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ABSTRACT 

 

 

The announcement by Bank of England in 2014 that banks’ money creation in practice differs from 

the general understanding has reopened the debate on bank’s money creation. The revelation comes at 

the time the banking industry is saddled with 2008 global financial crisis. This study revisits the 

discussion on money creation by banking industry examining the discourse on money creation as 

explained in selected banking and economics textbooks as well as contemporary journals. The 

investigation by the author on bank’s money creation exposes significant deficiency exists in the 

description of money creation in the textbooks inspected. This study enlightens this shortcoming. This 

is the contribution of the study. The author proposes more empirical study to be conducted on the issue 

in view of the cyclical global financial crisis that partially originates from bank’s money creation 

mechanism.  
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INTRODUCTION 
The Bank of England explains in their March 2014 Quarterly Bulletin: 

“Whenever a bank makes a loan, it simultaneously creates a matching deposit in the 

borrower’s bank account, thereby creating new money.” 

“The reality of how money is created today differs from the description found in some 

economics textbooks.” 

The above statements by one of the most authoritative sources on banking has renewed the 

controversy around money or credit creation by banking industry. The general understanding on the 

matter is that banks lend out depositors’ money and they ‘multiply up’ central bank money to create 

new loans and deposits (Bank of England, 2014). Unfortunately, what actually occurring in the 
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industry is the other way around. Every time a bank approves a loan, the bank creates the same amount 

of deposit (Bank of England, 2014). In other words, the bank does not use depositors’ money to lend 

out as understood by many. The bank just creates new ‘money’ to match the amount of the approved 

loan.  

 

The above exposition has far reaching impact on the present operation model of banking industry 

which has been based on banking financial intermediation theory (Werner, 2014). According to 

financial intermediation theory, banks lend out depositors’ money. But in the above testimony, Bank 

of England declares that banks do not use depositors’ money for the loan disbursed. To fund the 

money to be disbursed for the approved loan, banks create new ‘money’ in the form of bank credit. 

These new ‘money’ created are not real money and they do not really exist in physical form. The 

admission by the Bank of England also a clear indication that support the credit creation theory. Credit 

creation theory upholds that each and individual bank can create money whenever loan is granted 

(Werner, 2014).   

 

Not with standing the above, the explanation on money creation as documented in the understudied 

textbooks depicted a different illustration. As the textbooks are used by students of institute of higher 

educations as well as the academicians, the incomplete description on banks’ money creation reflects 

the half-truth view presented to the disciples who later grow into the industry’s professionals as well 

as the industry’s policy makers. The academicians and researchers will continue to refer to this 

deficient discourse and produce research articles henceforth. The policy makers will continue to mould 

policies pertaining to the industry based on the flawed bank’s financial intermediation theory. This 

half-baked understanding on the matter would eventually entails imperfect policy and approach in 

managing the industry. Hence the objective of my study is to compare and analyse what is described in 

the selected textbooks and journals on the subject matter and highlight the complete picture of banks’ 

money creation that should be incorporated in the textbooks.  

 

The above contradictory discourse on money creation continues among the academicians, practitioners 

and other stakeholders. With this in mind, the author re-examines the issue and compare the topic of 

money creation as explained in banking and economic textbooks. The author also explores the 

discussion on money creation as published in indexed journals to see the empirical evidence. This is 

vital to establish the correct understanding of the issue and to harmonise the concept with its 

practicalities. 

 

METHODOLOGY 

This study is conducted by examining and comparing the topic of bank’s money creation as explained 

in banking and economics textbooks as well as articles published in journals. The author has selected 

the following textbooks: 

 
 Title Publisher Author(s) Year, Edition 

1 Principles of Economics Oxford University 

Press 

D. Vengedasalam & 

K. Madhavan 

2013, Third Edition 

2 Economics Pearson International 

Edition 

M. Parkin 2008, 8
th

 Edition,  

3 Economics SJ Learning W. G. Borges 2016 
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The above textbooks are selected as they are the elementary textbooks on the matter under 

consideration. Additionally, selected published articles on the matter are also reviewed with the 

objective to collate and establish a suitable content of discussion required for the matter. 

