destro-
ys to some extent the public good benefits 
of a debt-free monetary base and its initial 

use by public spending. The question arises 
as to how sovereign money can be proper-
ly booked on the central bank‘s balance 
sheet. E.g. in Germany, coins are bought 
by the Ministry of Finance and booked as 
asset exchange (coins against reserve as-
sets). Curiously, however, the latter exists as 
a liability of the central bank to the Ministry 
of Finance, in the same way as credits and 
banknotes, which are also recorded as a 
central bank liability. This reflects the fal-
se identity of money and credit. It also has 
historical reasons. The banknotes were a 
promise of silver and gold. They circulated 
as a substitute for them. Account balances 
at banks and the central bank were, and still 
seem to be, a promise of cash. The reality 
of the current bank money regime has long 
left this behind. Today, account money is 
the original form of modern sign money. 

However, under the traditional accounting 
rules, it is not possible to book something 
that is not based on a business transaction, 
such as the purchase of coins and thus book 
them for what they are: a monetary asset. 
A central bank cannot simply credit itself 
with banknotes, much less non-cash central 
bank money, for which there is no account 
at the central bank.
A central bank can only record its own mo-
ney as a ‚liability‘ on the liabilities side of the 

balance sheet, which in turn is matched on 
the assets side by a loan claim or security. 
But the liability itself is already considered 
as the payment of the loan (at the central 
bank as well as in the case of bank custo-
mers‘ money) - quite a nonsense, because 
assets and liabilities are part of the loan ag-
reement, while money is a monetary sign, a 
token, a monetary instrument, which is free 
of assets and liablilities, but which serves as 
a monetary asset of a holder to meet claims 
and liabilities. It is therefore not possible for 
a central bank to record sovereign money 
created by it as a monetary asset and to cre-
dit it as an original seigniorage to a central 
bank account of the Ministry of Finance or 
to accounts of citizens. The only form left is 
to write an interest-free and unlimited, i.e. 
‚eternal‘ loan to the state into the books. 
Keynes called this „zero-coupon perpetual 
consol“, an unsatisfactory solution. This is 
a disfiguring over-extension of the concept 
of credit; it is literally a state borrowing, 
which is not to be understood as such. In 
reaction to this, money reformers have de-
veloped the idea of booking sovereign mo-
ney creation as equity capital, so to speak as 
the mono-net monetary capital of a nation. 
Although this too is on the liabilities side, it 
does not represent a debt, but a paid-in ca-
pital. Only, nobody pays anything into it. In 
this case, it is a disfiguring over-expansion 

of the concept of equity. If newly created 
money - from a bank or any other company - 
should rightly not be able to be conjured out 
of the hat, then it must indeed come ‚from 
outside‘ into their balance sheets. The solu-
tion to the problem therefore lies in an insti-
tutional arrangement that D. Ricardo deve-
loped for the Bank of England 200 years ago. 
Based on the need to separate money and 
credit, he divided the central bank into an is-
sue department and a banking department, 
the former responsible for money creation 
(at that time the banknote injection), the 
latter responsible for the operational ban-
king business of a central bank.

2.3 How sovereign money comes 
into circulation
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For a sovereign monetary system, this is 
exactly the right approach. It enables the 
state to exercise its monetary sovereignty 
by force, to put newly created money into 
circulation through original seigniorage free 
of debt and repayment, and also, in terms 
of banking technology, to smuggle in sove-
reign money exclusively as a monetary as-
set that circulates as such throughout the 
economy. To the extent that a sovereign 
monetary system exists, the money will not 
appear as a liability and circulate as a ‚liabi-
lity‘, neither at the central bank nor at banks 
or on anyone else‘s balance sheet.   

The creation of money as fiat money and 
legal tender will be reserved only for the 
central bank as „a fourth consitutional 
authority,“, or more precisely for its mo-
netary department.

The Central Bank Council (if this would re-
main the appropriate name) would deci-
de on the current money creation and the 
channels for the first use of money on a re-
gular basis, presumably every two weeks, 
as in the past. In this context, the amounts 
would be discretionary, depending on the 
current situation and longer-term perspec-
tives. If necessary, money creation and thus 
seigniorage will also be absent. Discretiona-
ry means a monetary policy that adapts de-
cisions to the changing situation of the real 

and financial economy and leaves them to 
the independent judgment of the central 
bank management. The opposite would be 
a mechanically rule-based monetary policy 
that leaves no situational degrees of free-
dom.    

The value of money, its purchasing power, 
grows out of the continuously generated 
economic product. The main measure for 
an expansion, maintenance or even a re-
duction of the money supply, therefore, 
consists in the continuously created econo-
mic product (goods and services), nominal-
ly and in real terms, more precisely in the 
output potential at full capacity. The main 
indicator is likely to continue to be GDP 
(formerly referred to as potential-oriented 
monetary policy). This measure must also 
include those needs of the financial sector 
that contribute to financing real output 
through investment and consumption.

In a transition from commercial bank  
money to sovereign money, the current 
account balances in the current M1 money 
supply would be replaced by sovereign mo-
ney. That would be around 7,700 billion eu-
ros in the monetary union today and 2,300 
billion in Germany (based on 2019). These 
sums would be incurred as original seignio-
rage over the course of the transition years. 
(More on this below). Savings and time de-

posits would not be replaced as they repre-
sent inactive cash balances. Where savings 
and time deposits are liquidated on balan-
ce, they form part of M1.

The money supply must be based on the 
real economic situation. As long as the eco-
nomy grows, the monetary base must grow 
in advance. If the economy stops growing, 
the money supply must also stop growing. 
Without wanting to establish a mechanical 
connection, it can be said for orientation 
that a GDP growth potential of 1 per cent 
would roughly go hand in hand with a mo-
ney supply growth of 1 per cent.

This results in seigniorage from the cur-
rent money creation. When newly created 
money is issued as a payment of credit to 
banks, the central bank would make an in-

terest gain, an interest seigniorage. (More 
on this below).
Under the European System of Central 
Banks, the member states would recei-
ve their seigniorage in proportion to their 
population and gross domestic product. 
Such a combination also underlies the all-
ocation of the ECB‘s capital to the individual 
national central banks. Deciding on the use 
of the seigniorage is not a monetary matter 
for the central bank, but a fiscal matter for 
governments and parliaments. They deci-
de whether the seigniorage is paid into the 
public budget or, for example, as a national 
per capita dividend (citizen dividend) to pri-
vate households. In this case, newly created 
money would be paid out by the tax office to 
individual citizens. In Germany, the most re-
cent figures would have been in the region 
of 500 euros per capita and year.
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If the seigniorage were used for public spen-
ding, the new money would be spent on 
those tasks that are paid for publicly - for 
example, education, scientific research and 
development, infrastructure, environmen-
tal and nature conservation, basic social 
security, defence, but also and not least for 
interest and repayment of the national debt 
and tax cuts.  Wherever the money spent in 
this way is collected, it is immediately reu-
sed for current expenditures as well as for 
reserves, provisions and investments, i.e. 
for savings and equity capital formation. 
Sooner or later, the new money will neces-
sarily also reach the banks and other capital 
accumulation points that manage with it, 
and this without creating their own money.

3. Implications of a Sovereign 
Monetary Reform
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In modern societies, money has ceased to 
be commodity money, as it has historically 
been in the form of everything from grain 
and salt to coins and bars of gold. Today 
money is a pure sign of money without any 
intrinsic value of its own. Another expres-
sion is fiat money, in reference to the Latin 
„fiat lux“ of the Bible („Let there be light“, 
Genesis 1,3). Fiat money is freely created 
money that is declared and issued as gene-
ral currency by an authorized agency. Whet-
her the authorized body is to be a private or 
state institution is left open in the concept 
of fiat money. It is therefore all the more 
important to clearly regulate who is entitled 
and accountable to create fiat money and 
what general purposes this money creation 
is to serve. 

