Sovereign Money Initiative Committee

24 April 2018

Clarifications to the SNB’s FAQ about the Sovereign Money
Initiative

The SNB has published a document “Swiss sovereign money initiative (Vollgeldinitiative): frequently

asked questions” dated Sth March 2018. The link to the original is here.

There is some information in this document which is based on misunderstandings, and other
information which is merely opinion. Our aim here is to add clarification.

Below we reproduce (cut and paste) the SNB document with our clarifications added.

General

Why has the SNB become involved in this political discussion
in the first place?

= It 15 true that the SNB does not usually make pronouncements on political 1ssues. However,
it has decided to take a position on this matier as acceptance of the Swiss sovereign money
imtative | Fellgeldinitfanve) would fundamentally change the Switzerland's monetary
syalem, create new tasks for the SNB and have a direct impact on its monetary policy.

= Generally speaking, the SNB bears a responsibality when it comes to political discussions
that darectly concern the monetary syatem and the ful ilment of the SNE s statutory
mandate. In such cases, it acts on its duty to provide mformation to ensure that voters can
make an informed decision,

Sovereign Money Initiative Committee:

Agree absolutely that voters should be provided with information to make an informed decision. Our
air here is to differentiate between facts and opinions, and to correct misunderstandings.

Why is the SNB opposed to the initiative?

= The SNB shares the concerns expressed by the Federal Council moats dispatch on the

tiative,

Sovereign Money Initiative Committee:

We do not agree with the main points in the Federal Council’s dispatch on the initiative. Our
response is here.


https://www.snb.ch/en/mmr/reference/media_dossier_vollgeld_qa/source/media_dossier_vollgeld_qa.en.pdf
https://www.snb.ch/en/mmr/reference/media_dossier_vollgeld_qa/source/media_dossier_vollgeld_qa.en.pdf
https://www.vollgeld-initiative.ch/fa/img/Stellungnahmen_deutsch/2016_12_19_Stellungnahme_zur_Bundesratsbotschaft_Vollgeld-Initiative.pdf
https://www.vollgeld-initiative.ch/fa/img/Stellungnahmen_deutsch/2016_12_19_Stellungnahme_zur_Bundesratsbotschaft_Vollgeld-Initiative.pdf

= The mtroduction of a sovereign money system would be an unnecessary experiment that
would radically transform the Swiss fmameial system. The reform would lead to uncertainty

and new nsks, and would rase costs for bank customers,

Sovereign Money Initiative Committee:

We are already currently living in a huge financial experiment with central banks enacting
“unconventional measures”: 20 years ago who would have dreamed that negative interest rates
would be in place and the SNB would be buying billions in shares in foreign companies? Central
bankers the world over will tell you in private that it is not a question of if there will be another
financial crisis, but when (see e.g. quote from Annelise Riles). Next time central bankers will have
fewer tools to cope — for instance, they can no longer lower positive interest rates to zero.

It shows a biased understanding when calling today’s fractional reserve system “tried and tested”
when in reality the SNB is navigating in unchartered waters. Ironically, historically it is actually this
sovereign money reform that has been tried and tested. In Switzerland in the 1800s banks could
print their own banknotes. This resulted in financial crises and instability. In 1891, there was a
referendum (notably initiated by the Swiss government and the parliament) in which people voted
to prohibit private banks printing banknotes, and to set up the SNB to issue bank notes in the
interest of Switzerland as a whole. This did not result in problems back then, and suggesting that
banks should be allowed to print banknotes again would be viewed as ridiculous.

Back at the end of the 19th century most people used banknotes and coins for their transactions.

Now 90% of the Swiss money supply for transactions is electronic rather than banknotes and coins.
The Sovereign Money referendum is just extending the accepted idea that it is the SNB which should
create Swiss francs to also cover the Swiss francs in our current accounts at banks.

We believe the implementation of a sovereign money reform would be a much lower risk path for
Switzerland than continuing on the current path with “unconventional measures”.

Regarding raising costs for banking customers:

It is true that when the interest rates were positive, the banks could profit directly from creating
electronic money (See NEF report). This will no longer be possible for “Sovereign Money” accounts
after implementation of a sovereign money reform.

However, with zero or negative interest rates — as now - the banks do not profit from creating
money any longer. Therefore, today there is no financial impact through the introduction of
Sovereign money. Many banks in Switzerland charge fees for their current account services to cover
their costs — which they can continue to do after a sovereign money reform. Market forces and
competition should limit the amount banks can charge, as now.

