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Abstract
The current global financial system is based on fractional-reserve banking, where commercial banks create money through lending, and governments rely on interest-based borrowing to finance public expenses. This debt-driven approach results in persistent government deficits, rising national debt, recurring financial crises, and sustained inflation. This article explores a full-reserve, interest-free monetary system as a transformative alternative to tackle these flaws. In this system, banks would need to hold 100% reserves against deposits, eliminating their ability to generate money via credit expansion. Instead, a public monetary authority would issue new money, free of interest and not contributing to national debt. The discussion highlights how this system could stabilize the money supply, reduce inflation caused by excessive credit, enhance financial transparency, and allow governments to meet public needs without borrowing. It also examines potential economic advantages, implementation hurdles, and criticisms. Overall, it proposes that a full-reserve, interest-free system offers a practical path toward eliminating government debt, ending structural deficits, and achieving long-term monetary stability.
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Introduction
Modern economies operate under a monetary system dominated by fractional-reserve banking, a setup where commercial banks are allowed to create money by issuing loans far exceeding their deposits. Although this model has supported economic growth, it has also created significant structural problems, including persistent government debt, cyclical financial crises, and lasting inflationary pressures. According to Fisher (1936), the instability of fractional-reserve banking comes from private banks having the ability to expand the money supply through credit creation, often with insufficient regulatory oversight. Consequently, today's financial systems depend heavily on debt-based money, where every new unit of currency is introduced into the economy through borrowing, usually with interest.
Governments also rely on this structure. To finance public expenses, they issue interest-bearing bonds, which increases national debt and causes ongoing budget deficits (Werner, 2014). Since interest payments build up over time, a large part of public revenue goes toward paying debt rather than development. This reliance on debt becomes a barrier to long-term economic stability and diminishes governments’ fiscal independence.
In response to these issues, some economists have suggested adopting a full-reserve, interest-free monetary system. In this system, banks would be mandated to maintain 100 percent reserves against customer deposits and would not create money through lending. Instead, a public monetary authority would produce all new money, injecting it into the economy without interest and without increasing government liabilities. Fisher’s “Chicago Plan” (1936), along with recent studies by the International Monetary Fund (Benes & Kumhof, 2012), indicate that such a system could greatly reduce bank-run risks, stabilize the money supply, and notably decrease public and private debt. 
This article explores how implementing a full-reserve, interest-free system could fundamentally change financial structures by removing reliance on debt-based money, eliminating government deficits, and controlling inflation. By reviewing current literature, assessing theoretical foundations, and discussing potential benefits and criticisms, the article provides a thorough overview of how monetary reform might lead to a more stable, fair economy.
Problem Statement
The current global monetary system, based on fractional-reserve banking, creates a fundamental dependency on debt affecting governments, financial institutions, and citizens. Commercial banks are legally permitted to lend multiple times their deposits, effectively creating new money as credit. This concentrates monetary creation within private banks rather than public institutions, leading to uncontrolled credit cycles, bubbles, and systemic instability (Werner, 2014). Since money enters circulation mainly through borrowing, both public and private sectors amass increasing debt levels. As Fisher (1936) highlights, a debt-based money system is inherently unstable because economic growth relies on continuous borrowing. 
This dependence on debt also impacts governments, which borrow through interest-bearing bonds instead of issuing money directly, resulting in rising national debt and ongoing interest payments (Jackson & Dyson, 2012). Over time, much of public revenue goes toward servicing debt rather than investment in development, welfare, or infrastructure. The IMF (Benes & Kumhof, 2012) notes that debt-driven financing limits fiscal policy options and exposes governments to financial volatility, market pressures, and liquidity risks. Inflation is another issue, arising from excessive money creation during periods of aggressive lending. Persistent inflation erodes economic stability and household savings. 
Given these structural issues—rising national debt, persistent deficits, credit-induced inflation, and systemic instability—economists are exploring alternatives. One such approach is a full-reserve, interest-free monetary system, designed to eliminate these fundamental problems by shifting money creation from private banks to a public authority. The urgent need for reform stems not only from economic inefficiencies but also from the core design flaws of the current monetary framework.
Literature Review                                                                                                                                         
A significant body of economic research investigates the flaws of fractional-reserve banking and the advantages of shifting to a full-reserve, interest-free monetary system. Theoretical roots trace back to Irving Fisher and other Chicago Plan economists of 1933, who advocated for banks to hold 100% reserves against deposits. Fisher (1936) claimed this would prevent credit-driven booms, reduce bank runs, and lower overall debt. He believed the key issue is that private banks, not governments, control the creation of money.
Recent literature on monetary reform has grown; for example, Joseph Huber and James Robertson (2000) highlighted that the current 'debt-money system' creates nearly all money via bank lending, causing inflation, deficits, and financial fragility. They propose Sovereign Money Reform, giving the state exclusive money creation power, ensuring new money is debt-free. Positive Money (Jackson & Dyson, 2012), a UK think tank, argues that private banks' role in creating money distorts markets, fuels bubbles, and keeps governments dependent on borrowing. 
They suggest a transparent, democratically managed Money Creation Committee to regulate the supply in the public interest. The IMF’s Benes and Kumhof (2012) revisited the Chicago Plan with modern models, finding that full-reserve systems could drastically cut debt, stabilize inflation, prevent bank runs, and boost long-term output. Their analysis shows that separating money creation from lending addresses systemic distortions. Scholars like Werner (2014) criticize bank lending transparency and link instability to excessive credit for non-productive activities like real estate speculation. Werner’s empirical work advocates restricting credit and empowering public authorities to improve stability. 