In the 21st century, it is pointless to try to 
„back“ money with gold or other tangible 
assets. Gold and silver currencies are his-
torically obsolete. Anyone who wants to 
back money with gold today is in fact out 
to secure credit with monetary claims. Ho-
wever, in the banking business, the best 
way to secure claims is to pledge assets, 
for example in the form of real estate, se-
curities, deposits or by assigning salaries.  
But what is „backed“ by this? It does not 
bsck the value of the money, but the claims 
of the banks.

The combination of the credit business 
with the creation of money is dysfunctional. 
Therefore, in a sovereign monetary system, 
these two tasks are placed under the re-
sponsibility of different institutions: The in-
dependently established state central bank 
(a new fourth state authority) creates the 
money, the banks and other financial insti-
tutions grant loans and make investments.

Nevertheless, freely created money is not 
„unbacked“. It derives its counterpart from 
the productivity of the economy, i.e. from 
the continuous labor output of nature, peo-
ple and machines, statistically aggregated 
in the form of the gross domestic product 
(GDP). Therein, and only therein, is the 
coverage of money - all money, including 
money supposedly secured by gold, ma-
terial assets and land. For even this is only 
worth something as long as something is 
done and goods and services are produ-
ced. If productive work is no longer done, 
all money, including its supposed „cover,“ 
becomes worthless.  Money experiences its 
acceptance as „social technology“ through 
the use of the public. Modern money is crea-
ted by a legal act.

Sovereign Monetary Reform has practically 
no effect on the everyday use of account 
balances by private households, compa-
nies and public authorities. If one were not 
informed about the changeover, and if one 
were to keep the old account numbers at 
the banks- then as payment service pro-
viders- customers would not notice anyt-
hing. Because the reform means neither a 
currency reform nor a „capital cut“. Credits 
and debts, assets and liabilities remain un-
changed. Current account balances will not 
be „devalued“, but simply reused - with the 
difference that the old current accounts of 
the banks will now continue to exist in the 
form of sovereign money accounts of custo-
mers outside the bank balance sheets. From 
the time of the changeover, these money 
accounts no longer contain bank clearing 
balances but non-cash central bank money 
balances.

If the sovereign money of the central bank 
for public use is not circulating as account 
money, but as mobile money or crypto 
money, this makes a technical, but not a 
monetary difference. In whatever technical 
form, in a banking and financial crisis, the 
cashless Sovereign Money balances of the 
money owners are no longer endangered 
and therefore do not require any deposit 
insurance or state guarantee. In return, the 
owners of non-cash Sovereign Money can 

expect interest on their Sovereign Money 
balances, just as little as they did previously 
on cash. They earn as little interest as coins 
and banknotes that you carry around with 
you.

A claim to interest only arises when money 
is used in the course of a financial trans-
action between a creditor and a debtor, 
for example, when owners of Sovereign 
Money deposit it at a bank or other finan-
cial institution, for example in the form of a 
conventional savings or term deposit. Such 
deposits will actually be investments in a 
Sovereign Monetary System, in fact, a short-
term investment in the form of a Sovereign 
Money Loan from customers to a finan-
cial institution. This institution can use the 
Sovereign Money invested in this way for its 
own financial transactions, i.e. make it avai-
lable to third parties at interest by means of 
a loan or investment.

3.1 What is money? 3.2 Use of money: deposit accounts 
and investment accounts
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Today’s monetary system Sovereign monetary system

Commercial bank money is not money 
in its own right, but a largely unsecured 
promise of payment by the bank or a 
claim by customers on cash

Sovereign money is base money in its 
own right in the full possession of the re-
spective holder

Bank money is not legal tender Sovereign money is legal tender

Bank deposits as liquid demand deposits 
as well as savings and time deposits are 
a liability in the bank balance sheet and 
therefore endangered in banking crises.

Sovereign money in any form is  
merely managed by payment services 
and banks, but is not on their balance 
sheets. It is therefore safe from bank fail-
ures and also otherwise stable money.

One might find this confusing since most 
people think that banks ‚work‘ with their 
money. But this is not the case. In reali-
ty, we ‚work‘ with the banks‘ promise of 
money. A bank produces its money for the 
public, but cannot use it for its own busi-
ness. For this purpose, it needs central bank 
balances (reserves) and residual cash. If a 
bank customer transforms a current de-
mand deposit into a savings deposit, the 
bank does not receive any additional finan-
cing, but the credit balance is simply shut 

down. For the bank, this has the advantage 
that as long as this demand deposit is defi-
ned as a savings or time deposit, it cannot 
be withdrawn, which reduces the potential 
liquidity and refinancing needs of a bank.

A reform that converts bank money into 
sovereign money represents a significant 
change for the banks. Nonetheless, less will 
change for the banks than one would ex-
pect at first glance. First of all, a sovereign 
money reform means that the banks‘ pri-
vate bank money will become legal tender, 
one could also say state money. However, 
this in no way means nationalization of the 
banks and the credit industry. In a sovereign 
money regime, the banks are to remain free 
enterprises.

However, banks in a sovereign money re-
gime can no longer create their own mo-
ney in the form of fiat money.

Thus they no longer have any direct influ-
ence on the available money supply. The 
banking industry thus loses the undeser-
ved monetary privileges from the creation 
of giral money. Otherwise, the profitability 
of the banking business remains ceteris pa-
ribus unchanged. Smaller banks may also 
benefit since it are mainly the large banks, 
which attain advantages by the bank money 
system. The potential for using the bank 
money (with large turnovers in many bran-
ches in many places) is considerably greater 
at large banks than at smaller banks, which 
require higher, relative amounts of central 
bank reserves compared to the large banks. 
This is a significant competitive disadvan-

tage of smaller banks compared to the big 
banks. A sovereign monetary reform would 
eliminate this distortion of competition.

In a Sovereign Monetary System, banks must 
fully refinance all their operations. This me-
ans that the banks, just like non-banks to-
day, must have the money for their business 
completely available, be it from the capital 
in reflux (the largest share), from their own 
revenues, or by borrowing money on the 
money market, from their customers, or, if 
necessary, in the last resort, from the central 
bank. Since banks can only spend what they 
have received back, redeemed or borrowed 
in the same amount, they will plan their li-
quidity even more precisely than before. In 
doing so, the banks can also rely on liquid 
money markets in a sovereign monetary 
system. A central bank will always ensure a 
sufficient supply of money, even in the short 
term. There is no reason to assume that a 
transition to sovereign money could lead 
to a shortage of money and capital, nor a 
dysfunctional increase in interest rates. The 
financing costs of sovereign money for the 
banks would result from the market interest 
rate, which depends on supply and demand 
on the money market. However, this will not 
result in a massive increase in costs, becau-
se under normal conditions, even in the cur-
rent monetary system, the banks pay credit 
interest on all liabilities (demand deposits,  

3.3 Commercial banks
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savings deposits, interbank and central bank 
loans). Unlike today, however, in a sovereign 
monetary system, this serves the actual fi-
nancing of banking transactions.
 
The task of the banks is not to supply the 
economy with the required amount of mo-
ney or to withdraw money from it. This is the 
sole task of the central bank as „monetary 
authority“. Rather, it is the task of the banks 
to finance real and financial economic acti-
vities - be it through loans, by placing secu-
rities issues or by investing money on behalf 
of customers. The banks are supposed to 
perform these financial functions as inter-
mediaries between money suppliers and 
money demanders, but they should not be 
able to determine the money supply them-
selves. This is the case today, with the con-
sequence of recurring dynamics of excessive 
money creation and the associated suscep-
tibility to crises.

A complete Sovereign Monetary Reform 
will replace the banks‘ previous bank de-
posits with digital Sovereign Money as le-
gal tender. The entire money supply will 
then largely consist of central bank money 
in every cash and non-cash form (beyond 
account money, or in its place, possibly 
also as mobile money or crypto money). 
Also, privately issued money market fund 
shares, e-money, stablecoins and comple-
mentary currencies may not be excluded 
as means of payment, but will be made a 
condition that such money surrogates are 
100% covered by sovereign money and 
that no new uncovered units may be crea-
ted by lending. Private money can continue 
to exist as an independent asset, for which 
an exchange rate to the Euro-denominated 
Sovereign Money is then established (e.g. 
crypto currencies).