 

LITERATURES ON MONEY CREATION 

The polemic on banks’ money creation has resurfaced in view of the 2008 global financial crisis with 

some quarters blaming this special and unique right given to banking industry. Some authors assert 

that to ensure the smooth operation of economy, banks need to create money. For example, Taylor 

(2009a), cited by O’Connell (2010), sees the Federal Reserve program of quantitative easing as 

indicating that the projected fiscal deficits will be financed by money creation. Yiming Hu, Siqi Li, 

Thomas W. Lin & Shilei Xie, (2011)’s study on "Large creditors and corporate governance: the case 

of Chinese banks" revealed the state-owned enterprises (SOEs), in particular, have long been 

supported financially by the government with cheap credit through the state banking system and 

money creation. Ünalmış (2015) also assume that primary budget deficit is financed by domestic and 

foreign borrowing and money creation. 

 

In November 2012, Adair Turner, the chairman of the UK’s Financial Services Authority, member of 

the Bank of England’s Financial Policy Committee, spoke on the fundamental cause of the financial 

crisis in his speech to the South African Reserve Bank: 

 

 “The financial crisis of 2007/08 occurred because we failed to constrain the private 

financial system’s creation of private credit and money.” 

 

The statement by one of the most respected and influential industry player shocks many and provides 

sufficient evident for the issue of credit and money creation to be examined. It is an honest admission 

by Lord Adair Turner that it is a fundamental matter. Lord Adair Turner’s admission is supported by 

Bagus and Howden (2013) as well as Smirna’s (2014) conclusion on the link between financial crisis 

and bank’s money creation. Bagus et al. (2013) and Smirna (2014) link fractional reserve banking 

(FRB) system with the crisis and Werner (2014) establishes that FRB system results in bank’s money 

creation. Bagus et al. (2013) asserted that the foundation of the modern banking system – the holding 

of fractional reserves against deposits – is also problematic from economic, legal and ethical angles. 

Smirna (2014), citing Mises (1980), in referring to past financial crises, convinced that fractional 

reserve banking which is inherently unstable tends to be revealed with the occurrence of each crisis. 

Banks that lend out money contracted on demand from clients, or banks that issue more money 

substitutes than reserves available, put themselves in a position of impossibility to redeem part of their 

obligations.  

 

Banks’ money creation has also caught the attention of a British law maker who has raised the matter 

during a parliamentary debate. In the debate Meacher (2014) argues that the money creation 

mechanism has been abused by the banking industry. He explains the banking industry decides who 

uses that wealth and for what purpose and they have used their power of credit creation hugely to 

favour property and consumption lending over business investment because the returns are higher and 

more secure. Thus, the banks maximise their own interests but not the national interest. 

"The key function of banks is money creation, not intermediation. "  
(Michael Kumhof, Deputy Division Chief, International Monetary Fund)  
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“When banks extend loans to their customer, they create money by crediting their 

customers’ accounts.”  
(Sir Mervyn King, the Governor of the Bank of England from 2003-2013)  

 

“The banks do create money. They have been doing it for a long time, but they didn’t realise it, 

and they did not admit it. Very few did. You will find it in all sorts of documents, financial 

textbooks, etc. But in the intervening years, and we must be perfectly frank about these things, 

there has been a development of thought, until today I doubt very much whether you would get 

many prominent bankers to attempt to deny that banks create it.”  
(H W White, Chairman of the Associated Banks of New Zealand, New Zealand Monetary Commission, 1955) 

 

The above statements by individuals, whose credentials are unarguable, left important hallmarks to 

many. In addition to the above disclosure, several authors have recorded literatures on money creation 

by banking industry. They include Alan Holmes (1969), Crick (1927), Laidler (1998), Werner (2005), 

Mouatt (2008), Tlemsani (2010), Oberholster (2010), Turner (2013), Werner (2014), Jakab and 

Kumhof (2015), Öncü (2015) and Arfah & Borges (2015). 

