Interview with Mark Schroers in Börsen-Zeitung

1. What do you think about the idea of introducing "Vollgeld"?

This initiative has sparked a welcome discussion of a fundamentally important issue, the nature of the monetary system which now exists in all market driven economies. Current accounts at private banks are thought exchangeable for central bank notes and therefore are thought equivalent to “money”. This system has many downsides and it is important to reflect seriously on the available alternatives. 
As for this specific “Vollgeld” proposal, The Swiss National Bank and the Swiss Government have argued vigorously against it. In part, at least, their concern is based on the danger of introducing a wholly untried system in Switzerland while the rest of the world continues on the old path. Experimentation in this area is clearly desirable but it is also natural not to want to be the guinea pig. 
2. The general idea behind "Vollgeld" is to withdraw from banks the ability to create money. Has this kind of money creation been a real problem in the past so that "Vollgeld" could make the system safer?

Most people think that banks only lend money that has been saved and then deposited with them. While most economic textbooks confirm this belief, it is in fact wholly false. Private banks create money whenever they make a loan by crediting your deposit account (a new liability) and simultaneously recording the loan as a new asset. In effect, this means that banks can make loans in amounts that greatly exceed the amount of reserves that they themselves hold at the central bank. 
One advantage of this system, is that it makes credit more freely available and spurs economic growth and job creation. Yet, this system can easily get out of hand, creating too much money and encouraging inflation, or creating too much credit leading to “boom – bust “ cycles that can be enormously costly. Further, should suspicions arise as to the capacity of a bank to exchange all its deposits for central bank notes, a disruptive bank “run” could easily follow. The Vollgeld initiative would eliminate these downsides, but also the upsides as well. 


3. You have said recently that our monetary system has "failed": What do you mean exactly?

Our monetary and regulatory system is in fact a very strange hybrid. To cope with the possibility of costly bank “runs”, we have introduced safety nets such as deposit insurance and the possibility for banks to get short term credit (lender of last resort facilities) from central banks. However, knowing that they have this support, banks are encouraged to engage in more imprudent behaviour, such as making excessively risky loans or loans of long duration that imperil their liquidity. To offset this tendency, government then feel they have to regulate the banking system. However, regulation of the system then leads to evasion, and the creation of “shadow banks” which are themselves subject to runs. This then call for more safety nets, more regulation and more evasion in a never ending dynamic. Looking back at the financial crisis that broke out in 2008, we see precisely this dynamic in play. The system as a whole needs to be reevaluated.

4. And what has to change?

It is often much easier to diagnose a problem than to propose a solution. The Vollgeld solution has many positive attributes, but does constitute such a radical change from the status quo that many find it unsettling. Moreover, in a recent book called “The End of Banking”, Jonathan McMillan suggests that the proposal still leaves unresolved the problem of financial innovation and the creation of “money- like “ alternatives to central bank money. 
While some feel that post crisis regulatory reforms have significantly reduced the chances of future financial crises, others beg to differ. They suggest the need for new measures, but ones that are less radical than the Vollgeld proposal. Among these would be a very significant increase in the level of regulatory capital held by banks and other financial institutions. Another would be measures to roll back recent trends towards globalisation, consolidation and securitization in the financial industry – all of which have associated dangers. These and other such proposals are worthy of careful evaluation as to their pros and cons.


5. Do you see a risk that the next big crisis could be a crisis of confidence in public money?

Public money is a form of public debt, and there is no doubt that too much public debt can lead to a crisis of confidence. Indeed, one of the concerns about sovereign money is that governments will try to put pressure on “independent” central banks to finance ever growing deficits. That worry admitted, if governments can replace interest bearing liabilities with the issue of interest free money, their deficits will fall not rise. 
Even under the current system, there are concerns in many countries that sovereign debt ratios (to GDP) are uncomfortably high. Unfortunately, as seen in Greece, efforts to cut deficits can sometimes lead to even greater decline in GDP, making a bad situation worse. Not surprisingly, this has led to a vigorous debate about the advantages and disadvantages of debt restructuring of one form or another.
6. What do you think about cryptocurrencies like Bitcoin and should central banks issue digital central money for all in the future?

The recent issue of crypto currencies could be another indicator of growing unrest about the stability of the current monetary and regulatory system. However, if so, then the monetary value of these cryptocurrencies should be related to fears of rising inflation and a loss of confidence in the real value of government liabilities. Such a link is hard to see, implying that the price of Bitcoin and other cryptocurrencies is being driven by sheer speculation. This is not something that governments should wish to encourage, to say nothing about the use of such currencies for illegal activities. 
[bookmark: _GoBack]As to whether central banks should issue digital currency for all, this issue is now being widely debated by central banks. As with all proposals concerning public policy, not least the Vollgeld proposal, the possibility of unexpected consequences should not be underestimated. It is worth taking time to think through what these might be. In short, the jury is still out, and should be.


