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Introduction 

The time has come to implement major reforms in monetary policy. The health crisis has indeed 

confirmed a basic trend that was already very clear since the financial crisis of 2008 and the 

implementation of unconventional monetary policies by central banks: monetary support for 

economies is essential but it also creates disruptions in the asset market and fuels inequalities. 

Are these defaults that accompany the expansion of the monetary base inevitable? We believe 

that they are not, but to avoid them, we must allow ourselves to rethink and expand the ways in 

which money is created.  

This presupposes the implementation of a new mode of monetary creation, and 

therefore of monetary policy, which would not only avoid these undesirable effects but 

also make greater use of money as a tool at the service of the real economy and the 

common good. Allowing to partially break the vicious circle between money and debt, this 

mode of monetary creation would lead to a "free" money (i.e. money freed from the constraint 

of reimbursement, and therefore of destruction) and "targeted" money, which means that we 

must find the democratic means to decide on the allocation of this complementary monetary 

creation, where the current monetary policy has absolutely no control over the use of the money 

supply it creates. This new mode of monetary creation would not be intended to replace the 

traditional system of monetary creation by financial and monetary institutions (MFIs), but to 

complement it. Indeed, money creation through credit, which has become the preferred method 

of money creation since the 19th century, undeniably constitutes a historical advance in that it 

allows us to move from a money supply fixed exogenously by the quantity of precious metals 

to a method of money creation that anticipates the needs of economic actors (endogenous 

money). However, it is not without its flaws, particularly from the point of view of the 

continuous increase in debt, which leaves considerable room for improvement.  

It is within this framework that the idea of free (or permanent) money must be thought, 

which supposes to "disencumber" part of the money from the debt2.  This is one of the central 

proposals of the book "Une monnaie écologique"3, of which the author of these lines is one of 

the co-authors, published just before the health crisis. It has since been defended in several 

publications4.  

This note aims to review the economic and monetary arguments justifying the 

introduction of such a method of money creation, and then to define the broad lines of its 

implementation.  

 

 

 

                                                           
2 See in particular "Désencastrer la création monétaire du marché du crédit", thesis presented by Augustin 

Sersiron on February 3, 2021 at the University of Paris 1 Panthéon Sorbonne 
3 Nicolas Dufrêne, Alain Grandjean, Une monnaie écologique, Paris, Odile Jacob, 2020.  
4 See in particular: Christophe Blot and Paul Hubert. "From monetization to cancellation of public debt, what are 

the issues for central banks?" OFCE Policy Brief, no. 80 (November 2020). See also: "The monetary transition. 

Pour une monnaie au service du bien commun" by Jézabel Couppey-Soubeyran & Pierre Delandre, Institut 

Veblen, May 19, 2021.  

https://www.veblen-institute.org/_Jezabel-Couppey-Soubeyran_.html
https://www.veblen-institute.org/_Pierre-Delandre_.html
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1. Escape the vicious circle of debt associated with money creation.  

Our system of money creation currently relies on banking agents and, more specifically, 

on commercial banks (MFIs) and the central bank. It is these institutions that have the power to 

create money. This power can only be exercised with a counterparty that can take different 

forms (credit, financial or real estate assets, commodities, etc.). In other words, in order to 

create money, a banking agent must respect the rules of double-entry bookkeeping: each 

increase in its liabilities (which corresponds to the creation of money ex nihilo) must be matched 

by an increase in its assets (most often in the form of loans, but also, increasingly, in the form 

of asset acquisitions). This presupposes a relationship with an economic agent that is not an 

MFI (because between MFIs there is no money creation but simply liquidity transfers, except 

when it is the central bank). In other words, there are today two main sources of money creation 

by monetary financial institutions: the first is the granting of loans, the second is the acquisition 

of securities.  

This has a direct consequence: since money creation is essentially carried out through 

credit and the acquisition of securities (essentially bonds, which are subsequently repaid, 

especially in the case of government loans), it is not surprising that the debt grows in parallel 

with activity and the money supply. Moreover, the debt always grows faster than the gross 

domestic product (GDP), because part of the money issued is not immediately found in the 

economic circuits (savings) or leaks abroad (in case of a balance of payments deficit). 