 

Crick (1927), as quoted by Werner (2015), argued that banking system as a whole can create credit 

and money. However, in doing so, without denying the fact that banking system do create credit and 

money, he assured that the process is under control due to its diffusing nature hence has less direct 

economic impact. Hawtrey (1929), quoted by Laidler (1998), supported Crick (1927)’s analysis that 

the process did not lead to an adverse impact but further established that the process is a necessity as 

government expenditures would be insufficient to combat unemployment, unless financed by money 

creation. Viewed from economic perspective Mouatt (2008) pointed that the post-Keynesians have 

emphasized that money creation is credit-driven by consumers and producers. His analysis concluded 

that the concept of deposits creation and destruction by the private banking infrastructure is an integral 

element of these schools of thought. This includes the idea that money is “created out of nothing” with 

little or no government regulation.  

 

Money Creation as Discussed in Textbooks 

Statements by the Bank of England and Lord Adair Turner, as described above, that the money 

creation process in reality is different from how the public understand it. This is the focal point of the 

study i.e. to analyse how the topic of money creation explained in textbooks referred to by the 

academicians, students and researchers. The following paragraph will discuss the explanation of 

money creation as per the identified textbooks.  

 

1. Principles of Economics – Oxford University Press 

 

The authors dedicate two pages to discuss money creation topic. The authors use the term credit 

creation instead of money creation. In the book, credit creation is defined as: 

 

“A process where a small given deposit in a commercial bank will lead to an increase in 

the supply of money” 

 

The authors, however, argue for commercial banks to be able to create money in the economy must 

assume the followings: 
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1.1   Cash ratio is fixed by the central bank and its value is constant; 

1.2   Banks do not keep excess cash reserves; 

1.2   The public must keep their money in the bank; 

1.4    Leakage does not exist. (There are no withdrawals from the banking system); 

1.5    Banks’ assets are only in the form of cash and loans; 

1.6    Liability consists of only deposits; 

1.7   Deposits are in the form of current deposits (only cheques) 

 

The authors then illustrate how bank create money with the use of a bank’s balance sheet i.e. 

accounting record. The illustration is as follows: 

Step 1: 

Assuming that Bank XYZ is the only commercial bank in the country and its legal cash requirement is 

10%. (Banks keep 10% of deposits and lend 90% out). Suppose that a customer, Mr Arwin, deposits 

RM 1,000 in Bank XYZ. The balance sheet of Bank XYZ will be as follows. 

 

 
Step 2 

Next, Bank XYZ gives a loan of RM900 to another customer, Ms Catherine. She receives the loan and 

return to Bank XYZ to deposit the entire amount in the form of deposit (assuming that there are no 

leakages). The balance sheet will show as follows: 

 

 
Step 3 

Again, Bank XYZ gives a loan of RM800 to another customer, En Razak. He deposits his money at 

the same bank. 
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The authors explain that the above process will continue until the deposits equal RM10,000 – the 

maximum amount that can be created. To conclude, they stated the credit creation formulae as 

follows: 

 

Cash Ratio =  Cash Reserve  x 100% 

            Initial Deposit 

 

Total Credit Creation =        1         x Initial loan 

        Cash ratio 

 

2 Economics – SJ Learning 

 

Under the sub title of “The Creation of Money”, the authors commence with the brief view of 

accounting with the basic relationship between assets, liabilities and equity as below: 

 

Assets-Liabilities = Equity 

 

The authors then categorise loans as major assets for banks because loans are “I owe you” (IOUs) 

from the borrowers. IOUs are the borrowers’ promise to pay and assets to the banks because of their 

(IOUs) value to the banks. The banks could also sell the loans for cash. 

