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1
 The massive increase in excess reserves is the result of the Federal Reserve’s large purchases of mortgage-backed securities that 

financial market participants have been unwilling to purchase.    

2
 This is a variant of the proposal made by the German economist Silvio Gesell (1862 – 1930) for stamped money, only Sumner’s 

suggestion applies to just banks. Keynes spoke well of Gesell’s proposal in The General Theory of Employment, Interest and Money, 

1936, p.353 – 358.  
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 A sign of the changing times is evidenced by the following story. In a 2002 conference at the Council on Foreign Relations I 

presented a paper arguing for asset based reserve requirements to supplement inflation targeting. The argument was that inflation 

targeting is not enough. This was at the height of the Greenspan anti-regulation era and many well known influential economists and 

policymakers were in the room. The idea met with scornful silence and the conference organizer subsequently reneged on his offer to 

publish the paper. Now, suddenly the idea of asset based reserve requirements is popping up everywhere under the guise of regulatory 

liquidity ratios. 
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An earlier version of this paper was presented in a session titled “Counter-cyclical Macroeconomic Policies” held at the meetings of 

the Eastern Economic Association held in Philadelphia, PA, February 26 – 28, 2010. The views expressed in this paper are those of 

the author.�
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