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ABSTRACT

A fundamenta question in examining the monetary
system is “who should have the right to create money?’
The response provided by the conventional monetary
system (fractional reserve system), is to distribute this
right between the central bank and commercia banks.
But this “historical response”, is a “Public Choice’, not
necessarily based on efficiency or equity. In recent
decades, eminent economists such as Simmons, Fisher,
Friedman and Tobin have criticized fractional reserve
system from different points of view and have
recommended a reform toward full reserve banking.
Among Mudlim economists, Monzer Kahf, Mohsin
Khan, Mirakhor, Dallali and Al-Jarhi have such aview.

In the present paper, using documentary research
method, the theoretical basis of the full reserve banking
and the views of its most famous supporters are
examined. Then, the most important criticisms
regarding the fractional reserve banking are described
from two points of view: efficiency and justice. In terms
of efficiency, the main critique of the fractional reserve
system are the aggravation of monetary shocks and
escalation of macroeconomic fluctuations, increasing
the risk of bank-run, the need for increased government
interventions and complex regulations, inefficient
alocation of resources as a result of information
asymmetry, and the continuous increase of public and
private debt. On the other hand, in terms of justice, the
main critique of the fractional reserve system are
granting the power to decide about the most important
near-public good to private-motivated enterprises,
ingtitutionalizing usury (interest) in contracts, violating
distributive justice (bankers monopolistic profitmaking
vs. loading banking system losses on the generd
public), and the transfer of assets ownership without
complying with legitimate property rights.
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1. Herbert Hoover



Voo by 5 3mb /YFGE /NAGs [ olal solatdl sla ,liua

i i U 5 03N oSl 5 s plli 5 s 2B
Oy L7V r G803 i 5 ol (65185 503,5 Loy
Solwesly psd s b (SSL el Sl gl Lol slely
A8 e 1S ol

AQFA Wi 5 ek st o 5 gy gl 53 opedky b
sal QLS o b (3 i) Sodeails Slaal )
o=l 4SS e les) 5353 o0 By 5Tl ((ooleadl 58 (6 )
Jroe Sl 03,5 (3 5 e S > iy ol
O b S e 2ol |y Decli S DS ) (Jgd B el o3, S
A L) G aw o oo gl Jal o g oS ol diine
ST s ol al 2 8l I el 4SS o SKee
o b R85 o0 i gl Y S ol b g
2l 053 Gl b il e Bl (B ol ) S
\c«;,}sl_é CeaSn o b Jgs gl ) aS;Tp.s ¢35l
0L e LMo & LS s

Sl s s sl (5l i ol 3 oy 3 olgidy
psine L) Uy 3 oSl G Vil 231l Sl s o
S Gl L5 (L) o pele (g5 31 (U 035
Opm b e S 7Sy Sk G 3l s e Do
OLSel Gl s o slgidig 1) 5580 Ba 3 4 olasd S
Sleas Ny G5bersd 5 dleslo 5l popas s Gl
N (g SISl 53 3,5908) (655005000 2SS S
L s (g 315 -S0L )Ll 5 S)S) sl SHIS
S SN s o S Dlo J 28 Bl 555 355 00 (Ko
bbb Slles gl 53 (65850 Sb 8 B |y (55550 S
[(Friedman, 1948) col ;0\l (Jg; oo i)

Soe b V¥ A) Jg DS 9y (©asls y LS 53 ey 3
097 3Bl glaplug 2l aly ) (ool Ollug 6
¥ P S e e s i SO 31 e 5 033
3 550 slalpl dlose 4l gl 0 45 ol o Jows pl ko

4. Rule of law

ol s e s BTG Gl Sl s sl b 2 510

lyed I Slesiose y3 Sdgs OMWSIe bl el Cgs  Jgr O
sl 035 glal S5y o5, Lie

A¥

o o & el O JolS 5B 03 (53 S se (e
o b Il b ol il sl 4 b o ol Css ¢ s
el o, g 5y Jg HLal & 25 (0l izl ol 3 LaSSL 5
3 Aol e lopgy slaay ;a5 ol fas
bl 5 ) 3l dal g (6 Ked SRaIS s a4
S350 S almgy 0l Jhiia by S5k JB b i oS0l 03
(g3 AL & ad oo anils ol ol g ansl> 55
LS o S5 JolS 05 g el ol 084S 50 e oler
Ao o IS e I Bl Y pls ) s oS ol
s o I3l a8 Lol @0 10 T (oo s
(s aon gy 0l Uasl (glapls o o jon 38 VL p5lene
= 540 D ml 53 1l gl iS4 (S
S (dd 0313 o &S0l Wl or S (s sl a
Al (et LS 5 o it Gl A

.w‘b
J_AKSWQ Lﬁjﬁ: rua.: 3) 40 ‘\SJ..L:B Q)’»‘“A fJ\.E:..A Q\Jiafm
ot o SVl 5 a6 daled  Bes sy Eomy
..\_:‘42....;‘}2 450)}3 .5)\} L@.:TQJ@:U._{\ OJBAA U‘«"f‘“’j Jl\a;;%.i}'
Slaplowsi 3l (xS i) SIS asly (AL, sl
9 D9 g}.A.,\_: L;’Yl_, C)Ja_..uj LA&;L’ M)j cLQJLJJ;‘
Lt ol S LS gslaasdl gladie oy 311 (Luoguas
))‘\Seud)éj <w)§Q)y¢wJ§LguJL~)>6L;LJUu

A sl e oS il sy sl

JolS (S8 0235 Slocidy g pos B Y
ok b abgar TV v v 05 5 el (el Gl i
3 8L 35 aS e bt LT ogline (63,505, L
SO ol L gladlin 53 s (SIS asl o BUS s 95
L 5 (VAYA) Y((L§>L~a:.§\ Sl sl Sl I sl
s «1808) oy S (6 glaals g bS5 g JLu

Sip w5 bl 5 Jes 65570 SO 550 51 Iy Bl Olr (b sbas )

o 23 on e (JLo DS 5 a5 o 5 Jold) (6550 SSL
s el 3y S sl 53 ey Bl 5 EL Sl bl

2. A Monetary and Fiscal Framework for Economic Stability

3. A Program for Monetary Stability
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2. Deposited Currency
3. Money Aggregates
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1. The Marriage of Monetarism and “Invisible Hand” Doctrine
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