According to the International Monetary Fund (IMF), global public and private debt has reached 

an unprecedented 233,000 billion euros and the global debt/GDP ratio has risen to over 355%. 

Three years earlier, global debt was "only" 250% of global GDP. As Camille Riquier beautifully 

writes: "freed from all finite matter, money reveals the infinite power of pure quantity"5.  

Can we continue like this? It would be a bit short-sighted to say that debt, especially 

public debt, is never a problem. It becomes a problem as soon as the real or supposed 

room for manoeuvre of private or public economic actors is exhausted. A very high public 

debt makes us vulnerable to a rise in interest rates and serves as an argument for States not to 

invest, particularly in the ecological reconstruction of our societies. More fundamentally, a 

question arises: is there any indisputable reason why money, which is the common good of all 

of us and whose forms are now entirely dematerialized, can only be created in exchange for a 

counterpart in the form of debt? Can we not break, at least partially, this automatic link between 

money and debt and partly free the former from the latter?  

This is the answer to the project of being able to create "free" (some say "permanent") 

money6. In so doing, the introduction of free money into the economic circuit would also allow 

actors to reduce their debt, since the quantity of money in circulation could increase in relation 

to the volume of debt. Debts would thus weigh less in proportion to income and could be repaid 

more easily in absolute terms (and without prejudging the allocation of this additional money 

supply: see below). Free money is thus a weapon for massive debt reduction. It would also 

enable monetary policy to escape the difficulties in which it is currently locked.  

 

                                                           
5 Riquier, Camille. "Introduction," Esprit, vol. July-August, no. 7, 2019, pp. 33-45. 
6  G. Galand and A. Grandjean, "La monnaie dévoilée" (Ed. L'Harmattan, 1996). 
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2. Promoting the transmission of monetary policy to the real economy 

Direct monetization of targeted spending without compensation would also be an 

excellent way out of the impasses of current monetary policy, which has little or no control over 

the use of the huge amounts of liquidity it creates, with the proven risk of unbalancing the 

economic structure of our societies towards more inequality and financial risk. Here again, the 

health crisis offers a perfect illustration of this fact. The balance sheet of the European Central 

Bank has thus increased by nearly 2900 billion euros between January 2020 and the end of May 

2021, reaching nearly 7400 billion euros. It refinanced private banks to the tune of €1.5 trillion, 

temporarily becoming a custodian of public or private financial securities in exchange for 

liquidity, notably via the targeted long-term refinancing operations (TLTRO). It also purchased 

nearly 1,400 billion euros of securities, mainly public. In so doing, it has certainly enabled 

governments to borrow at low or even negative rates and banks to have the liquidity they need 

to continue lending to economic agents (although this required a government guarantee).  

But in reality, a large part of this money creation has remained stuck in the 

financial sphere and has been used to drive up stock market and real estate asset prices, 

which have long functioned as "monetary black holes", sucking in the money supply 

created by the central bank and by private banks. Indeed, the ECB's monetary policy has 

propelled the ability of private banks to buy assets by providing them with the liquidity 

necessary to do so: the deposits of eurozone banks at the ECB have thus risen from just over 

€500 billion at the beginning of 2015 to nearly €3,000 billion today. We can therefore 

legitimately ask ourselves whether this massive monetary creation could not have been 

better used by directly financing public, social or ecological investments, rather than by 

feeding the financial markets in the hope that some of it will fall back on the real 

economy.  

But this brings us back to an essential structural question: could the ECB have done 

otherwise even if it had wanted to? In reality, it could not do so in the current configuration 

of the monetary system. To understand this, one must first bear in mind that a central 

bank can only maintain financial relations with institutions that have an account in its 

books: that is, only financial and monetary institutions and the public treasury. In the euro 

zone, the European treaties prohibit direct monetary financing of governments by the central 

bank. Consequently, any financial relationship maintained by the central bank can only 

necessarily pass through the filter of the banks. However, this "detour" through private agents 

is not without consequences, since it leads to the supply of liquidity created by the central bank 

to these financial intermediaries. This can then encourage financial instability and speculation 

mechanisms.  