After a sovereign money reform, banks can make money from being intermediaries between savers
and borrowers due to the interest rate spread. Again, the costs to customers should be limited by
competition.


http://www.lawschool.cornell.edu/spotlights/annelise-riles-financial-citizenship.cfm
http://www.lawschool.cornell.edu/spotlights/annelise-riles-financial-citizenship.cfm
http://neweconomics.org/2017/01/making-money-making-money/
http://neweconomics.org/2017/01/making-money-making-money/

= hMoreover. o switch to sovereign money would entail moving away from the tried-and-tested
distribution of tasks between the central bank and commercial banks. The mitatve calls for
the SNB to guarantee the supply of credit to the economy by Inancial service providers.
Such a concenteation of tasks would expose the SNB to political ambitions,

Sovereign Money Initiative Committee:

The SNB would have no influence as to which of the banks’ customers receive loans after a switch to
sovereign money. That is a matter for only for the banks. The banks must have the funds available to
lend in advance of making a loan. The SNB can offer banks loans (for which it can set the interest
rates) to ensure that banks always have the funds they need available to lend into the economy.
Further to that, banks can get loans from other banks and use the savings deposits of their
customers. There is no means by which the SNB can tell the banks which individual customers should
receive loans, neither can the SNB force any bank to grant any loans. There may be political pressure
to raise or lower these interest rates the SNB sets — as there is now. The SNB must act in the best
interest of Switzerland as a whole.

It is true to say that the philosophy of the SNB would change. Today it has the philosophy of being
the bank for the banks, and a lender of last resort. After the sovereign money reform it would be the
bank for the people of Switzerland by providing the legal tender for everyone. The change of the
paradigm would be away from the thinking of the “British banking school” back to the Central Bank’s
role as sole issuer of sovereign money as proposed by the “British currency school”.

The institutions that create the money supply have power, and —it is true - may be exposed to
political ambitions. We believe that the people of Switzerland would be better served if the SNB has
this power, rather than private companies with a duty of maximising their profits for their
shareholders. The SNB has the mandate to act in the interest of Switzerland as a whole.

- The reform would entail constitutional changes with respect to monetary policy
implementation that would make it more difficult for the SNB 1o fulfil its mandate,

Sovereign Money Initiative Committee:

A sovereign money reform would give the SNB more tools in its toolkit, making it easier to fulfil its
mandate. Its existing tools would remain in force.

= The mnitative raises unrealistic expectations, particularly with regard to financial stability
and profit denved from the note-1ssuing privilege *seigniorage’)

Sovereign Money Initiative Committee:

With respect to financial stability — clearly we can’t control what happens outside of Switzerland. If
there is a global recession, Switzerland will be affected. However, we can make sure that people’s
Swiss francs are completely safe in their bank accounts — something which is not the case at the
moment. This is the focus of the initiative: make money (the means of payment) safe and
independent of the financial system, rather than fixing the shortcomings of today’s system.

We have especially tried not to promote the potentially enormous profits from seigniorage, as we
realise it will be prudent for the SNB to only gradually bring debt-free money into circulation.
(Further, in view of a balance sheet of over 800 bn CHF, it is clear that there will be more profit
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distribution (2018: 2 bn CHF) in the future, irrespective of Sovereign money). As the implementation
date of a sovereign money reform will be at least two years after the referendum, the SNB will have
ample time to set expectations. (Reminder: the SNB creates Swiss francs which can be either spent
into circulation — with seigniorage profit — or lent into circulation with much less associated profit).

= The iminative would complicate the implementation of monetary policy, Under the current
system, the SWNB can raise interest rates if monetary policy has become oo expansionary,
Under a sovercign money system, however, it 15 unclear how a restrictive monetary policy
(i.e, 3 reduction in the money supply) would be effected. The SNB would hardly be in a

position to reclaim money from the Confederation, the cantons or the country’s citizens.

Sovereign Money Initiative Committee:

The SNB could continue to set the interest rates at which banks can borrow money from it after a
sovereign money reform. This will influence the interest rates that banks offer their customers, and
therefore the demand for bank loans, as it is the case today. After a sovereign money reform the
SNB creates Swiss francs which can be either spent into circulation or lent into circulation. It would
clearly be prudent for the SNB to first learn about its new “tools” by lending most of the money into
circulation for which it can directly set the interest rate. By increasing the interest rate it offers, more
loans are likely to be repaid than taken out — thereby reducing the money in circulation.
Furthermore under the sovereign money system - just the same as now - the SNB can bring new
money into circulation by the purchase of foreign currencies, securities, Gold or other assets and at
any time the money supply can be reduced by the sale of these assets.