Both the sovereign money and, if applica-
ble, the new money surrogates circulate in 
a uniform money cycle with direct transfer 
of the money (payer-to-payee). The unified 
money cycles are interoperable through 
money exchange at any time. However, 
there will no longer be a two-part money 
circulation with fiat money (public circu-
lation with demand deposits mediated by 
interbank circulation with reserves).
There will no longer be a fractional reserve 
system or the creation of fiat money. The 

creation and ongoing readjustment of the 
money supply is determined exclusively by 
the independently provided central bank, 
directly as well as indirectly by the 1:1 
sovereign money coverage of the possibly 
remaining money surrogates. However, 
the central bank does not determine the 
use of money. The sovereign money ap-
proach confirms two divisions of functions 
that have historically emerged today: first, 
the fiscal-budgetary responsibility of the 
government and parliament on the one 
hand and the monetary responsibility of 
the central bank on the other; second, the 
division of labor between the monetary 
responsibility of the central bank as mone-
tary authority and the credit functions of 
banks and other financial institutions. Ho-
wever, this does not exclude certain fiscal 
policy preferences of the central bank in its 
money market or open market policy and 
its collateralization conditions. The central 
bank thus becomes even more explicitly 
what it has already become: the supreme 
monetary and financial institution that 
exercises the monetary and financial so-
vereignty of the state.

3.4 Central banks and monetary policy
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A monetary authority - in the European Mo-
netary Union, the system of central banks at 
European, national and regional level under 
the leadership of the European Central Bank 
- must, like the courts, be independent and 
bound only by the laws, statutes and legal 
mandate that apply to it alone. (However, 
this mandate is currently insufficiently de-
fined and needs further elaboration). Exe-
cutive positions are probably best filled by 
the government or the Ministry of Finance, 
just as judges are appointed by the Minis-
try of Justice. But once in office, the central 
bankers must not be bound by instructions. 
The regulatory independence of the central 
bank is a functional requirement. Neither 
the power and influence of banks, compa-
nies, business associations and unions, nor 
the covetousness of the government, parlia-
ment and political parties should determine 
monetary policy. The central banks began 
their development at the end of the 17th 
century as the bank of the state. With the 
unfolding of the system of bank money, the 
central banks became the bank of banks, 
especially in the course of the 20th century.
 
In a sovereign monetary system, they 
should not specifically finance the state 
or specifically banks and financial insti-
tutions but should ensure that the entire 
economy and society, including the state 
and financial institutions, are provided 
with the best possible supply of money.

The central banks should not repeat 
the mistake made by the monetarism of 

the 1970s and 1980s of trying to pre-de-
termine the money supply and thus to 
determine the course of the economy. 
Nor will they repeat the actually sen-
sible approach of a potential-oriented 
money supply policy of the 1950/70s, 
which was too one-sidedly oriented to 
the growth potential of the economy. In 
addition, both approaches were based 
on a conventional, oversimplified quan-
tity and circulation theory of money, ac-
cording to which a greater or lesser sup-
ply of money leads to higher or lower 
inflation. Admittedly, one should not go 
from one extreme to the other: the mo-
ney supply and its circulation play a fun-
damental role, otherwise, one could do 
without a monetary and money order 
including dynamic central bank control 
of the money supply altogether and lea-
ve these things to a cheerful free-hand 
money production of the finance minis-
ters and private financial institutions.  
An effective monetary policy at the 
height of time, thanks to sovereign 
money, will do the following: Three 
areas of circulation are to be recorded 
and continuously analyzed:
money in the real economic circulation, 
money in the financial economy that affects 
GDP, and money in the financial economy 
that does not contribute to GDP. Record and 
continuously analyze a wider range of sen-
sitive indicators than today. These include, 
in particular, the development of interest 
rates and their composition, the external 
value of the currency, the inflation of raw 

materials, producer and consumer prices, 
the development of the economy and em-
ployment, but also asset inflation both as 
asset price inflation and the inflation of the 
volume of financial assets (which today also 
includes real estate and raw materials), the 
development of financial cycles and the for-
mation of financial bubbles, i.e. in fact the 
determination of the limits of the financial 
carrying capacity of an economy. The on-
going determination and announcement 
of the range of critical limits of the above 
indicators. To the extent that these ‚guard 
rails‘ are touched or torn, the central bank 
will announce monetary policy decisions 
in a timely manner. As an instrument of its 
conventional monetary policy, the central 
bank can pursue an interest rate or quantity 
policy, i.e. it can control quantities by means 
of the prime rate and/or influence the inter-
est rate level by means of quantities. In con-
trast to today‘s fractional reserve base only, 
quantity policy, like interest rate policy, will 
be directly and highly effective with a mo-
ney supply dominated by sovereign money.
As explained in section 2.3., the central bank 
can put sovereign money into circulation 
partly through original seigniorage to the 
state budget, partly through loans to banks 
or through open market transactions in se-
curities, whereby money can also be tem-
porarily withdrawn from circulation. Finally, 
as far as monetary transactions with foreign 
countries are concerned, these are techni-
cally unproblematic in a sovereign mone-
tary system. Already today, the majority of 
international payment transactions are con-

ducted via central bank payment systems, 
i.e. in central bank money. The importance 
of the formerly predominant interbank sett-
lement between correspondent banks in 
different countries is declining. As long as it 
is not a weak currency, central bank money 
(= base money = sovereign money) has an 
almost natural acceptance. The sovereign 
money of a reasonably stable currency will 
always be welcome abroad.
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For public budgets, sovereign monetary re-
form and the establishment of the central 
banks as monetary mean that the treasury 
will be able to enjoy the full benefits of mo-
ney creation, not so much in the form of an 
interest seigniorage (the interest gain on 
an amount of money), but primarily in the 
form of original seigniorage (the amount 
of money itself that can be spent). Both ty-
pes of seigniorage arise from the ongoing 
Sovereign Money Creation. In contrast, the 
conversion of bank money into Sovereign  
Money will also result in a onetime conver-
sion seigniorage.

It is comparatively easy to imagine the 
one-time conversion seigniorage: it will be 
as high as the stock of commercial bank 
money before the conversion. Based on 
the current level, this is around 7,700 bil-
lion euros in the eurozone and 2,300 billion 
euros in Germany. These amounts will not 
accrue in one fell swoop but will be spread 
over a number of years, the majority of 
them within about 4-7 years, depending on 
the maturity of outstanding bank loans. The 
funds in question, then as sovereign money 
in reflux, are passed on to the central bank 
as conversion liabilities of the banks. They 

would be deleted from the banks‘ balance 
sheets. The central bank will probably not 
delete the funds but will put them back into 
circulation, either 1:1 or in a different ratio, 
depending on the economic situation.

The funds in question will not be taken away 
from anyone, but have been newly created 
as central bank money by the changeover. 
They represent the deficit of coverage of 
the commercial bank money existing in the 
fractional reserve system: the ‚real‘ money 
that was, so to speak, not available, the 
base money or sovereign money that is now 
available in the form of sovereign money.