 

The authors then describe that liabilities as debts or the banks’ IOUs and one major component of 

banks’ debts are deposits. Deposits are also identified as the banks’ major source of funding. 

 

The authors also briefly describe balance sheet as a “T-account” as a way of recording banks assets 

and liabilities as follows: 

 

Assets      Liabilities 
__________________________________________________________________________ 

Reserves     40  Deposits   180 

Loan    160  Net worth     20 

__________________________________________________________________________ 

Total    200  Total    200 

 

The authors then proceed with the process of money creation. The begins with an example of a person 

open a current account with a deposit of RM10,000 with Public Bank. Assuming that the reserves 

required to be kept at Bank Negara Malaysia is 10% of total deposits, Public Bank needs to keep 

RM1,000 in its reserves and the bank can lend out RM9,000.  

 

In brief, what the authors explain is similar to how the previous author in the previous textbook 

explain. Below is the diagram of the money creation process depicted in the textbook: 
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The above process continues and eventually from an initial deposit of RM 10,000, the banking 

industry creates money totalling to RM100,000 as summarised below: 

 

 
3 Principles of Economics – M. Melvin and W. Boyes. South-Western CENGAGE Learning 

 

Under the sub-topic “Banks and the Money Supply”, the authors admit that banks create money by 

lending money. As banks’ core business is lending and by lending banks create money, there is no 

issue whether or not banks do not choose to create money. They also confirm that banks lend out a 

portion of the deposits to earn interest. A fraction of the deposits is kept as reserve to meet withdrawal 

requests. Banks’ money creation is discussed with the explanation on the required reserves which is 

imposed by the central bank (Federal Reserve). Echoing the previous authors’ discussion on money 

creation, Melvin & Boyes (2011) explain money creation process starts with a total deposit of 

$1,000,000 at First National Bank. With required reserves is 10%, the bank must keep $100,000 (10% 

x $1,000,000). They show the balance sheet of First National Bank as follows: 
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Assuming that the bank receives a new deposit of $100,000, the balance sheet of the bank will depict 

as follows: 

 
The bank’s required reserves are now $110,000 (10% x $1,100,000) and subsequently the amount that 

the bank can lend out is $90,000 ($200,000 - $110,000).  

 

Unlike previous authors Melvin et al. (2011) extend the discussion on the impact of bank’s lending to 

the country’s money supply. Supposing that the bank lends out $90,000 to Mr A who deposited the 

money into borrower’s First National Bank, Melvin et al. (2011) exert that First National Bank’s 

lending of $90,000 has increased the country’s money supply by the same amount. 

 

To surmise, the explanation on bank’s money creation in all of the above textbooks is the same i.e. 

bank lend out depositors’ money. This presents the source of misconception by the public i.e. the 

textbooks’ discussion on money creation process is not the same as the practice of money creation in 

the real world as highlighted by the above literatures. To extend the discussion further, the researchers 

would like to document the literature by Werner (2014) that add new dimension on bank’s money 

creation process and supports the view of the above authors. 

 

Research by Werner (2014), who claimed no empirical evidence to-date despite serious discussions on 

the matter, provides the practical evidence of money creation by banking industry. In an attempt to 

personally experience and record a real live bank’s internal accounting entries on loan transaction, he 

borrowed a sum of money from a German cooperatives bank and obtained permission from the bank’s 

management to sight internal bank’s relevant accounting records on the transaction. His objective was 

to establish whether or not in the process of making the loan available to him, the bank transfers these 

funds from other accounts within or outside the bank, or whether they are newly created. His 

hypothesis is that “The borrower's current account will be credited with the amount of the loan.  
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The key question is whether as a prerequisite of this accounting operation of booking the borrower's 

loan principal into their bank account the bank actually withdraws this amount from another account, 

resulting in a reduction of equal value in the balance of another entity—either drawing down reserves 

or other funds. Should it be found that the bank is able to credit the borrower's account with the loan 

principal without having withdrawn money from any other internal or external account, or without 

transferring the money from any other source internally or externally, this would constitute prima facie 

evidence that the bank was able to create the loan principal out of nothing.” 