Over time the SNB could increase the amount of money spent into circulation by distribution to the
Confederation, the cantons or citizens, but never to 100% of M1 (note M1 is currently approximately
640 bn CHF). One cannot imagine circumstances whereby the SNB would want to, for instance, halve
the money supply M1 — so one can easily imagine that up to half of M1 could be spent into
circulation in this way (but slowly — over years, not months). Eventually this figure might rise further,
still with absolutely no risk that the SNB would need to reclaim money from the Confederation, the
cantons or citizens. It has always been made clear by the advocates of Sovereign Money that only
the part of the money in circulation that never ever needs to be taken back shall be issued debt free.
Reviewing historical data shows there are hardly any years in which the money in circulation had to
be reduced, and, on the occasions that it was reduced, it was only by very small percentages. Usually
the money supply has increased far beyond GDP growth.

The SNB can continue to fine tune the monetary system through open market operations, as it does
now.

= Finally, aceeptance of the imtiatve would plunge the Swiss economy inte a penod of
extreme uncertmnty. Switzerland would have to switch to a financial system that has never
been tested anywhere in the world, The imtiative would weaken the intermational

|."l.!ll2|1]'|-i.‘t iveness of our Ci'ltltilll'}'.

Sovereign Money Initiative Committee:

The SNB can signal that, immediately after the changeover to a sovereign money system, it will
continue to organise the monetary system exactly as it does now — targeting interest rates and
offering banks the funds they need to do everything they do now. From the banks’ perspective, their
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IT systems would have to “fetch” funds from the SNB before lending them further (if they don’t have
the funds already available) — in much the same way as they can create money out of thin air now,
with a few clicks in their computers. Customers will not notice any immediate change (except being
sent legal documents notifying them that their terms and conditions with the bank are changing in
their favour, as they will legally “own” their money for the first time).

It is wrong and unhelpful for the SNB to take the position that the initiative “would plunge the Swiss
economy into a period of extreme uncertainty”. The SNB’s statement itself puts the Swiss financial
system at risk: if a central bank makes such a statement it can become a self-fulfilling prophecy.

Monetary policy

The initiative would bestow more competencies on the SNBE.
Why is it unwilling to take on more responsibility?

= A central bank"s mandate must be formulated realishically. The central bank also needs
appropriate instruments to ulfil s mandate. In the case of the SNI, both of these
conditions are met under the current system. The Swiss soveregn money mtiative would,
however, burden it with additional tasks as the economy’s central steering body. This would
jeopardise the fulfilment of the core element of the SNB's mandate — ensuring price
stabaliry.

The SNB currently has a mandate not only to ensure price stability, but also to contribute to the
stability of the financial system. Experts agree that the financial system is not stable and the
guestion is when, not if, the next financial crisis will occur. Further, a question asked by some
experts is not about how to manage banks that are too-big-to-fail, but what if banks are
too-big-to-save? Under the current system a financial crisis involving several large banks getting into
difficulties is not impossible to imagine. If this were to happen, the SNB would struggle in its task of
facilitating and securing the functioning of the cashless payment systems. The sovereign money
system will ensure that transactions can continue even during a financial crisis. The dependencies of
the society on a well functioning financial system will be much reduced in a Sovereign money
system.

After a sovereign money reform it is wrong to describe the job of the SNB is to act as the economy’s
central steering body. The SNB will simply have an extra tool: how much money should be spent into
circulation compared to how much will be lent into circulation. As described above, we would
advocate that it starts by mostly lending money into circulation (as it is now), and slowly learning
how to use the tool of spending money into circulation.

Would a sovereign money system make it easier or harder for
the SNB to fulfil its mandate?

- Acceptance of the Swiss sovereign money inttiative would make it more difficult for the
SNB w fulfil its monetary policy mandate. Today, the SNB has a broad range of appropriate
instruments at its disposal, which it can deploy flexibly as it sees fit,

Sovereign Money Initiative Committee:

We fundamentally disagree — see point above.



- The ininative proposes that the entire money supply be steered centrally by the SNB - a
reform that the imtiative's backers believe will make the system easier to “control”. Yet the
SNB 1s very well able to steer the money supply under the current system. For example, the

monetary policy measures deploved over the past few years to ensure appropriate conditions
have prevented Switzerland from suffering a credit crunch,

A sovereign money system would result in a shift from interest rate targeting to monetary
targeting, Interest rate targeting is, however, a key component of the monetary policy that
the SNB has been pursuing since 2000. A return to monetary targeting would, from the

SNB's point of view, be an unnecessary and regressive step.

