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Selected Money Market Rates and Administered Rates 
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Source: St. Louis Fed (FRED); FRBNY; BNY Mellon. 



The Great Recession 
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Gross Money-Claims Outstanding 
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Federal Reserve Assets 
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Source: St. Louis Fed (FRED). 



Federal Funds Rate 
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Source: St. Louis Fed (FRED). 
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“Moneyness” of Money-Claims 
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• Simons (1934): “short-term debts … are … closely akin to money” 

• Keynes (1936): suggests 3 mo. maturity cutoff between money and bonds 

• Hicks (1946): “Bills of short maturity” are “very close substitutes” for money, 
have “moneyness” 

• Friedman & Schwartz (1970): “moneyness” 

• Lucas & Stokey (2011):  Short-term repo is “close to cash” 

• Gorton (2012): short-term debt “forms of money,” “private money” 

• Stein (2012): short-term debt is “private money,” offers “monetary services” 

• Cochrane (2014): “short-term debt is money” 



The Money Premium on Short-Term Treasuries 
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BBB-rated Corporate Bond Spreads 
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What to Do About This? 
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• We already have an approach: U.S. insured banking system 

• Explicit government backing of monetary liabilities 

• Risk-based fees 

• Portfolio constraints and capital requirements 



Confining Money Creation (Entry Restriction) 
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• Banking law (at least in U.S. and England) has always sought to 
confine money creation to chartered banks 

• See 12 U.S.C. § 378(a)(2) 

• I suggest we update this prohibition along functional lines 

• Failure to do this is the “original sin” of banking law 



Effect on Financial Conglomerates 
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Some Observations about this System 
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• All money is sovereign (system is panic-proof) 

• It’s a public-private partnership 

• It has worked pretty well in the past (Quiet Period 1933-2007) 

• It’s fairly conservative – and it could set the stage for “scaling back” 



Objections 
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• Regulatory arbitrage 

• Moral hazard 

• Costliness (e.g., bid-ask spreads, economic growth) 

• Are panics really the main problem? 

• Other alternatives (e.g., margin requirements, LOLR) 



Gross Private “Money-Claims” Outstanding 
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Private Money-Claims as % of Total 
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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 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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Change in U.S. Employment in Postwar Recessions 
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Monthly Change in U.S. Employment 
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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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England: 1708 
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New York State: 1804* 

34 
*as amended 1818 



United States: 1865* 

35 
*as amended 1875 



Today 
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12 U.S.C. § 378(a)(2) 



“Deposit” 
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12 U.S.C. § 1813 



Department of Justice: 1979 

38 
DOJ letter to SEC, Dec. 1979 