It would therefore be desirable to examine more deeply the so-called "transmission 

channels" of monetary policy, in order to allow direct monetary financing of States and, why 

not, of citizens or companies, by the central bank, without automatically passing through the 

"filter" of banks and financial markets. This is a second objective of the free money proposal, 

since if its creation depends on the central bank, its distribution would be determined by 

a democratic process. The democratic process would determine both the level and the "target" 

of the money supply thus created. This is why we speak of "free and targeted money creation 

under democratic control".  
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Excessive money creation in this way could hypothetically lead to inflation, but this 

statement needs to be qualified, to say the least. First of all, the ECB is failing to meet the 

"below but close to 2%" inflation target that it has set for itself for more than a decade. A little 

extra inflation would therefore only be a way for it to finally fulfill its mandate. Moreover, 

when it comes to inflation, everything depends on where the additional money supply goes. 

If the increase in the money supply from credit essentially benefits a sector whose production 

capacity was largely under-utilized, there is no reason for prices to rise: it is an increase in the 

rate of production capacity utilization or a reduction in unemployment that will occur. In fact, 

we have a lot of room for improvement here: in almost all developed countries, the capacity 

utilization rate is between 70 and 90 percent. Moreover, money creation can be used to develop 

new production capacities, particularly in the area of ecological reconstruction. This is another 

advantage of "free and targeted money creation under democratic control": it allows us to help 

finance what we do not finance or finance poorly today.  

3. Incentivizing states to invest when they are not doing so despite negative rates  

During the debate on the cancellation of public debts held by the ECB7, an option that 

would also lead, in a reversed manner, to the appearance of a debt-free currency since the 

destruction of the currency caused by the repayment of the loan would be avoided, many 

economists and politicians have argued that this option is not necessary because states can 

borrow at zero or negative rates and can therefore finance large investment plans easily. How 

then can we explain that during the 2015-2020 period preceding the health crisis, the 

average debt ratio of the eurozone states fell from 90 to 85 per cent of GDP when they 

were already borrowing at negative rates at that time? Why deleverage when investors pay 

us to borrow? The answer lies in an ideology, well rooted in Europe, of condemning public debt 

and state intervention in the economy. This is why jumping up and down on one's chair and 

repeating that public debt is not a problem, as some heterodox economists do, is not up to the 

challenges of today. Not only do governments not invest more even when they have negative 

rates, but an ever-increasing volume of public debt exposes us to serious disappointment if rates 

were to rise again or if the central bank were to stop buying public assets. Let us not forget that 

until 2020, before the health crisis, France was still paying more than 38 billion euros of interest 

per year to private financial actors. Public debt is therefore a profitable business for some.  

Today, our priority must be to take the measure of the extremely important investments 

that are necessary to make a success of ecological reconstruction: the European Court of 

Auditors has already estimated them, in 2018, at 1,115 billion euros per year, that is to say about 

400 billion euros of additional annual investments, public and private, than what is done today. 

For France, the National Institute of Statistics and Economic Studies (INSEE) estimates, in a 

recent study, between 40 and 60 billion euros of additional annual investment8. By comparison, 

the French stimulus plan will only release 6.5 billion euros for the ecological transition in 2021. 

We are therefore far from the mark. For our part, we have even estimated that between 75 and 

100 billion euros more per year, including the circular economy and agriculture, are needed for 

investment9 .  