Sovereign Money Initiative Committee:

This is an important misunderstanding. After a sovereign money reform the SNB has the full
flexibility from targeting interest rates through to targeting the monetary supply. For more
information see “Would a sovereign money system be flexible enough?” published by Positive
Money. It is absolutely possible for the SNB to continue to pursue a policy of targeting interest rates.

Banking system and customers

Nowadays banks can create money by granting loans. Does the
SNB believe banks should enjoy this privilege?

= It 15 correct that banks can create money (deposits) by granting loans, but not without
constramits. When a bank provides a loan, it credits the amount m question to the borrower’s
account. The bank then has a claim on the assets side of its balance sheet and a lability
(deposit) vis-a=vis the borrower on the habilines side (balance sheet expansion). It s
through this habelity in the form of a deposit that money is created.

= An mdividual bank comnot use the granting of loans to ensure o lasting merease n the
deposits it holds, since payment transactions lead 1o an outflow of these deposits. However,
a5 these deposits are transferred o an account at another bank. they remain within the
banking system.

Sovereign Money Initiative Committee:

We are very happy that, since the start of our activities bringing about the Sovereign Money
Initiative, the SNB have changed their explanation of how money comes into circulation from the
incorrect money-multiplier model to the correct explanation that banks create money by granting
loans.

The question not answered by the SNB is why banks are the only players in the economy who should
be allowed to create money to begin with, while everybody else needs to find the funding before
spending.


http://positivemoney.org/wp-content/uploads/2015/01/Would_A_Sovereign_Money_System_Be_Flexible_Enough_WEB20140113.pdf

= Banks” capacity to create money 15 already limited under the current system.

= Loans are only granted m response 1o customer demand, and are dependent on econonuc
developments and the profitability of investment projects. Banks therefore do not gram
unlimited amounts of loans, since a higher lending volume goes hand in hand with greater
risk, and this could jeopardise banks” profitabiliy.

= Through 1ts mterest rate pohey, the SNB exerts considerable nfluence on aggregate
lending and hence on the creation of deposils. A rise in interest rates leads to o drop in the
demand for eredit and thus the possibility of ereating money. The reverse 15 true in the
case of an nlerest rate cut.

- Money creation by banks is also constramed by the regulatory framework., i partcular
capital and liquidity requirements,

Sovereign Money Initiative Committee:

Experts are divided between believing that interest rates are an effective tool for the demand for
credit, and believing that human psychology has a much stronger influence on the demand for credit
with “irrational exuberance” dominating in the good times and pessimism in the bad times.

Money creation is rarely constrained by the regulatory framework: by the time the next version of
the “Basel rules” has come out, big banks have already worked out how to get round them.

What economic function do the banks’ lending activities fulfil?

= A bank"s balance sheet typically contans comparatively illiquid, long-term elaims such as
loans om the assets side and comparatively ligqud, short-term habilittes such as sight deposits
on the habalities side. Savers want secure ind readily available deposits, while investors

need long-term loans w0 finance projects, which tend to be illiquid. The bank therefore

engages in liquidity and matunty transformation, mediating between the diverging

requirements of savers and investors.

Ihe bank thus bears both credit risk and liquadity risk. Due 1o the large number of depositors
and borrowers, these risks can be diversified. Moreover, banks have an advantage over
individual savers in that they are better able to assess and monitor borrowers, This also
opens up aceess W loans for parts of the economy that cannot rajse funds on the capital
market and would hardly be able to finance their projects without a bank, i.e. households
and SMEs,

Under the present system, banks charge higher interest on loans than they grant on deposits.
But this 15 not symonymous with nsk-free profits. The interest spread compensates banks for
the credit and hoguedity nisks assumed, for services linked o customer deposits, and for the

assessment and monitoring of borrowers.

Sovereign Money Initiative Committee:

The idea that banks are intermediaries between savers and lenders in the current system is wrong,
however after a sovereign money reform banks would do just that, and they would earn money on
the spread of interest rates between savers and borrowers which would compensate them for their
costs of the assumed risks, customer services and the assessment and monitoring of borrowers.
They would also charge fees (as they do now) for managing customers’ current accounts.