Quelle: ECB Statistical Data Warehouse (Government debt EU + DE and demand 
deposits non-banks EU), Central Bank BBK01.TXI301 (deposits non-banks Germa-
ny)

Period and area A public bank 
money 

B national debt A/B

2015 EU19
                D

5576,676
1766,053

9342,889
2092,609

60 %
84 %

2016 EU19
                D

6082,706
1912,553

9513,324
2070,878

64 %
92 %

2017 EU19
                D

6638,097
2045,51

9629,016
2027,232

69 %
101 %

2018 EU19
                D

7114,728
2195,025

9762,433  
1987,864

73 %
110 %

2019 EU19
                D

7724,186
2340,071

9867,837
1980,195

78 %
118 %

3.5 Public budgets and seigniorage:  
Repayment of public debt through onetime 
conversion seigniorage
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The above-mentioned total sums of 7,700 
billion (eurozone) and 2,300 billion euros 
(Germany) correspond to a large part of the 
total national debt of the euro countries or 
more than the German national debt. In this 
regard and in purely mathematical terms, 
the onetime transitional seigniorage would 
nearly allow the national debt of the euro 
countries to be repaid. In principle, this li-
terally unique opportunity should also be 
used in this way, at least to a considerable 
extent. However, a radical debt reduction 
within a few years would not necessarily be 
desirable from the point of view of financial 
stability. Freedom from debt is not necessa-
rily an economic virtue. Rather, sustainable 
borrowing/debiting by firms, the state bud-
get and possibly also private households is 
in many cases a necessary requirement for 
the pre-financing of current and future de-
velopments.

In contrast to the one-time transitional 
seigniorage, it is not easy to obtain an ap-
proximate idea of the magnitude of the 
expected original seigniorage and interest 
seigniorage from current money creation. 
In a first, very simplified approximation, 
one could assume the annual growth of 
the current money supply M1, i.e. cash plus 
current account balances at banks. In Ger-
many, the annual growth of M1 in the years 
before the crisis from 2008 onwards was 
mostly between 45-50 billion euros, since 
then it has been many times that amount. 

However, these increases also include the 
disproportionately high GDP growth of 
that part of the financial sector that does 
not contribute to GDP but nevertheless ac-
counts for part of the economic output.

Nevertheless, assuming M1, GDP growth 
of 1 per cent in the eurozone would cor-
respond to a proportional increase in the 
money supply of 86 billion euros in the 
eurozone and 27 billion euros in Germany. 
Depending on the eurozone and in purely 
arithmetical terms, this would cover (or re-
duce taxes) 1-1.5 per cent of the total public 
budget; with the growth of 2 or 3 per cent, 
this would be twice or three times as much. 

The following becomes clear from these 
figures. The current seigniorage from the 
sovereign money creation would be sub-
stantial in absolute terms, significantly hig-
her than the current central bank profits, 
but in relation to the total economic output 
(GDP) and the total, historically extremely 
inflated public budget, it cannot be overes-
timated. It would therefore be an illusion to 
think that the seigniorage of money crea-
tion could be used to finance the public 
budgets and abolish taxes, or to finance all 
public investments, or public spending on 
education, or a guaranteed basic income, 
or a Green Deal, or whatever else comes to 
the fore as political spending preference.

Even in a sovereign monetary system, the 
state must finance itself regularly through 
taxes. It will also continue to issue bonds 
and thus to borrow to a certain extent, 
especially to finance large investments, 
which are thereby stretched in time, or to 
finance special tasks that arise in specific 
situations.
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4. Partial Sovereign Monetary  
Reform: Digital Central Bank  
Money (CBDC)

Since 2014/15, the monetary reform mo-
vement has also been discussing the pro-
spects of a gradual or partial sovereign mo-
netary reform. For example, the possibility 
of setting up ‚secure accounts‘ within the 
existing system, i.e. as a reserve trust at a 
bank, or in the form of a voluntary 100% 
reserve on certain customer deposits. Sin-
ce 2016, a strategy has been developed by 
central banks and international financial 
institutions (BIS, IMF) to introduce digital 
central bank money for public circulation 
in coexistence with the banks‘ existing fiat 
money, and in fact in competition with it.

In international linguistic usage, the di-
gital central bank money is called central 
bank digital currency, usually abbrevia-
ted as CBDC, and occasionally also called 
digital cash (DC).

Since this central bank money is base mo-
ney or legal tender within the framework 
of a central bank monopoly, digital central 
bank money can just as well be called digital 
sovereign money, abbreviated as DC in the 
following. Today, citizens in so-called public 
circulation primarily have a choice between 
two types of money: physical cash and digi-
tal fiat money. Cash is issued by the central 

bank, secures anonymous payments, is the 
only legal tender and is safe in banking cri-
ses. Bank money, i.e. digital money on citi-
zens‘ current accounts, is in turn generated 
by commercial banks, is not legal tender 
and is not safe in banking crises. Digital Cen-
tral Bank Money (CBDC) would thus be digi-
tal money from the central bank for the first 
time, which can also be used by non-banks. 
The digitization of our society and thus of 
our money, as well as the development of 
private crypto-currencies, therefore mark a 
monetary tide change that must be shaped. 
In the context of these developments, ho-
wever, it is primarily central bank and com-
mercial bank players who have so far been 
involved in the discussions surrounding 
central bank digital currency (CBDC). From 
our point of view, however, a CBDC must 
primarily benefit the future users of the new 
money.

4.1 Reasons and advantages
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As far as the technical form of the DC is 
concerned, various options are being con-
sidered. These include not only the long 
since digitized and electronically processed 
conventional account balances (account 
money) but also mobile phone applicati-
ons (mobile money) and block-chain-based 
crypto money. It is currently not foreseeable 
which digital forms of money will spread in 
which countries - certainly not all forms to 
the same extent and everywhere. In any 
case, an exchange of money (analogous to 
what is happening today between account 
balances and cash) and thus interoperabili-
ty in the money and payment system will be 
technically guaranteed. Conceptual work 
and pilot projects with DC are currently 
progressing rapidly, so that its official intro-
duction can be expected in some countries, 
including China in particular, in the course 
of the 2020s.

The introduction of DC in public circulati-
on parallel to the banks‘ banknote money 
does not a priori lead to a comprehensive 
sovereign monetary system. In the long 
term, this may be the case, but it is not 
inevitable.

Nevertheless, expanding the sovereign mo-
netary base in the composition of the total 
money supply is most welcome.The mo-
tives of the central banks and those of the 

civil money reform movement are certainly 
not the same, but there are some overlaps 
regarding of DC. In the view of the central 
banks, these include the realization that 
the cash that is gradually coming out of use 
must urgently be replaced by non-cash, di-
gital central bank money in a comparable 
general function.
Otherwise, the banks‘ bank deposits threa-
ten to completely dominate the existing 
monetary system and further weaken the 
remaining options available to the cen-
tral banks, possibly even more so with the 
spread of private e-money and third-tier 
stablecoins. Hence, as international surveys 
show many central bankers expect advan-
tages from the introduction of DC, such as 
increased effectiveness of monetary policy
as a result of the expanded volume leverage 
of central bank money, improved financial 
stability, more efficient payment transac-
tions and increased payment security.

“When this phase of introducing public money into 
our system ends, when all citizens can use a dig-
ital euro, the benefits of moving from the current 
system to a different, safer and more liberalized 
system will be seen more clearly. And the debate, 
which is now focused on the introduction of public 
money, will focus on the design of the best transi-
tion formulas.”
   
Miguel F. Ordóñez
Former Governor of the Bank of Spain.
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In connection with the spread of digital mo-
ney, the dystopia of the surveillance state is 
often painted on the wall. There is no doubt 
that such dangers go hand in hand with the 
ongoing digitalization of our world. Howe-
ver, this is not a specific problem of digital 
money but has long existed in all areas of 
life and work that are affected by techno-
logy. Already the current account money 
of banks and central banks has long since 
become a digitalized IT-based money and is 
exposed to possible surveillance of the ‚Big 
Brother‘.

This applies to a considerable extent even 
to cash, as it is exchanged from the bank  
money. The problem must be taken seri-
ously, also and especially as a problem of 
digital money. Not as no a ‚money problem‘, 
but as a problem of data protection and pri-
vacy of individuals, companies and other 
organizations. The other most discussed 
problems of DC are disintermediation and a 
bank run. The term disintermediation refers 
to the misconception that banks are finan-
cial intermediaries who accept customers‘ 
bank deposits in exchange for credit inter-
est, and then lend them to other customers 
in exchange for capital market interest or in-
vest them. If the use of money were to shift 
from commercial bank money to DC, the 
banks could possibly suffer from a shortage 
of money or capital. However, banks are not 

financial intermediaries but creators and re-
deemers of their own bank deposits. 

