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ABSTRACT

In addition to the problems caused by money being fiat, most modern money is moreover created not by
governments but by the privately-owned banking systems as debt to themselves. This is not only grossly
contrary to all traditions of natural justice, it is also unconstitutional. This problem has been understood
and publicised by many politicians and writers over centuries, but it is still not widely known due to
the financial and political power of the perpetrators. Since it is also the main cause of the continuing
increase in inequality in all the rich countries, the “great reset” being advocated by those in charge of
the present system is clearly not fit to become the new basis of the economic system.

INTRODUCTION

“If the American people ever allow private banks to control the issue of their currency, first by inflation,
then by deflation, the banks and corporations that will grow up around them will deprive the people of
all property until their children wake up homeless on the continent their fathers conquered.” — Attributed
to Thomas Jefferson, 3rd U.S. President, immortalized at Mount Rushmore

As discussed in chapters 1 and 2, most money nowadays is fiat, and is not sufficiently robust against
inflationary political pressures to provide a solid basis for the world economy. However, there is another
important reason why the current system is coming to the end of its usefulness, due to a fundamental flaw
in the money systems used in most countries today, which has been introduced by stealth over the last
few centuries. In the history of paper money discussed above, a major role was played by banks, which
are the descendants of the “money-lenders” of an earlier era. As well understood nowadays, though not
at the time, a major feature of money-lenders’ business was systematic fraud, nowadays euphemized
as “fractional reserve banking”, which enables banks to literally create money — formerly the exclusive
preserve of governments. This has grown and spread to the extent that nowadays nearly all money is
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created not by governments for the benefit of the public, as was done through most of history, but by
banks as interest-bearing debts to themselves.

3.1 MONEY CREATION BY PRIVATE BANKS

Part of traditional money-lenders’ business was to store customers’ gold and provide them with signed
notes stating how much gold they possessed, which were more convenient for making business pay-
ments than carrying physical gold. They also lent their gold to other customers, by lending them similar
notes to use for payments, charging them a rate of interest. In doing this, gold merchants learned that
they could use the same gold to back several times as much in paper notes as they actually possessed in
gold — thereby earning several times more in interest payments — provided that they could always repay
any customer who wanted to take their gold back. At a time when well-run farms and other businesses
could grow their output by 2-3% per year, bankers could earn about 10 times this on their capital, perhaps
30% per year. This led to the unjust and socially destructive enrichment of financiers over productive
industries which has continued over the centuries to the present day.

This theft of the wealth of the population was not widely understood by its victims — nor by anyone
else. A famous phrase describing this process of stealing a tiny amount from everyone is “Death by a
thousand cuts”: each little cut is insufficiently important for people to take steps to counteract, but if al-
lowed to continue they cumulatively become fatal to the successful functioning of the economy, whereby
those who work productively should become rich, not those who dishonestly manipulate the money sup-
ply. This would be equivalent to a situation in a large company in which the accountants write fraudulent
accounts that make the accounting department ever richer, while all other employees’ salaries decline.

An early example of the popular discontent caused by the injustice of unbridled money-lending fraud
was the preparation in 1215 of the historic British treaty known as “Magna Carta”. Although the historic
document, which the local rulers in Britain forced then King John to sign, covered many issues, two of
its clauses were to the effect that a debt to a money-lender must not continue to burden a debtor’s widow
or their children after the debtor’s death.

Today, the profit that a bank earns by creating a “bank deposit” when it authorises a new loan to a
customer is similar to earlier money-lenders’ practice of lending several times more paper money than
they had gold, which enabled them to enrich themselves at the expense of the communities and markets
within which they operated. Nowadays this practice by banks is dignified with the name “fractional
reserve banking”, which enables banks to receive the profits from creating money “out of thin air”.

As a result of the growth and spread of this system, most of the money used in most countries today
is created by the banking system as debt to the banks. This system is very different from the creation
of debt-free money in the past by the king or government in order to pay for activities necessary for
the public good, most fundamentally national defence and justice. It hardly needs to be explained that
permitting a small group of private citizens — that is non-governmental bankers — to create and use
debt-based money as they wish is contrary to all concepts of justice, honest government or democracy.

1. Itis unfair and indeed unconstitutional — the limitless profits of seigniorage should only ever go to
the people, as represented by their government.

1716



10 more pages are available in the full version of this document, which may
be purchased using the "Add to Cart" button on the publisher's webpage:
www.igi-global.com/chapter/unsustainability-of-debt-based-money/310916

Related Content

Urban Green Innovation Ecosystem to Improve Environmental Sustainability

José G. Vargas-Hernandezand Jessica Davalos-Aceves (2022). International Journal of Circular Economy
and Waste Management (pp. 1-9).
www.irma-international.org/article/urban-green-innovation-ecosystem-to-improve-environmental-sustainability/288503

The Effects of Innovation Policy on Science-to-Business Collaboration: The Case of Serbia
Isidora Avram Berahaand Sonja Obrad uriin (2022). Impact of Open Innovation on the World Economy (pp.
83-110).
www.irma-international.org/chapter/the-effects-of-innovation-policy-on-science-to-business-collaboration/299107

Legislation and Policies for the City of Windhoek to Carry on With Water and Sanitation Service
Delivery in Havana Informal Settlement

Tekla Amutenya, Maxwell Chufamaand Efigenia Madalena Semente (2024). International Journal of
Circular Economy and Waste Management (pp. 1-11).
www.irma-international.org/article/legislation-and-policies-for-the-city-of-windhoek-to-carry-on-with-water-and-sanitation-

service-delivery-in-havana-informal-settlement/340930

An Exploratory Study on Personal Finance in the Context of COVID-19

José G. Vargas-Hernandez (2022). Transitioning From Globalized to Localized and Self-Reliant Economies
(pp. 54-64).
www.irma-international.org/chapter/an-exploratory-study-on-personal-finance-in-the-context-of-covid-19/293468

Salesmanship Skills in COVID-19 Times: Is There Any Impact on Sales Strategy Implementation
and Performance?

Pedro Mendonca Silva, José Freitas Santosand Victor Ferreira Moutinho (2022). COVID-19 Pandemic
Impact on New Economy Development and Societal Change (pp. 264-278).
www.irma-international.org/chapter/salesmanship-skills-in-covid-19-times/293599



http://www.igi-global.com/chapter/unsustainability-of-debt-based-money/310916
http://www.irma-international.org/article/urban-green-innovation-ecosystem-to-improve-environmental-sustainability/288503
http://www.irma-international.org/chapter/the-effects-of-innovation-policy-on-science-to-business-collaboration/299107
http://www.irma-international.org/article/legislation-and-policies-for-the-city-of-windhoek-to-carry-on-with-water-and-sanitation-service-delivery-in-havana-informal-settlement/340930
http://www.irma-international.org/article/legislation-and-policies-for-the-city-of-windhoek-to-carry-on-with-water-and-sanitation-service-delivery-in-havana-informal-settlement/340930
http://www.irma-international.org/chapter/an-exploratory-study-on-personal-finance-in-the-context-of-covid-19/293468
http://www.irma-international.org/chapter/salesmanship-skills-in-covid-19-times/293599