After a sovereign money reform banks would have no immediate liquidity risk as their customers
would own the money in their current accounts. However, savers (with term accounts) could
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demand their money back at the end of the term. If the banks were unable to fund this they would
have to borrow funds from the SNB (at the going rate).

Would the costs for bank customers be higher or lower under a
sovereign money system?

= They would be lngher - for two reasons, First, no mterest would be pad on sovereign
money accounts. However, the banks would have to continue providing services for

payment transactions and would pass these costs on to ther customers,

Sovereign Money Initiative Committee:

Fees would not be higher. The situation is exactly the same as the situation today, as under the
negative interest regime no interest is payable on current accounts.

= Second, the credit supply would tighten and become more volatile, and thus more expensive.

Mortgage mterest pard by households would therefore nse.

Sovereign Money Initiative Committee:

The SNB could decide to target interest rates (as they do now), so there would be no change
whatsoever from the situation today. However, they could target the money supply, in which case
the statement above would be true. They would have the flexibility to do either, but they must act in
the interest of Switzerland as a whole.

The SNB has a legal mandate to contribute to the stability of
the financial system. The initiative's backers claim that
sovereign money would prevent bank failures and thus
enhance financial stability. From this perspective, would
sovereign money not be beneficial?

Sovereign Money Initiative Committee:

We do not claim that sovereign money would prevent bank failures — rather the opposite: banks
should be able to go bankrupt like any other poorly performing private company, but this should not
have catastrophic repercussions on the economy as it would under today’s system.

- IF banks no longer had saght deposits available o finance lending, they would cither grant
fewer loans or look for other sources of finanee, such as the mterbank money market, that
are less stable. And yet, bank financing via the interbank money market proved to be
particularly vulnerable duning the global financial ensis. Shadow banks could also play a

higger role in financing loans.

Sovereign Money Initiative Committee:

After a sovereign money reform, banks can borrow money from the SNB. This will be as stable as the
SNB chooses to make it. All businesses — financial, bank, shadow bank or otherwise, must first get
hold of sovereign money before it can lend it.



= The tmtiative does not solve key financial stability problems. Sovereign money would not
climinate banks" liquudity or solvency nsks, nor would it resolve the “too big to fal” 1ssue,
In this respect, capital requirements and other regulatory measures which hove been taken

since the hinancial ensis are more effective.
Sovereign Money Initiative Committee:

It is not the aim of the Sovereign Money Initiative to solve financial stability problems, however, it is
the aim that, should there be a financial crisis, money in current accounts would be completely safe,
thus normal transactions in the economy would not be jeopardised. Further a sovereign money
reform:

e would solve the liquidity risk as sovereign money accounts hold “liquidity”, and banks can
borrow funds from the SNB to pay back savers if required;

e if banks make poor decisions when granting credit and get into solvency problems, they can
go bankrupt like any other business (but sovereign money accounts would be completely
safe);

e and therefore the ‘to-big-to-fail’ problem is solved: banks can fail without any direct
consequences such as a standstill of the payment system of the whole country.

We believe that current regulatory measures are both inadequate in that big banks can circumvent
them, and bad for the economy in that the costs of compliance are mushrooming. This is especially
burdensome for smaller banks, which is likely to lead to more consolidation in the banking industry
and, in the long run, SMEs who thrive on good relations with their bank managers being less well
served by the banking sector.

= A soversign money system would not prevent eredit eyeles or asset bubbles in real estate
and financial imvestments; while lending may reinforce such asset bubbles, it docs not cause
them. Asset bubbles and credit eveles are pnmanly caused by exaggerated price

expectations and a propensity to underestimate rsks,

Sovereign Money Initiative Committee:

However, should a crisis occur after a sovereign money reform, money in people’s current accounts
is absolutely safe as it belongs to the bank account holder, not the bank. Banks (or other institutions)
that have misjudged credit risks might suffer or go out of business without dire knock-on effects in
the real economy.

Would sovereign money not prevent bank runs and thus
strengthen financial stability?

- Under the current system, banks promise to copvent customers” sight deposits (deposits at
commercial banks) imto central bank money at any time, However, the volume of customer
deposits 15 m fact greater than the volume of banknotes and sight deposits that the banks
hold at the SWB. This 15 not generally a problem because it 1s rare for all customers to
withdraw money al the same time, Banks can therefore finance long-term loans via short-

term sight deposits,



= A situation when all customers want to withdraw therr money at the same time 15 called a
bank run. The bank concerned may become ilhguid even of 1t 15 solvent.
= Bunk muns are extremely rare and the SNB can prevent them by lending ilhgued banks

addional central bank money.