Banks in a narrower sense, are not finan-
cial intermediaries, but creators and rede-
emers of their own bank money. Concer-
ning banks, disintermediation is a fictitious 
problem. Intermediation, however, takes 
place through non-monetary financial in-
stitutions that operate based on bank mo-
ney, e.g. investment funds and insurance 
companies. For them, however, a shift from 
bank money to DC means only a different 
composition, not a change in the quantity 
of funding accessible to them. 

Bank run, on the other hand - a run on  
commercial bank money to change it into 
DC - may be an actual problem under cer-
tain circumstances, but not a problem of 
DC. But always a problem of bank money 
with the liquidity problem of banks always 
lurking in the background since fractional 
reserve banking has existed. Restricting ac-
cess or quantity and use of DC will not solve 
this problem, it will make it worse. 

After all, it is the knowledge of the lack of 
central bank money that triggers a run on 
bank money in a critical situation.

 
 

4.2 Problems of a coexistence of Bank 
Money and Digital Sovereign Money

Consequently, the solution to the problem lies 
in a conversion guarantee, i.e., a guarantee 
from the central bank to provide sufficient DC 
in case of need (which is not possible today 
with paper money). In the current system, 
the banking crisis problem is routinely talked 
down, but in the discussion about DC, it is im-
properly exaggerated. As long as there is no 
crisis, there will be no bank run. In normal ope-
ration, however, it is not clear from the outset 
which money the public will give priority to. If 
there is no particular uncertainty, if bank ba-
lances earn interest, but DC balances do not, 
and if the central bank and the state continue 
to guarantee the existence of the banks and 
of the bank money, then most customers will 
have no urgent reason to switch from the usual 
giral money to DC.
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The question, where a coexistence of DC 
and bank money finally leads to, is es-
sentially defined by the rules - the de-
sign principles - according to which DC 
is introduced. In the perspective of a 
sovereign monetary system, it is import-
ant to enforce the following design prin-
ciples: DC must be generally accessible 
and there must be a legal right to its use. 
As a digital form of cash, DC must be a 
universally usable and unrestricted legal 
tender that can be used by all economic 
operators for all types of transactions.
To the extent that DC takes the form of 
account money, today‘s interbank reser-
ves should be integrated into a cycle with 
DC. Reserves and DC are the same types 
of central bank money. Monetary policy is 
thus not ‚diluted‘ but becomes more effec-
tive. Bank money and DC should be fully 
exchangeable in both directions, including 
a conversion guarantee from the central 
bank, especially if a bank run is imminent. 
This effectively rules out rationing of the 
supply of DC. The government‘s failed re-
gulatory policy of guaranteeing the banks‘ 
demand deposits must be reduced over 
time and eventually abolished altogether. 
Offices and public institutions should gra-
dually expand their use of DC. DC should 
also offer anonymity similar to cash. 

Upper limits for anonymous payments 
should be determined by social discourse.  
 
As far as putting DC into circulation is con-
cerned, central bank loans to banks should 
be the first choice to ensure a dynamic 
quantity of DC and to keep the total mo-
ney supply constant. However, DC could 
also be put into circulation through other 
channels. As discussed above, modified ac-
counting at central banks allows DC to cir-
culate, for example, as original seigniorage 
to the government budget, to be used for 
government spending, or to be paid out as 
a citizen‘s dividend. Issuance through these 
channels, however, would permanently in-
crease the total money supply and should 
be undertaken only after careful assess-
ment of the impact on the real economy.

In a sovereign monetary mo-
ney system, however, these chan-
nels should be used primarily.  
Moreover, DC should not be interest-be-
aring. Loans are generally interest-bearing, 
not money. Furthermore, it needs to be cla-
rified on how citizens should access their 
DC balances. The debate here is whether 
citizens should deal directly with the cen-
tral bank or access their credit balances via 
third parties. Here, access via third parties 

4.3 Design principles for DC in the  
perspective of a Sovereign  
Monetary System

such as payment service providers seems 
to make sense to relieve the central bank 
of operational tasks and to enable compe-
tition between third parties. In account-ba-
sed DC, the central bank could maintain 
accounts, which end-users access through 
payment service providers via an interface, 
which is in line with the approach of the Se-
cond Payment Service Providers Directive 
(PSD2). In blockchain-based DC, payment 
service providers could maintain accounts 
in a distributed database in a decentralized 
manner, which users can access directly.

Finally, there remains the question of what 
is to happen with the various new types of 
money. There is probably no need to worry 
much about unbacked private cryptocur-
rencies in terms of monetary policy. As pu-
rely private and completely unbacked mo-
ney, they will not find wider acceptance as a 
means of payment. The situation is different 
for new third-tier money surrogates such as 
money market fund shares, complementary 
currencies, e-money and stable coins as far 
as all of them are backed 1:1 by with official 
money (which is usually the case today). 
The following rules should apply to them: 
Issuers must maintain 100% coverage in the 
underlying paid-in money at all times, or, at 
a lower coverage ratio, highly rated securi-

ties purchased with the deposited money. 
Deposited money and assets purchased 
with it must be denominated in domestic 
currency. Issuers must follow a passive cur-
rency regime. Active policies, such as buying 
securities with their own money surrogate, 
must not be permitted. All private money 
or private currency must be denominated 
in its own currency unit, not the official go-
vernment currency unit, even if the money 
surrogate in question is pegged to that cur-
rency. These rules are already applied in the 
euro area, but this is not guaranteed for glo-
bal third-tier money surrogates domiciled in 
a third country.

Despite predictable problems in the co-
existence of DC, bank money and new mo-
netary surrogates, the introduction of DC 
is a long-overdue step. By comparison, the 
problems inherent in the dominant bank 
money regime, as well as the additional 
governability problems posed by a variety 
of new types and forms of money, remain 
many times greater.

It is time to recall the state‘s sovereignty 
over currency and money and to progres-
sively establish the perspective of a sove-
reign monetary order in scientific, politi-
cal and monetary policy terms.
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5. FAQ – Criticism and  
Misunderstanding

“Whoever works in this business is so
involved in everyday business, that the
conceptual aspects are not even considered.“   
Prof. Dr. Thomas Mayer
Former chief economist Deutsche Bank
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Although some other banking and finan-
cial market reforms would also make sense, 
Sovereign Monetary Reform is the most di-
rect and simple solution to many problems. 
The Sovereign Monetary Reform attacks the 
basic problem of money creation by private 
banks instead of tinkering with symptoms.

In the current monetary system, the domi-
nant money - the commercial banks‘ bank 
money - is held hostage on the banks‘ ba-
lance sheets. Therefore, in a crisis, in order 
to keep the money, the circulation of money 
and the economy running, the banks must 
be rescued at the expense of taxpayers and 
bank customers. Even with high capital and 
liquidity requirements (which make sense 
to some extent), banking always remains a 
risky business. Bankruptcy does not come 
by chance from ‚banca rotta‘ (english, bro-
ken bank). Instead of controlling the banks 
further more operationally by more and 
more bureaucratic and by far-reaching re-
gulation, Sovereign Money creates a sta-
ble, ‚resistand‘ money independent of the 
banks, and lets them be the failing or suc-
cessful financial enterprises they want to be 
- only not as arbitrary creators of the money 
they operate with. Only through a sovereign 

1. „A sovereign monetary reform is redundant, all 
that is needed are higher equity capital regulati-
ons / a financial market transaction tax / a bank 
splitting /...“
 

This criticism refers to the state bank bai-
louts in the course of the great financial cri-
sis from 2008 onwards and postulates that 
banks were only rescued because of lobby-
ing pressure from the financial industry, but 
that there was basically no political necessity 
for it.  However, it must be remembered that 
the insolvency of a major bank with a ba-
lance sheet total equal to, for example, the 
balance sheet total of Deutsche Bank would 
have meant that its entire payment trans-
actions would have had to be frozen. This 
would have caused considerable problems 
for many economic players and potentially 
paralyzed the economy. Moreover, if bank 
bankruptcies had been accepted, all credi-
tors of the banks would have had to bear the 
losses. This includes the citizens who have 
an account at the bank, and if the deposit 
insurance is overstretched, the state would 
ultimately have to bear the losses.