                                                           
7 https://annulation-dette-publique-bce.com/  
8  Jean-Marc Germain, Thomas Lellouch, "Social price of carbon and commitment to the climate: avenues for 

environmental economic accounting? ", Insee analyses n°56, 08/10/2020.  
9  Gaël Giraud, Nicolas Dufrêne, Pierre Gilbert, "How to finance an ambitious policy of ecological 

reconstruction", Rousseau Institute note, 25/02/2020.  

https://annulation-dette-publique-bce.com/
https://www.insee.fr/fr/statistiques/4796342
https://www.insee.fr/fr/statistiques/4796342
https://www.insee.fr/fr/statistiques/4796342
https://www.institut-rousseau.fr/comment-financer-une-politique-ambitieuse-de-reconstruction-ecologique
https://www.institut-rousseau.fr/comment-financer-une-politique-ambitieuse-de-reconstruction-ecologique
https://www.institut-rousseau.fr/comment-financer-une-politique-ambitieuse-de-reconstruction-ecologique
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A new monetary approach, in Europe as well as in the world, is necessary to release 

these immense sums that we need. To do this, we need to put in place mechanisms that would 

allow the central bank to create free money (i.e. without associated debt), to finance major 

ecological and social projects. This must be accompanied by other reforms of fiscal policy, 

credit policy 1011and corporate governance and accounting. However, it is important to consider 

the forms that this new mode of monetary creation could take.  

 

4. To finally make money a tool for the common good under democratic control  

First, it is essential to understand that the power of a central bank to create money is 

infinite, since it is based on nothing other than the confidence that a population has in its 

currency. In this sense, there is nothing irrational about the idea of "magic" money, quite 

the contrary, as long as one considers that all monetary creation is done ex nihilo (from 

nothing) and is based simply on the confidence of the social body. Preserving this confidence 

means not letting the value of money erode completely and quickly, but also doing everything 

possible to help the real economy to do well. Today, however, we are not making use of the 

tremendous possibilities that could be offered by free, voluntary and targeted money creation, 

which would allow us to truly return to a conception of money as a common good.  

However, everything shows us that we can and must move from a concept of 

imposed scarcity to a concept of controlled abundance of money. The last ten years have 

shown us that the problem does not lie in creating money: we have created several trillion euros 

or dollars worth of money. The difficulty is that this massive creation of money should not be 

accompanied by an exponential increase in debt in relation to income, and that it should be used 

to finance investments that are useful to society, rather than looping around in the financial 

sphere. Several solutions are possible: either the ECB could finance a specific European 

fund under the control of the Parliament and the Council, or it would give a drawing right 

to States, or it would be the States that would finance operations directly by issuing 

"ecological bonds", which could then be refinanced with the ECB against real money. In 

the end, it does not matter which technical solution is chosen, but accepting the principle is 

essential. While direct monetary financing of states is prohibited by Article 123 of the Treaty 

on the Functioning of the European Union (TFEU), this type of indirect financing could be 

perfectly within the framework of the treaties. However, as the ECB is independent, states or 

European institutions cannot force it to implement such mechanisms. This is one of the main 

limits of central bank independence. However, it is not impossible to imagine a "contract" or a 

reciprocal commitment between the States and the central bank.  

Let us also note that, should we decide to recover our full monetary sovereignty, it 

would then be easy to implement a monetary creation mechanism of this type under the 

direct control of Parliament, within the framework of the vote on the finance law. It is 

indeed essential that this idea of a free creation of money is not again preempted by the financial 

world, which would use it for its own interest, instead of serving as an instrument of 

emancipation for the people and of safeguarding the planet. Indeed, it is not a monetary creation 

at the service of the stock market that we need (like the one proposed by Blackrock in the 

                                                           
10 https://www.institut-rousseau.fr/comment-accelerer-la-mise-en-place-dune-comptabilite-ecologique/  
11 https://www.institut-rousseau.fr/app/uploads/2021/05/Agenda-2030_Institut-Rousseau_Politique.pdf 

https://www.institut-rousseau.fr/comment-accelerer-la-mise-en-place-dune-comptabilite-ecologique/
https://www.institut-rousseau.fr/app/uploads/2021/05/Agenda-2030_Institut-Rousseau_Politique.pdf
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summer of 201912), but a monetary creation at the service of humanity and the protection of its 

natural habitat.  