- A sovereign money system could not ehmnate all forms of bank run. Sovereign money
could only prevent bank mins on sighl deposits because all sight deposats would consist
entirely of central bank money.

- Yet bank runs sccur not just when customers convert their sight deposits into cash. They
my also withdrow other short-term savings such as time deposits and savings deposits.
Banks would be able to hold such short-term liabilities in the sovereign money system and
could, for example, finance ten-yvear morigages using savings deposits with o threg-month
notice period, IF all or many customers were to ¢lose their savings accounts at the same
tume, the result would be similar to a conventional bank run.

= Runs om tme and savings deposits could even become more [requent in a sovereign
money system because they would oceur more easily. While customers wday have 10
convert their savings into cash in the event of a bank run, under a sovereign money system
they would be able to shifi it electronically at the click of a mouse mto sight deposits
backed by central bank money. Depending on visk sentiment. mvestors would reallocate
their savings and time deposits into sight deposits and viee versa. This would make the
demand for sovereign money and credit financing more volatile.

Sovereign Money Initiative Committee:

It is not the intention of the Sovereign Money Initiative to prevent bank runs from happening, but
rather to make the Swiss francs in people’s current accounts (i.e. sight deposits) completely safe.
Yet, as stated by the SNB above, bank runs on such accounts would not be possible under a
Sovereign Money system. A bank run on savings accounts (where savers converted their savings into
sovereign money accounts) could only happen if the bank did not borrow sovereign money from the
SNB. As savings accounts would have a minimum term set by the SNB, any potential bank run would
happen in “slow motion”, giving ample time for the bank to go to the SNB to borrow enough
sovereign money.

If a bank was heading towards a solvency problem (rather than a liquidity problem) it would be
possible for a bank run on savings to occur, and some savers might lose their money. The fact that
poorly performing private businesses can fail is part of our capitalist system. People putting money
into savings accounts will be putting their funds at risk (knowingly and out of free choice), for which
they will be compensated by the interest they earn on these savings. Banks may well want to pay
into an insurance scheme like Esisuisse to encourage customers to put their funds into savings
accounts.

10



Seigniorage

Sovereign money means that seigniorage could be distributed

in its entirety to the general public, i.e. the state and its

citizens. What's wrong with that?

= Already in today’s two-tier system, a large proportion of seigniorage 1s generated at the
SNB. The SNB cams this seigmorage because, thanks to its note-1ssung privilege, 1t can
finance assets on highly favourable terms via banknotes in circulation and sight deposits,
and these assets generate meome, A large share of sesgmorage 1= absorbed by the profit

distribution 1o the Confederation and the cantons and therefore benefits the general public.

The proponents of the mtiative believe that the SNB could pay out an additional CHF 3
10 ballion to the Confederation and the cantons. They argue that seigmorage under a
soverelmm money system would be based on a much larger amount of central bank money.

However, it is difficult 1o estimate how much public demand there would be for sovereign
money and theretore how much central bank money there would be. Since it involves a
tundamental change in the system, it cannot be assumed that customers would hold all their
existing sight deposits at commercial banks as sovereign money, particularly 1f 1t eams no
meresl.

Moreover, the SNB's profil opportunities would diminish. The SNB currently eams income
om its assets and passes this on to the Confederation and the cantons through its
distributions. Since o growmg sconomy demands more money, under the current system
both the cash liability ftem (specifically sight deposits held by banks and banknotes in
circulation) and asset items (foreign currency investmenis or repo balances) at the SNB
Imerease over lime.

If the SNB were to put money into circulation ‘debi=free’, that is without purchasing foreign
exchange or increasing liquidity via repo operations, the cash liability item would grow and
the equity liability item shrink — and ultimately turn negative at some point, Assets would
no longer increase, thus compromising the ability of the SNB to make a profit,

Sovereign Money Initiative Committee:

Currently only 10% of the money supply for transactions is provided by the SNB. This is lent or spent
into the economy. The profits from spending money into the economy are one-off, for the face value
of the money (less production costs which are particularly relevant for coinage) whereas profits for
lending money into the economy (i.e. the interest payable) are much lower but on-going.

After a sovereign money reform, 100% of this money supply would be provided by the SNB, ten
times more than today. Whether this is lent or spent into the economy, it is hard to envisage a
scenario in the next few decades in which the SNB would have less profit to distribute than it does
now.

The SNB can continue to hold assets (e.g. foreign currency investments or repo balances) after a
sovereign money reform.
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