This would also have meant the liquidation 
of considerable parts of the national wealth, 
which would have reduced the money sup-
ply and demand and plunged the economy 
into a deep depression. Moreover, the inter-
bank market, on which banks lend each 
other money in the short term, would have 
collapsed completely. This would have led 
to further distortions. Even small fluctuati-

ons could then lead to further bank failures, 
which, given the interconnectedness of the 
banking system, carries the danger of a do-
mino effect.
 
In addition, there is an imminent danger of 
bank runs in the current monetary system, 
since banks promise immediate payment 
in cash for demand deposits, which they do 
not have in sufficient quantity. Therefore, if 
citizens no longer trust the security of their 
deposits, self-fulfilling prophecies of bank-
runs can be the result: If citizens expect 
their bank to go bankrupt and not be saved 
by the state, they will try to withdraw their 
money in time. If this happens on a large 
scale, the bank will have to sell assets below 
value in the short term in order to get cash, 
which increases the probability of insolven-
cy. 

With a sovereign monetary reform, on the 
other hand, sovereign money assets and 
payment transactions would be safe even in 
the event of a bank failure, so that insolvent 
banks would not have to be rescued.

2. „Sovereign monetary reform is redundant, 
but banks should not have been saved.“

monetary system can private liability and 
genuine competition in the financial system 
be established and fair competition bet-
ween „non-banks“ and banks operating in 
the financial sector be strengthened
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No at all. Sovereign money is basically not-
hing new, but extends the state monopoly 
on banknotes, which was decided about 
100 years ago, to electronic, or as it is now 
called, digital commercial bank money and 
adapts the monetary system to the current 
development. Technically speaking, „priva-
te“ bank money is being replaced by „pu-
blic“ money. The existing banknote mono-
poly is generally accepted. Therefore, there 
are no real arguments against extending the 
money monopoly to the electronic money 
sphere that has become common today. 
Moreover, very little will change for the in-
dividual bank customer. Due to a transition 
phase, many effects will only gradually ma-
terialize, thus allowing a course correction 
or countermeasures to be taken if necessa-
ry.

The Sovereign Monetary Reform is harmless 
compared to some other measures taken by 
central banks in recent years: Quantitative 
easing, bank bailouts, negative interest ra-
tes or an excessive regulatory framework. 
With Sovereign Money, bank regulation 
can be fundamentally simplified. Instead 
of fighting the symptoms with more and 
more laws and regulations, the problem is 
finally being tackled at its root: High-risk 
businesses can no longer be financed with 
money they have created themselves. Sove-
reign money thus also makes it possible to 
reduce bureaucracy in the banking system, 
dramatically cut back on regulation and 
thus strengthen competition in the credit 
business and payment transactions, and es-
tablish the private liability of banks.

3. „A sovereign monetary reform is a  
gigantic system change with unforeseeable  
consequences“.

Behind this objection, the consideration 
stands that the national deposit safety 
device in the European Union guarantees 
already now all customer deposits up to 
100.000€ and therefore current assets are 
safe also with bankruptcy.

However, the deposit guarantee system has 
insufficient coverage due to a design flaw. 
Those, which are to pay for the protection 
of the deposits, are the banks themselves. 
In addition, it is to be noted that the deposit 
protection fund of the banks covers at pre-
sent only approx. 5.6 billion euro for Ger-
many and can secure thus only one loss of 
approx. 0.4% of the deposits. 

If this sum is not sufficient, the other banks 
must provide further funds. The bankruptcy 
of an individual bank can be cushioned by 
this, but in a financial crisis the other banks, 
which then suffer from the crisis themsel-
ves, cannot also pay out the depositors of 
other banks so that the state must quickly 
step in again.  
  
In addition, it must be considered that 
the liability limit of 100,000 € is sufficient 
for most citizens, but can quickly become 
a problem, especially for companies. Wit-
hout sovereign money, companies have 
no alternative to bank deposits to keep 
money liquid in order to pay suppliers and 

employees.  So that it does not come with 
a bank bankruptcy thus to the infection of 
the real economy, then either directly the 
whole bank must be saved or the liability 
limit must be extended. The liability prin-
ciple of the unity of risk and profit is then 
completely suspended. Profits are privat-
ized and losses are socialized. 

If banks pocket the profits, but in the event 
of a crisis can then trust that the state will 
take over losses, this creates the incentive 
to enter into particularly risky transactions.  
Similarly, bank customers have hardly any 
incentives to check whether their bank is 
engaged in risky speculation or not. If the 
deposits are guaranteed by the state in any 
case, one simply chooses the bank that of-
fers the highest interest rate.  With a Sove-
reign Monetary Reform, current account 
deposits would be removed from the bank 
balance sheet and become the full proper-
ty of the customer. You would thus be safe 
from bank bankruptcies. This would com-
pletely eliminate the problems and false in-
centives mentioned above and restore the 
principle of liability.  

4. „The deposits are already safe due to the 
deposit insurance - therefore there is no need 
for sovereign monetary reform.“
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This criticism is based on the consideration 
that the current system does not rely on sa-
vers‘ deposits and is therefore theoretically 
able to meet the demand for credit at any 
time. A sovereign monetary system, on the 
other hand, presupposes sufficient savings 
and the central bank is not flexible enough 
to react quickly enough to changes in de-
mand. This would lead to credit shortages, 
which in turn would harm the economy. 
First of all, this unrealistically idealizes the 
flexibility of today‘s credit money creation. 
On the one hand, the excessive lending 
during the boom with the consequence of 
asset bubbles and the credit crunch in the 
following crisis are misappropriated. 

In a sovereign monetary system, both 
would no longer exist in this form, but it 
would be expected that lending would be-
come more stable and that countermea-
sures could be taken much earlier in the 
event of economic mistakes. Moreover, in 
the current monetary system, a large part 
of the credit flows not into the real eco-
nomy but into speculation. However, the 
economy can confidently work without 
this.  In the transition to sovereign mo-
ney, only the existing commercial bank 

money of the banks is converted into  
digital money of the central bank. The 
same amount of money remains in cir-
culation. Therefore the banks have many 
possibilities to finance future credits to 
customers:  The money from the redemp-
tion of existing loans can be newly all-
ocated. The banks can raise new savings 
money or issue bank bonds. They can bor-
row money from other banks or from the 
money and capital market. To the extent 
that the state pays off its debts through 
the conversion gains of the sovereign mo-
netary reform, the previous holders of go-
vernment bonds can offer their money to 
the banks. If necessary, the central bank 
can also provide additional loans to the 
banks in a Sovereign Monetary System 
to encourage lending. Technological pro-
gress and digitization have already pro-
duced many new forms of lending among 
private individuals and crowdfunding. It is 
to be expected that such forms of finan-
cing will continue to gain in importance in 
the future and that an increasing portion 
of the economy‘s financing needs can be 
met without the involvement of banks.

5. „A sovereign monetary reform would lead to 
a shortage of money and credit and therefore 
harm the economy“
 

In a sovereign monetary system, the interest 
rate largely becomes a market instrument 
that balances the supply and demand for 
credit. One argument for a low interest rate 
would be that the Sovereign Monetary Sys-
tem as a whole would provide more stability 
and security. 

Criticism of the rising interest rate, in turn, 
implies a shortage of available deposits for 
lending, for example, because savers are 
only prepared to entrust their money to a 
bank if the interest rate is high because de-
posit insurance is no longer available. One 
may assume, however, that banks will offer 
secured forms of investment with particu-
larly low risk for risk-averse investors, which 
then naturally yield a lower return.

