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"Of all the many ways of organizing banking, the worst is the one we
have today."
(Mervyn King,® 2010)

Today | shall not talk about the short-term challenges facing banks,

such as the evolution of interest rates or taxes, the economic

situation, the legacy of unproductive assets, or the changes in

regulatory requirements. | will try to find out whether, within the
technology-gener ated changes, there is one
other words one that can produce a radical change in the banking

activity of such importance that, as is happening with other

industries*, it forces private banks to transform themselves into

companies very different from those that exist today.

Neither wild@ | deal today with the ef
banking, because, although they are ¢
guestion the current banking system, which allows private banks to

create money. This privilege of being able to create money is the

source of the current systemods fragi/l
unchanged, it will still be necessary to apply exceptional regulatory

and budgetary remedies to avoid the disastrous consequences of

banking crises.

Today | will highlight a technological advance to which, until now,
the media has not paid much attention but which could lead to a

L Preliminary intervention in the Seminar held at the Areces Foundation on February 6, 2018.

2 Governor of the Banco de Espafia from 2006 to 2012.
8 Governor of the Bank of England from 2003 to 2013.
4 Such as travel agencies, taxis, telecommunication monopolies, etc.



radical change in the banking system since it would avoid the effects
of banking crises and at the same time allow deregulation and
liberalization of credit activity, currently strongly intervened by the
State. | am referring to the spectacular advance in the capacity of
computing and digital storage, which makes it possible for digital
money -97% of which is now issued by private banks in the form of
deposits- to be issued by the Central Bank.

This technological advance will bring about a change similar to the
one that occurred in the mid-nineteenth century when paper-money
stopped being issued by private banks and all banknotes were
issued exclusively by the Central Banks. | will dedicate this talk to
explaining the effects of such an apparently innocuous measure, like
allowing all economic agents to deposit their money in the Central
Bank, which would be the only one authorized to create money. The
adoption of this measure would have disruptive effects, it would
mean a radical change, not only because it would stop the banking
crises that have very dramatic social and economic consequences,
but also because the credit activity could be fully submitted to
competition, without protection or privileges granted by the State.

The measure, in principle, is very simple, since it only involves the
lifting of a ban. It is a reform of the kind proposed by the enlightened
economi st g:aiffleadoisgaavizcitowas previously
forbidden. Today, only private banks can hold deposits in the
Central Bank. The reform would mean allowing families and
companies to do what private banks already do: to deposit their
money with the Central Bank, where the money is totally safe. The
measure is very simple but its effects would be far-reaching because
the money kept in the Central Bank is actually money, they are
pounds or dollars, while the money issued and maintained by the

private banks is not -money¢o, batiAipabmE

to return moneyo, and this is what

periodically, individual or generalized, banking crises occur.

Today private banks can usually keep their promise to return the
money to depositors, but they cannot always fulfil this obligation,
and to prevent this from happening, so that, even if they fail to
satisfy what they promised, depositors believe that their money is

me



safe and that the payment system does not blow up, it is essential
that the State protect banks with a number of absolutely exceptional
privileges. These privileges - which no other financial institution
enjoys today - are the securing of deposits, the provision of liquidity
by the State when they fail to obtain it in the market, the injections of
public capital, the exemptions from competition legislation and many
others.

However, the digital money deposited in Central Banks does not

need any protection from the State since their deposits are not
Apromiseso to return money, rather tF
Therefore, at no time would citizens run the risk of not being able to

withdraw or transfer money from their deposits. The banking crises

could no longer occur, with which citizens would stop suffering and

paying the cost of these crises.

The cost of banking crises is immense and avoiding that cost is what
currently justifies the State allocating a huge budgetary and
regulatory effort to protect private banks. Public opinion only realizes
a very small part of the total cost of banking crises. So in Spain most
people are outraged that the State has had to inject 40 billion euros
to bail out the banks, with no chance of recovering these sums.
However, even though that is a huge figure, it does not give an idea
of the overall cost® that Spaniards have paid (and will have to
continue paying) for the latest banking crisis.

If the digital money were issued and maintained by the Central
Bank, there would be no banking crises but, undoubtedly, as is
currently the case, other types of financial crises would continue to
occur, such as, for example, stock market crises, investment fund

SThe bi ggest costs of banking crises are not the t a>
bail out the banks, but rather the macroeconomic damages. The costs in terms of loss of GDP,

increase in unemployment, destruction of companies, etc., are immense. These costs are the

consequence of the pricking of the credit and debt bubble produced by a monetary system that

can only create money if at the same time it creates debt. The macroeconomic collapse has had

monstrous budgetary effects (reduction of income and increase in public spending) that have

|l ed to an increase in public debt of U600 billion t|I
are the 40 billion used to bail out the banks, enough to outrage anyone, but that only gives a

small idea of the total cost of the crisis caused by the exaggerated expansion of bank credit.



crises, those of hedge funds and many others. But these non-
banking financial crises have a fundamental feature that makes
them less burdensome for citizens and that is that the costs® of
these are assumed by those who lent or invested in the stock
market, investment funds or hedge funds. Contrariwise, the cost of
banking crises is borne by all citizens.

Another very positive consequence of having Secure Money’ is that
the entities that take over from current private banks could be left
unprotected and lose their privileges, and they would be subject to
market rules, like the other financial institutions that are not banks
and like any non-financial enterprise. All the regulations created to
protect banks, that are ultimately explicit or implicit public subsidies
to those entities, could be removed, because they would no longer
be necessary for citizens to trust their deposits.

To begin with, deposit insurance would no longer be necessary. The
State would not have to guarantee this low-cost financing to private
companies. The role of Central Banks in providing huge amounts of
money to private banks when they do not have liquidity would also
disappear as it would be unnecessary. And of course the need to
inject public capital into private financial institutions when they have
solvency problems would disappear. While there was no alternative
to deposits in private banks, all these privileges have been justified.
But as soon as there is a feasible alternative, such as deposits in the
Central Banks, public opinion will not tolerate maintaining those
privileges and public protection to private entities because they are
extremely expensive® in budgetary and macroeconomic terms and
would no longer have any justification.

Yet, in addition to suppressing the package of protective regulation,
given that the enterprises taking over banks would be disciplined by

6 Direct costs. These non banking crises may have some indirect effect as a result of the effects

of changes in the wealth of some agents but they are obviously minimal compared to those of

banking crises. Consider the stock market crisis of 1987, the crisis of the fixed-income

invest ment funds of 1994 or the fidot comd crisis at
7 | use this expression of Secure Money, as it would be cumbersome to continuously refer to the

ilCentr al Bank Digital Currencyo (CBDC in English)

8 We have discussed the cost of the current system when crises occur. But there is another cost

that is paid when there is no crisis: that of the implicit subsidies of the protections and privileges

of the State.