Let's remember that one country has already experimented, in real life, with free money 

creation for the benefit of citizens. This is Australia, which was able to avoid the recession in 

2008 by distributing money directly to households13. Today, the idea of free money creation is 

spreading in the academic, political and financial professional world14. From an accounting and 

operational point of view, this does not present any difficulty, it is sufficient to create a new 

account line in the central bank's balance sheet, the title of which could be "Definitive 

contribution to the nation's economic objectives" (see the note by André Peters for more 

technical details on the accounting entries that could accompany such an operation15)  

 

The only difficulty is political: the fundamental fear of a whole series of economists 

and central bankers is that central banks and money will become instruments partly in 

the hands of political power (or conversely, that an unelected technocratic institution will 

make political choices). Yet it would not be absurd for a social institution as important as 

money to be managed by an elected power. Moreover, it is possible to organize things in such 

a way as to avoid abuse and excess. Between a monetary system that is purely centralized and 

dependent on political power and a monetary impotence of politics and the States, it must be 

possible to find a middle ground and to manage money as a common good. Indeed, a common 

good can only function around shared rules defined collectively by a governance that brings 

together all the stakeholders in a transparent manner, which avoids abuses. In concrete terms, 

we could imagine a monetary policy committee, based on the model of the Conseil national du 

crédit (CNC), which emerged from the program of the Conseil national de la résistance (CNR) 

and was briefly set up in 1946 with the ambition of creating a "parliament of credit and money": 

this was to be a democratic and deliberative body, observing money in all its forms and capable 

of reflecting on long-term issues, with the participation of various actors in the social body 

(trade unions, employers, representatives of the State, etc.). However, it was quickly placed 

under the control of the Banque de France and the Ministry of Finance, and lost this public and 

deliberative vocation. It is up to us to reactivate a collective institution of this type. This 

committee could then be charged with proposing to Parliament a volume and destination of free 

money to be created each year.  

 

Our concrete proposal, in the context of this note, is to set up an experiment, at the 

European level, respecting these principles and making it possible to judge, over a period 

of three years, whether such a system could be generalized. A monetary committee, 

involving all economic and institutional actors, will have the task of determining the sectors 

eligible for this form of monetary "donation" and of formulating recommendations as to the 

volume of money to be distributed. It is proposed to start with relatively modest amounts, in 

the order of 30 to 40 billion euros per year, to support European policies in the framework of 

ecological transition policies. This experiment will make it possible to measure the effects of 

such a policy on investment, income and inflation and will give rise to an evaluation report. If 

the experiment is successful, it could be generalized. Eventually, it might even be possible to 

give the population direct monetary power through "monetary referendums", with validation 

                                                           
12 SUERF Policy Note, Issue No 105 by Elga Bartsch, Jean Boivin, Stanley Fischer, and Philipp Hildebrand, 

BlackRock Investment Institute, October 2019.   
13  Read "The Case for People's Quantitative Easing" (Polity press, 2019) by economist Frances Coppola 
14https://www.lemonde.fr/idees/article/2016/04/20/il-est-temps-de-larguer-l-argent-par-

helicoptere_4905382_3232.html 
15 https://www.institut-rousseau.fr/traitement-comptable-dune-annulation-de-la-dette-publique-detenue-par-une-

banque-centrale/  

https://www.lemonde.fr/idees/article/2016/04/20/il-est-temps-de-larguer-l-argent-par-helicoptere_4905382_3232.html
https://www.lemonde.fr/idees/article/2016/04/20/il-est-temps-de-larguer-l-argent-par-helicoptere_4905382_3232.html
https://www.institut-rousseau.fr/traitement-comptable-dune-annulation-de-la-dette-publique-detenue-par-une-banque-centrale/
https://www.institut-rousseau.fr/traitement-comptable-dune-annulation-de-la-dette-publique-detenue-par-une-banque-centrale/
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by Parliament, which would revitalize our democracies and give real decision-making power 

to citizens in the economic field. As a direct expression of the sovereignty of the people, such 

tools would make it possible to go beyond the dogmas of the market and of free and undistorted 

competition, to reintroduce an essential dose of voluntarism in the conduct of the monetary and 

economic affairs of our nations.  
 