How the equilibrium interest rate really 
develops after a sovereign money reform 
depends on the expectations and decisi-
ons of savers and investors and therefore 
cannot be determined in advance. Howe-
ver, the central bank would have the pos-
sibility to counteract undesirable large 
fluctuations by providing the banks with 
additional money in the form of loans, 
reducing money creation or adjusting its 
open market activities accordingly.

6. „A sovereign monetary reform would raise 
the interest rate too much / lower it too much 
and that is bad.“
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The problem of misuse of money crea-
tion by the state can be prevented by 
embedding the central bank in a demo-
cratically legitimized set of rules as an in-
dependent fourth power / state authority. 
The monetary authority is bound by clear 
monetary policy goals via law and will the-
refore only create new money as a result of 
its independent monetary policy. 

The monetary policy of the central bank 
must serve the overall interests of the coun-
try. It controls the money supply, guaran-
tees price stability and ensures that neither 
a shortage of money nor a glut of money is 
created. It is therefore impossible for the 
monetary authorities to create excessive 
amounts of money to meet the wishes of 
parliament or the government if this does 
not currently serve to fulfil their objectives 
(e.g. price stability, full employment).   

In general, the accusation of abuse also 
seems to be of little concern in developed 
and democratically organized economies. 
Historical hyperinflation has generally not 
been primarily the problem of state abuse, 
but rather the symptom of a collapsing eco-
nomy, for example as a result of war, finan-
cial crises, etc. Historically, there are also 
functioning examples of state money creati-
on that was carried out responsibly, e.g. the 
American Greenback or the state financing 
of the Canadian economy until the 1970s 
under the Bank of Canada Act.

7. „A sovereign monetary reform would lead to 
(hyper)inflation, since the state would abuse 
the creation of money.“ 

Deflation occurs when too little demand-ef-
fective money flows in the economic cycle 
about the supply of goods and services, 
thereby lowering the general price level. 
However, this is by no means to be expec-
ted in a sovereign monetary system, since 
the central bank/monetary authority could 
directly and immediately create additional 
money to counteract such developments. 
New money could flow into the system both 
through government spending and through 
a citizens‘ dividend („helicopter money“) 
- depending on how the mandate of the 
fourth power is formulated and what the 

fourth power deems appropriate from case 
to case. Deflation would therefore only be 
possible in the event of a serious failure of 
the central bank, i.e. if it fails to fulfil its legal 
mandate. In the current monetary system, 
on the other hand, the central bank is not 
directly able to influence the money supply. 
For this reason, the inflation target has not 
been achieved in the EU in recent years, so 
that deflation is imminent and has already 
occurred in some countries.

8. „A sovereign monetary reform would lead  
to deflation (general reduction of the price  
level).“ 
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In a sovereign monetary system, the pow-
er of the emerging central bank would be 
limited by a democratically legitimized set 
of rules and controlled by the other three 
state organs. The central bank would have a  
direct influence on the money supply, and 
in the event of abuse of power or miscon-
duct, deflation or inflation would be the 
direct result, and appropriate personnel 
consequences could be drawn.

Moreover, it must be remembered that the 
current central bank is in a dilemma due 
to the system-inherent bank run problem 
of covering up bank failures and crises.  
In particular, otherwise, there is a threat of 
systemic collapse. For this reason, today‘s 
central banks usually act covertly and in- 
transparently. In the sovereign monetary 
system, this systemic instability would no 
longer exist and central banks could act 
much more transparently. We see the cur-
rent system with decentralized, very power-
ful banking institutions as highly damaging 

to democracy. On the one hand, banks 
that have the powerful privilege of creating 
money are not committed to the common 
good, but in the majority of cases act only 
according to profit-maximizing principles. 
On the other hand, the banks determine 
where the money flows.  In this way they 
decide on a considerable part of our soci-
al development. In a sovereign monetary 
system, in which newly created money is 
primarily brought into circulation through 
government spending, the conditions for 
channelling this money into socially desira-
ble areas are much better.

9. „The central bank/monetary authority would 
become too powerful and that is a danger to 
democracy.“
 

It is true that the creation of money is natio-
nalized, which for the reasons mentioned 
above can be seen as added value for demo-
cracy. However, the central bank/monetary 
authority should only decide on the optimal 
amount of money, i.e. it should prevent 
both money glut and money shortage and 
ensure that payment transactions function 
smoothly even in times of crisis.  

The decision on the use of money remains 
with the state and the lending decision re-
mains with the banks. Sovereign money 
therefore has nothing to do with a planned 
economy or socialism.  Sovereign money 
reform is a regulatory policy that creates a 
sensible framework within which economic 
actors can then operate largely unhindered. 
Sovereign Money could therefore be used 
to simplify or reduce many other highly bu-
reaucratic financial market reforms and re-
gulations (e.g. Basel III, deposit insurance). 
The current system tends in the opposite 
direction: no meaningful framework rules 

and heaps of bureaucratic regulations to 
improve and act on symptoms.

Sovereign money thus promotes a fair mar-
ket economy and free competition. Since 
banks have so far been able to produce 
electronic money themselves, enjoy the 
benefits and profits of this money creation, 
but are rescued by the state in times of cri-
sis, banks today have an advantage over 
other entrepreneurs in the market. Such 
distortion of competition does not fit in with 
a free market economy. The Sovereign Mo-
netary Reform again creates a level playing 
field for all companies - including those in 
the financial sector.

10. „Sovereign Monetary Reform is too bure-
aucratic and leads to a planned economy.“
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This criticism assumes that the free mar-
ket can automatically produce the optimal 
amount of money for the economy. But 
even if it were true that banks collectively 
have better information than a state ins-
titution, the fundamental problem is that 
banks, as profit-maximizing enterprises, 
have no interest in creating the economical-
ly optimal money supply. Rather, they draw 
the amount that maximizes their profits - 
too much in the boom and too little in the 
crisis. Only an institution that is committed 
to the common good and the law can be 
entrusted with the provision of a socially 
optimal money supply. Therefore: Better 
roughly right than precisely wrong.  
Moreover, in a society based on the division 
of labor, money is a condition of existence 
and a necessary economic infrastructure. 

Money should therefore be issued by the 
state on behalf of citizens because without 
money there is no market access and wit-
hout market access, there is no possibility 
of existence, both on the side of consumers 
and on the side of producers. That is why 
we need a state-regulated monetary system 
that guarantees all participants secure and 
fair access to money and payment transac-
tions. Money becomes a public good.

11. „The money supply cannot be effectively 
controlled by a central, state authority. Banks 
are much more likely to know what the opti-
mal money supply is.“ 

Free banking means that all money is pro-
duced by private companies and the central 
banks are abolished. We might then have 
Apple money, Google money, Deutsche 
Bank money, etc. Exchange rates would 
form between these different currencies 
and, according to the advocates of free ban-
king, the best and most stable currencies 
would prevail in competition.

Free banking, however, thinks too briefly, 
because currencies are a natural monopoly 
- like social networks, e.g. Facebook, one 
currency would emerge after a short time 
and quickly drive others from the market. 
Most citizens would be at the mercy of this 
currency and the door would be opened to 
abuse by the „manufacturer“. The most as-
sertive companies would benefit from the 
creation of money. If these companies were 
in trouble, the state would be forced to bail 
them out to ensure payment transactions.  

In the 19th century, free banking existed in 
the USA with over 1,000 currencies. It was an 
El Dorado for counterfeiters and bankrupts. 
That is why paper money was nationalized 
in almost every country in the world. The 
same thing must now happen with digital 
money.  For advocates of local currencies, 
it should be added that a sovereign money 
reform allows other currencies - the main 
thing is that there is a superior legal tender 
issued by the state.  

12. „A competition of currencies (‚free ban-
king‘) would be better than sovereign money.“
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First, it is questionable why economic ac-
tors should switch to money substitutes 
when there is no shortage of money. But 
even if alternative means of payment were 
to emerge after a sovereign monetary re-
form, sovereign money would still be a state 
means of payment as a safe alternative. 
Whoever nevertheless uses other forms of 
money would then also bear the risk of loss/
misuse and will not be saved by the state - 
the principle of liability would be realized. 
If, for example, a credit bubble is created by 
new money substitutes, the „players“ bear 
the losses when the bubble bursts.  