 

Through his observation and sighting of relevant bank’s accounting internal document, he noticed: 

“Neither was instructions given to increase, draw down nor borrow reserves from the central bank, the 

central cooperative bank or indeed any other bank or entity. In other words, the loan officer credited 

Werner’s current account with the amount of approved loan and no movement of the same amount 

from the bank’s internal or external account. Logically there should be a reduction of the same amount 

from the bank’s account since the fund has been credited to the borrower’s account. This has led him 

to conclude that: “In other words, it was apparent that upon the signing of the loan contract by both 

parties, the funds were credited to the borrower's account immediately, without any other activity of 

checking or giving instructions to transfer funds.” 

 

But where does the fund come from? He found that the bank just ‘invented’ the funds by crediting the 

borrower's account with a deposit, although no such deposit had taken place. The whole process was 

made possible by the accounting bookkeeping treatment in the bank’s book. 

 

The certainty that banks create their own funds through lending is endorsed in the narration of the 

money creation process by prominent global banks’ regulators and policymaking authorities from 

Canada, United States of America, England and Germany (Jakab and Kumhof, 2015). First is by 

Graham Towers (1939), the then governor of the central bank of Canada:  

“Each and every time a bank makes a loan, new bank credit is created — new deposits 

— brand new money”.  

Alan Holmes (1969) who was the vice president of the New York Federal Reserve stated: 

 “In the real world, banks extend credit, creating deposits in the process, and look for 

the reserves later.” 

In England, the Bank of England employees, Berry, Harrison, Thomas and de Weymarn (2007) 

echoed the same by saying:  

 

“When banks make loans, they create additional deposits for those that have 

borrowed the money.”  

 

Two (2) years later, Keister and McAndrews (2009), economists at the Federal Reserve Bank of New 

York explained: 

 

“Suppose that Bank A gives a new loan of $20 to Firm X ... Bank A does this by 

crediting Firm X’s account by $20. The bank now has a new asset (the loan to Firm X) 

and an offsetting liability (... Firm X’s deposit at the bank).”  
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Bundesbank (2012) of Germany:  

 

“How is deposit money created? The procedure is equivalent to the creation of central 

bank money: As a rule, the commercial bank extends a loan to a customer and credits 

the corresponding amount to his deposit account. ... The creation of deposit money is 

therefore an accounting transaction.”  

 

Mervyn King (2012), former Governor of the Bank of England reiterated the above: 

 

“When banks extend loans to their customers, they create money by crediting their 

customers’ accounts.”  

 

Lord Adair Turner (2013), former head of the UK Financial Services Authority and one of the most 

referred experts in financial world, also concurred with the above authors. He candidly stated:  

 

“Banks do not, as many textbooks still suggest, take deposits of existing money from 

savers and lend it out to borrowers: they create credit and money ex nihilo — 

extending a loan to the borrower and simultaneously crediting the borrower’s money 

account.” 

 

Unfortunately, all mainstream text books in banking and finance explains bank takes depositors money 

and loan out to borrowers. This is called financial intermediation theory of banking whereby one of 

the functions of banking industry is acting as intermediator between the surplus side and the deficit 

side (Werner, 2014). What Lord Turner said clearly contradicts with banking intermediation theory of 

banking.  

 

Following Werner (2014)’s revelation, Arfah (2015), a Fellow member of CPA Australia and a 

member of the Malaysian Institute of Accountants (MIA), together with William G. Borges wrote two 

articles titled “Accounting Treatment of Bank Credit Creation: An Impersonation of Reality (Part I 

and II)” and published by MIA’s Accountants Today addressing the issue of banks’ money creation. 

