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England: 1708 

2 



New York State: 1804* 

3 
*as amended 1818 



United States: 1865* 

4 
*as amended 1875 



Today 

5 
12 U.S.C. § 378(a)(2) 



Policy Justifications for Entry Restriction 
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• Stability (regulation/supervision) 

• Monetary control 

• Cabining seigniorage 



“Deposit” 

7 
12 U.S.C. § 1813 



Department of Justice: 1979 

8 
DOJ letter to SEC, Dec. 1979 



Money Creation Today (and “Shadow” Banking) 
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• Truism: commercial banks create money (transaction accounts) 

• Increasingly recognized: “shadow banking system” creates money 
too 

• The short-term liabilities of shadow banks – deposit substitutes – 
serve a distinctly monetary function (longer-term securities don’t)  

• “Cash equivalents,” “near monies,” monetary aggregates, “money 
market” 



Not a New Concept 
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• Simons (1934): “short-term debts … are … closely akin to money” 

• Keynes (1936) suggested 3 month maturity cutoff between money 
and bonds 

• Hicks (1946): short-term debt instruments “very close substitutes” 
for money, have “moneyness” 

• Friedman & Schwartz (1970): “moneyness” 



Gross Money-Claims Outstanding 
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Gross Private Money-Claims Outstanding 
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Private Money-Claims as % of Total 
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Grave Threat to Real Economy 
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• Bagehot (1873): “Of the many millions in Lombard street, infinitely 
the greater proportion is held by bankers or others on short notice 
or on demand …. If any large fraction of that money really was 
demanded, our banking system and our industrial system too 
would be in great danger.” 

• Simons (1936): “The economy becomes exposed to catastrophic 
disturbances as soon as short-term borrowing develops on a large 
scale.” 

• Gorton (2010): “Quiet Period” 





Modernizing Entry Restriction 
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• Would say: can’t use “money creation” funding model without a 
bank charter 

• This funding model (broad money issuance) would be the privilege 
that a bank charter conveys 

• Need to specify precise contours 

• Defining money creation functionally rather than formalistically 



Advantages 
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• Stability (regulation/supervision) 

• Monetary control 

• Cabining seigniorage 



Advantages (cont’d) 
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• Too Big To Fail 

• Scale back/simplify other forms of financial stability regulation 



Objections 
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• Regulatory arbitrage 

• Moral hazard 

• Costliness (costs of capital, economic growth) 

• Are short-term funding panics really the main problem? 

• Other alternatives (e.g., margin requirements, LOLR) 
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BBB-rated Corporate Bond Spreads 
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Change in U.S. Employment in Postwar Recessions 
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Selected Sources of Financing for Top 25 US Nonfinancial 
Public Companies 
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Top 50 Non-Gov’t Borrowers from Prime MMFs (May ‘12) 
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Source: Sam Hanson, David Scharfstein, and Adi Sunderam, “An Evaluation of Money Market Fund Reform Proposals” (May 
2014) 



The Money Premium on Short-Term Treasuries 
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The Run: Prime Institutional MMF Shares Outstanding 
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Short-Term Funding Spreads 
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CDS-Bond Basis (High Grade Corporate) 
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CDS-Bond Basis and Job Losses 
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Peak to Trough Analysis – Macro Indicators 
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Japan’s Inferred Output Gap 
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Bond vs. Stock Returns 
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US Real Estate Prices 
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Pershing Square Presentation, May 2007 (page 1 of 2) 
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Pershing Square Presentation, May 2007 (page 2 of 2) 
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