 Moreover, it would be very impractical for 
most citizens to hold different currencies. 
They would therefore limit themselves to 
government money, in which they would 
also have to pay their taxes and other char-
ges. All in all, it is therefore very unlikely 
that money substitutes would prevail to any 
significant extent after a sovereign money 
reform.

If sovereign money is expected to increase 
financial stability and general security, it 
is likely that more capital would flow in. If 
sovereign money is expected to be bad for 
the economy, the capital flight could be the 
consequence.

However, the impact on international ca-
pital movements is not expected to be too 
great. In extreme cases, capital controls 
would have to be introduced. However, 

this applies equally to the current moneta-
ry system. Since extreme capital flows are 
generally of a speculative nature and are le-
veraged by credit money creation, it is more 
likely that sovereign monetary reform will 
stabilize capital flows and link them more 
closely to real economic needs.

13. „After a sovereign monetary reform new 
money substitutes would arise, therefore a  
reform would be ineffective.“ 

14. „A sovereign monetary reform would lead to 
capital flight/capital glut.“

Monetarism refers to the doctrine that the 
money supply is the most important target 
variable for controlling price stability, but 
has not been able to prove itself historically. 
Monetarism was postulated by Milton Fried-
man as an alternative to demand-oriented 
Keynesianism. Especially „Keynesian“ eco-
nomists therefore have great reservations 
about anything that sounds in any way like 
monetarism or money supply control.

Monetary control in a sovereign monetary 
system, however, is only superficially com-
parable with the monetarist monetary poli-
cy of the 1980s. At that time, attempts were 
made to control the growth of the total 
money supply by controlling the monetary 
base (cash + central bank money), based 
on the incorrect theory of the money mul-
tiplier. Since the money multiplier assumes 
that banks lend out deposits and multiply 
them, it confuses cause and effect. By con-
trolling the monetary base, however, the 
central bank can neither effectively restrict 
nor effectively stimulate banks‘ credit mo-
ney creation. Therefore the approach could 
not work. 

In a sovereign monetary reform, the cen-
tral bank/monetary authority would not 
adhere to a rigid money supply target in 
their monetary policy, but would mere-
ly use money supply adjustment as the 
main instrument. In doing so, it would 
also have a direct influence on the money 
supply: if, for example, the money supply 
is increased by a transfer to the treasury, 
additional money created flows directly 
into the economy via government spen-
ding and can thus immediately provide 
an effective stimulus to demand.  What is 
also decisive here is what the additional 
money is used for. At present, the central 
banks are creating large amounts of mo-
ney by means of „quantitative easing“, 
but this money is almost exclusively in-
vested in assets and thus only serves to 
break up a new financial market bubble, 
but does not reach the real economy. Ho-
wever, to conclude from this that the mo-
ney supply in general has no effect on the 
demand and prices of consumer goods is 
too short-sighted.

15. „Sovereign money is monetarism 
and therefore does not work“.
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The gold standard is historically outdated. 
Gold and silver were the developed form 
of commodity money in traditional socie-
ties. In modern society, money is now only 
of an informational nature, i.e. pure sign 
or token money. It is literally written into 
the books out of nowhere by the central 
and commercial banks authorized to do 
so.  This is precisely why it is of such great 
legal and economic importance with regard 
to the money supply that there is someone 
under whose complete control and respon-
sibility the creation of money takes place.  

Money cannot, in principle, be covered by 
other money. The real coverage of money 
is expressed in the purchasing power of 
money and arises from the productivity of 
the economy. It consists of the equivalent 
value of the continuously created economic 
product. Money represents a value only to 
the extent that it is counterbalanced by the 
continuously produced GDP in the form of 
goods and services. Anchoring of the mo-
ney supply of gold therefore also represents 
a senseless restriction.

In a sovereign monetary system, banks of-
fer the same services as today: payment 
transactions, lending and asset manage-
ment. The only difference is that now 
they can no longer generate their own 
electronic money, but must operate with 
sovereign money that they collect them-
selves on the financial market or borrow 
from customers.  The Sovereign Monetary 
Reform aims only at „nationalizing“ the 
creation/production of money and not at 

nationalizing the granting of credit, i.e. 
the lending or brokering of money. It is 
about providing the total amount of mo-
ney necessary for the real economy. Even 
in a sovereign monetary system, the cen-
tral bank/state authority does not grant 
loans to companies or private individuals. 
This does not rule out the possibility that 
there are „state“ banks that act on behalf 
of the state but have no access to money 
creation.

16. „Sovereign monetary reform is a 
return to a gold standard.“

17. „Sovereign monetary reform is a nationali-
zation of banks.“

Sovereign money promotes the traditional 
and solid banking business with the real 
economy. With Sovereign Money, banks can 
operate profitably and sustainably in the 
long term, because they continue to fulfil 
the important functions of payment trans-
actions, lending and various financial ser-
vices for society. However, sovereign money 
reform forces banks to compete with non-
banks and thus also promotes innovation. 

It is true that e.g. Germany, as a member of 
the Eurozone, cannot implement a sove-
reign monetary reform on its own. This can 
only be done together with the entire Euro-
zone or by Germany leaving the Eurozone. 
Therefore it is certainly much more likely 
that a Sovereign Monetary Reform will first 
be implemented by a country with a sove-
reign currency, such as Switzerland, Cana-
da or Iceland. However, this is no reason 
not to advocate sovereign monetary reform 

in Germany already now, because political 
reforms take time. If another major crisis 
suddenly creates the political will for major 
financial market reforms, the reform pro-
posal must be well prepared and „ready to 
implement“.

18. „Banks would become unprofitable and could 
no longer exist.“

19. „Sovereign money would not be possible for 
EU member states on its own, but only if all euro 
countries were in agreement. This is hardly to be 
expected.“
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Once banks, savings banks and cooperative 
banks have dealt with Sovereign Monetary 
Reform in detail, they will recognize the ob-
vious advantages of reforming the moneta-
ry system towards Sovereign Money. Espe-
cially the smaller banks, savings banks and 
cooperative banks, which are strongly ori-
ented towards the real economy, as well as 
their customers and members, will benefit 
from the Sovereign Monetary Reform. This 
is because they are particularly affected by 
the even stricter regulatory requirements 
resulting from the financial crisis.

If all the additional bureaucratic tasks and 
requirements that were imposed in the 

course of the financial crisis in recent years 
were to be eliminated, banks, savings banks 
and cooperative banks could once again de-
vote themselves to their actual mission: The 
promotion of the region and the promotion 
of its members. It is worthwhile to commit 
oneself to this.

The majority of people assume that we al-
ready have „sovereign money“ and that 
money already works like this today. Our 
money is man-made and not a law of na-
ture: together we can shape it so that it is 
once again sustainable, stable, just and de-
mocratic.

20 „Sovereign monetary reform cannot be  
implemented politically against the resistance 
of the banks. One should therefore not even 
try it.“
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„In fact, additional book money is always created 
when a bank grants a loan. The widespread idea 
that a bank ‘can also pass on old, previously created 
bank money, e.g. savings deposits,’ which does not 
increase the money supply, is not true.“
   
Deutsche Bundesbank website - In depth: FAQ on 
money creation

“Money creation in practice differs from some popu-
lar misconceptions:
- Banks do not act simply as intermediaries, lending 
out deposits that savers place with them
- nor do they multiply up central bank money to cre-
ate new loans and deposits.
- Whenever a bank makes a loan, it simultane-
ously creates a matching deposit in the borrow-
er’s bank account, thereby creating new money.” 

McLeay, M., Radia, A.,and Thomas, R. (2014) Money 
creation in the modern economy, 
Bank of England Quarterly Bulletin 2014 Q1
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