These two significant accounts by two prominent authors and published by the country’s highest 

accounting association acknowledging the accountants’ compelling artistry in banks’ money creation 

speak volume to the discussion. They wrote:  

“Commercial bank credit creation is made possible through accounting entries by 

accountants. It is the simple act of recording into the bank’s book (debit loan, credit 

deposit) what was never in existence that provides the illusion of reality of the 

otherwise non-existing “debt”. 

They pointed out the accounting double-entry bookkeeping system of banking loan transaction as the 

tool of banks’ money creation. Double-entry bookkeeping is a record keeping system under which 

every transaction is recorded in at least two accounts (Accounting Tools, 2017). In the bank’s Balance 

Sheet, the double entry for loan transaction is recorded as debit loan and credit customer’s deposit. 

They argued the loan transactions that are entered into the bank’s book are simply records of 

fabricated “debt” which are matched to equally fake “deposits”.  
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In their second article, Arfah et al. (2016) claimed the act of banks creating new money out of a bank 

credit is a fraudulent scheme. They censured the accounting profession for consummating the lender-

borrower relationship which would not take place without otherwise. Reiterating Oberholster (2010) 

and Lord Adair Turner (2013), Arfah et al. (2016) emphasized on fake bank’s credit or fake debt (they 

wrote as “debt”) as the first step and followed by fake money (fake “deposits”) as depicted in the 

following diagram: 

 
Figure 1.1 

 
                                                             

They established that during the course of credit creation, bank only records the transaction (bank 

credit) into the accounts but the “debt” event did not take place. Figure 1.1 above indicated it is fake 

credit/”debt” gives birth to fictitious “deposit”/”money”. Bank has to fabricate “debt” first than only 

can create bogus “deposit” hence “money”. Without false “credit”, banks would not be able to invent 

imaginary “deposits”. The significance of this is discussed below. The controversial point here is how 

can the bank credit which originates from fake debt, be treated as real money. 

Further readings on the works of Werner (2014) provides a simple understanding of how banks 

create money out of thin air by the magic of accounting entries on loan disbursement. He illustrated 

that when bank approves a loan application, the balance sheet of the banks looks like Figure 1.2. 

Figure 1.2 
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As shown in the above, when a bank approves a loan application, before the fund is disbursed to the 

lender, the bank’s balance will record an increase in loan by the amount approved (in the above + 

1000 for simplistic reason) on the asset side (loan is considered as asset to the bank) and its double 

entry will show an increase of the same amount (+ 1000) on the liability side recorded as ‘Account 

Payable’. Werner (2014) recorded: “In all cases, in Step 1 the loan contract creates an asset for the 

lender, as the money will be repaid in the future, and a liability in the form of the ‘accounts payable’, 

as the loaned money will have to be made available to the borrower at some stage.” 

Figure 1.3 

Having disbursing the fund to the borrower, logically there should be a reduction in the bank’s cash or 

reserve since the money has been given to the borrower. Amazingly, that does not happen. What the 

bank do is simply reclassifying ‘Account Payable’ into ‘Client Deposit’ with the same amount (+ 

1000) as shown in Figure 1.3 hence creating fictitious deposit. In explaining the above Werner (2014) 

pointed: “This is done through the one, small but crucial accounting change that does take place on the 

liability side of the bank balance sheet. The bank reduces its ‘account payable’ item by the loan 

amount, acting as if the money had been disbursed to the customer, and at the same time it presents the 

customer with a statement that identifies this same obligation of the bank to the borrower, but now 

simply reclassified as a ‘customer deposit’ of the borrower with the bank.” 