Overall, the literature consistently suggests that the current debt-based monetary system creates systemic vulnerabilities, and a full-reserve, interest-free setup offers a viable alternative that tackles government debt, inflation, and financial instability at their core. This foundation supports the view that monetary reform is essential for sustainable economic health.
Understanding Full-Reserve Banking
Full-reserve banking, also called 100 percent reserve banking, requires commercial banks to keep the entire amount of customer deposits as reserves. Under this system, banks cannot use demand deposits for loans or investments. Instead, they can only lend money that customers choose to put into investment accounts with explicit risk acceptance. Fisher (1936) argued that separating money storage from lending eliminates the need for deposit insurance and reduces bank runs. It also stabilizes the money supply because banks do not create new money through credit. In a full-reserve system, the ability to create new money is given entirely to a public monetary authority, like a central bank operating under democratic oversight. This authority issues new money based on economic needs, promoting transparency and preventing over-issuance of credit (Jackson & Dyson, 2012). This structure fundamentally alters how money enters the economy.
The Concept of an Interest-Free Monetary System
An interest-free monetary system advocates that new money should be issued by the government or a public authority without interest and without increasing the national debt. This idea aligns with sovereign money theory, which views money creation as a public good rather than a means for private banks to generate profit (Huber & Robertson, 2000). In this system, when there's a need for new money to fund economic growth—such as for infrastructure, healthcare, or education—the government directly injects it into the economy. Since the money is debt-free, it doesn't need to be repaid or accrue interest. This approach removes the necessity for governments to borrow from financial markets or banks, thus lowering long-term debt dependence (Benes & Kumhof, 2012).
How a Full-reserve, Interest-free system eliminates Government Debt
[bookmark: _Hlk214713416]A full-reserve, interest-free system effectively eliminates government debt by removing the need for bond issuance. Governments can directly create money without borrowing, as suggested by Fisher (1936), and use this money to pay off existing debt gradually. Consequently, public spending doesn't rely on private markets or bank credit. Benes and Kumhof (2012) estimate that adopting such a system could reduce government debt by up to 100% in certain scenarios, depending on how the new money is allocated. This shift eliminates interest-bearing bonds, promoting long-term fiscal stability.
Stabilizing Inflation Through Controlled Money Creation
Inflation often results from excessive money creation, especially when commercial banks rapidly expand credit during economic growth. Since fractional-reserve banks produce most of the circulating money, central banks have limited control over the total money supply (Werner, 2014). A full-reserve banking system tackles this problem by completely preventing private banks from creating money, ensuring all monetary issuance is centralized, transparent, and authorized solely by a public monetary authority. This approach limits unnecessary credit expansion, making inflation easier to manage and reducing the cyclical fluctuations of financial markets. As Friedman (1969) stated, maintaining a stable and predictable growth rate of the money supply is one of the most effective ways to ensure long-term price stability. By removing private credit-driven money creation, a full-reserve system aligns with this principle, providing a more disciplined and stable framework for controlling inflation.
Economic and Social Benefits of This System 
A full-reserve, interest-free monetary system provides numerous economic and social advantages that foster long-term stability and growth. By preventing commercial banks from generating money through credit, it greatly improves financial stability, decreasing the chances of bank runs and reducing financial crises, as Fisher (1936) noted. Additionally, issuing debt-free money decreases the need for both public and private borrowing, helping to stabilize the economy and lower overall debt levels (Benes & Kumhof, 2012). This approach also boosts government independence since governments no longer rely on financial markets for borrowing and can instead directly manage public financing (Huber & Robertson, 2000). Sovereign, interest-free money enables governments to allocate more resources to social welfare—covering healthcare, education, infrastructure, and poverty alleviation. Over time, a stable, well-regulated money supply supports sustainable economic growth by controlling inflation and fostering a conducive environment for productive investments. Overall, this system promotes macroeconomic stability and enhances governments’ ability to pursue inclusive development.
Challenges and Criticisms 
While the full-reserve, interest-free monetary system offers promising benefits, it also encounters several challenges and criticisms that need careful handling for successful adoption. Moving away from a fractional-reserve model involves significant institutional reform, legal changes, and managing existing public and private debts, making the transition complex and lengthy (Werner, 2014). Critics worry about potential political misuse, suggesting that centralizing money creation in government hands could lead to irresponsible or politically driven spending without strong regulatory safeguards (Jackson & Dyson, 2012). A common concern is the possible decrease in credit availability; limiting banks from creating credit might initially reduce lending to households and businesses, although supporters believe that investment accounts and alternative financing methods can offset this issue. Additionally, financial institutions may oppose these reforms as they threaten their traditional control over money creation and profit. However, research indicates that transparent governance, independent monetary authorities, and phased implementation can effectively address these challenges, enabling the full-reserve system to operate successfully and sustainably.
Conclusion
In summary, inflation in modern economies is heavily influenced by commercial bank credit creation, which often expands rapidly during economic booms. Since fractional-reserve banks generate most of the money circulating in the economy, central banks encounter limits in fully controlling monetary growth. A full-reserve banking system addresses this issue by removing private money creation and handing all monetary issuance over to a clear public authority. This not only stabilizes credit cycles but also aligns with Friedman’s (1969) view that price stability is best achieved through strict control of money supply growth. Therefore, full-reserve banking offers a more disciplined, predictable, and transparent framework for managing inflation and maintaining long-term economic stability.
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