 

Upon ‘disbursing’ the loan, the bank’s position remains where it still owes the money. In other words, 

the bank does not actually make any money available to the borrower. Werner (2014) noted: 

 

“No transfer of funds from anywhere to the customer or indeed the customer's account 

takes place. There is no equal reduction in the balance of another account to defray 

the borrower. Instead, the bank simply re-classified its liabilities, changing the 

‘accounts payable’ obligation arising from the bank loan contract to another liability 

category called ‘customer deposits’.  

 

Note that the term used to describe the process is “money creation from thin air”. Etymologically, the 

term “creation” refers to the act of bringing something into existence from non-existence i.e. exactly 

the process undertaken by banks. Similarly, the term “fictitious” which means imaginary aptly 

describe the phenomena.  

 

As Werner (2014) concluded confirms that banks create money when they grant a loan and they invent 

a fictitious customer deposit, which the central bank and all users of our monetary system, consider to 

be ‘money’, indistinguishable from ‘real’ deposits not newly invented by the banks. Thus, banks do 

not just grant credit, they create credit, and simultaneously they create money. The conclusion by 

Werner (2014) is based on his earlier live empirical research on a German bank’s accounting entry on 
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his € 200,000 loan transaction with the bank. During the research he was allowed to record the whole 

process and he came to the conclusion that:  

 

“………., it was apparent that upon the signing of the loan contract by both parties, 

the funds were credited to the borrower's account immediately, without any other 

activity of checking or giving instructions to transfer funds. There were no delays or 

deliberations or other bookings. The moment the loan was implemented, the borrower 

saw his current account balance increase by the loan amount.”  

 

During the research, the followings are his observations:  

1 The bank officer in charge of the transaction did not even check the bank’s available deposit 

before crediting his account with the full amount of loan; 

2 No transfer of money away from other internal or external accounts of the bank when money was 

made available to the borrower;  

3 The bank ‘invented’ the new funds by crediting the borrower's account with a deposit, although no 

such deposit had taken place; 

4 The bank does not loan any existing money, but instead creates new money. The money supply is 

created as ‘fairy dust’ produced by the banks out of thin air. 

 

ANALYSIS AND CONCLUSION 
The authors are puzzled by the whole episode of bank’s money creation discussion found in the 

selected textbooks and literatures in indexed journals. Werner (2014)’s references on the mechanism 

of money creation which dated back from 1969 and by the banking industry’s authentic individuals 

contradicts with the selected economic textbooks’ description on money creation which are written in 

2008, 2013 and 2016. It is perplexing that the views of the significant industry’s figures, as shown 

below, on money creation process were not considered in the above textbooks and journals: 

1. Graham Towers (1939), the then governor of the central bank of Canada 

2. Alan Holmes (1969), the former vice president of the New York Federal Reserve 

3. Bank of England (2007) 

4. Keister and McAndrews (2009), economists at the Federal Reserve Bank of New York 

5. Bundesbank (2012) of Germany 

6. Mervyn King (2012), former Governor of the Bank of England 

7. Lord Adair Turner (2013), former head of the UK Financial Services Authority  

 

Even more shocking is the revelation by Werner (2014) that before his 2014 research, no empirical 

evidence recorded on money creation by banking industry. Hence more empirical research must be 

conducted in particular at Islamic banks so that the banks do not involve in such heinous money 

creation stratagem. Despite the call for more research, we warn that it is not an easy task as the banks 

are subjected to Personal Data Protection Act 2010 (Malaysia) which prohibits banks from revealing 

their customers’ data to other parties. 

Until and unless the economic textbooks incorporate how bank creates money in reality as presented 

by Werner (2014), the misconception on bank’s money creation will continue to persists This status 

quo poses a grave danger to the industry’s survivability and even more damaging to Islamic banking 

industry as it is based on Shariah. The true picture of money creation must be thoroughly analysed and 

steps must be undertaken to abolish such wicked apparatus. Or else policy makers and regulators for 
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the industry will continue to formulate policies moulded on the flawed foundation. Perhaps this is one 

of the reasons why the industry remains plagued with the cyclical financial crisis.  
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