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Types of US Money and Who Creates It

There are 3 types of money instruments the Government can spend into the economy: coins, cash, 
and reserves. Coins are created by the US Mint. Cash (paper money) is created by the Bureau of 
Engraving and Printing. Reserves (additions to bank balances) are created by the Federal Reserve (the 
Fed).

The creators of these instrument don’t always issue them. The Mint both creates and issues coins 
under its delegated authority from Congress. The Bureau of Engraving and Printing creates cash, but it 
is the Federal Reserve that issues almost all US paper money. US Reserves are issued only by the Fed, 
and constitute the overwhelming proportion of high-powered US money (Stephanie Bell, 1998a) in 
existence.

Other dollar-denominated bank reserves are created by commercial banks. These banks create 
reserves as part of the loan-making process. Specifically, a bank loan creates a deposit in the account 
of a borrower. This money is extinguished gradually or all at once as the loan principal is repaid.

Returning to high-powered US money, all of the coins and cash created by the Executive Branch are 
circulated into the economy by the Federal Reserve Banks. When the Treasury needs coins or cash to 
spend for any reason, it buys those physical money instruments back from the Fed and its spending 
account at the New York Fed is debited.

The situation with Fed Reserves is different. Here, when the Treasury deposits tax revenue or bond 
revenue or any other revenue derived from sales of Federal assets, other than coins, at the New York 
Fed, where the Treasury General Account (TGA, the Treasury spending account) is located, the 
following happens as a matter of accounting reality (See Stephanie Bell, 1998b):
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● The revenue is destroyed in the process of settlement because it is made up of liabilities of the 

Federal Reserve being returned to the issuer of those liabilities.

● As part of that same process the Fed issues new liabilities in the form of new reserves and the 

TGA is credited in the same amount as the old reserves being destroyed.

As a matter of accounting this is opaque to the public and to most Government officials and politicians 
alike. To them it seems like the Treasury deposits money at the Fed and that same money is credited 
to its account. So they constantly talk about “tax money” being spent by the Treasury to pay for this 
or that. And they also think that all Federal deficit spending which is currently enabled by bond 
revenue and which accumulates as unpaid “national debt” will eventually have to be paid for by new 
taxation when some future “day of reckoning” comes.

But, from an accounting point of view it is not tax money, or bond money being credited. Rather, 
what is credited is entirely new money in the form of reserves created in the Treasury spending 
account at the New York Fed. Indeed, all the money in the Treasury spending account at the New York 
Fed is comprised of newly created Federal Reserves. These new reserves are used to spend 
Congressional appropriations and or to repay principal and interest on Federal debt.

So, with the above as background, we can now frame the problem of the Treasury getting Fed 
reserves into the Treasury General Account for spending in a more generalized way. That is, can 
Treasury or Congress employ other methods than depositing tax and bond revenue to require the Fed 
to create new reserves for the Treasury spending account? Of course, the answer is yes, as we will see 
below.

How Can We Pay for the Federal Job Guarantee/Basic Policy and other Necessary and Nice Things?

This question is misleading in itself and we only ask it here because it is the sort of question most 
people ask in response to proposals of sorely needed new government programs. It is misleading 
because the most immediate answer to the question is not an answer to what is really concerning 
them. Nevertheless, here is that answer:

“We can pay for these things the same way we pay for other Federal spending through 
sending Treasury checks and Wire Transfers in response to invoices or programmed 
obligations.”

To get to an answer that will really address their concerns you have to ask a different question such 
as:

“How can we get more new reserves from the Fed than it creates in response to settled 
revenue deposits from taxes so that the Treasury can easily pay for a JGI and all the other 
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necessary and nice things a future Congress may be motivated to appropriate without further 
increasing the national debt?”

Here I’ll provide three methods to get those reserves.

1) High Value Platinum Coin Seigniorage (HVPCS):  According to the US Mint:

“FY 2016 United States Mint estimated total revenues are $3,839,982,000, total 
expenses are $3,595,307,000, of which $30,468,000 are for capital investments, and 
net results are $244,675,000 in earnings.”

The Mint’s earnings, that $244,675,000, also known as the “coin seigniorage”, or simply 
“seigniorage”, is the net profit from coining money and selling it to banks and private individuals (i.e. 
the difference between the cumulative face values of the coins it ships and the expenses it incurs in 
producing and shipping coins to their buyers, including operating, materiel, and capital expenses of 
the Mint during 2016). Both the face values and the seigniorage accumulate in the Mint’s Public 
Enterprise Fund (PEF) account throughout the year.

Current law allows the Treasury to “sweep” the PEF for the seigniorage into its own spending account 
at will. So, that is one way for the Treasury to get the Fed to markup Treasury’s spending account with 
reserves.

Compared to the credits to its spending account coming from other accounts holding revenue from 
taxing and selling bonds, the amount of coin seigniorage coming from the Mint is small. But it is there 
and demonstrates that there is another way the Treasury gets its spending account filled so it can 
spend Congressional appropriations funding its spending. And, as it turns out, that way of the 
Treasury filling its spending account can be used to much greater effect than in the past.

By using the authority of a 1996 law to mint proof platinum coins with arbitrary face values in the 
trillions of dollars, Treasury, through the Mint, can cause the Fed to fill the PEF with enough reserves 
to allow it to use the resulting seigniorage to perform its already Congressionally mandated spending, 
and even enough to pay off its existing debt. This idea, originating with “beowulf” (attorney Carlos 
Mucha, 2011) in its Trillion Dollar Coin (TDC) form has gotten a lot of attention during the debt ceiling 
crises of 2011, and 2012 – 2013. But a variation of it in its High Value Platinum Coin Seigniorage 
(HVPCS) form, requiring a coin with face value of $100 Trillion, for example, has received much less 
attention.

The differences in the TDC and HVPCS variations in their political implications are great. The TDC looks 
like a temporary expedient to get around debt ceiling problems, whose use can be repeated when 
needed. But, it doesn’t quickly remove the political problem of deficit terrorism.

On the other hand, minting a $100 T coin would change the background of politics by providing for 
relatively rapid payoff of the debt subject to the limit without balanced budget-creating recessions. If 

https://www.dailykos.com/story/2011/7/19/996061/-Coin-Seigniorage-A-Legal-Alternative-and-Maybe-the-President-s-Duty
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such a coin were used then there would be no more austerity talk, and no questions about “How you 
gonna pay for it?”, since one can always answer: “Well once Congress funds it then Treasury can get 
reserves in its spending account from the Fed through transferring existing reserves in other accounts 
including its PEF account previously filled with HVPCS.”

That is, the Treasury orders the Federal Reserve to increase the balance in its spending account by 
ordering the Mint to issue platinum coin(s) when it wants to fill it and ship the coin(s) to the Federal 
Reserve for deposit. The coin(s) then serve as a message, an order from Treasury to fill up the Mint’s 
PEF account. Once that’s done, the Treasury can then send an order to the Fed to debit (mark down) 
the PEF account for the value of the seigniorage, and credit (mark up) the Treasury’s spending 
account in that amount.

2)  (Overt Congressional Financing: This clause is needed in every appropriations or other money 
bill:

Upon passage of this appropriations bill, the Federal Reserve is directed to fill the Treasury’s 
spending account at the New York Federal Reserve with the addition to its Reserve Balance 
necessary to spend this appropriation. 

In addition, the Federal Reserve is directed to fill the Treasury spending account with the 
additions to the Treasury Reserve balances necessary to repay all outstanding debt 
instruments including principal and interest as they fall due for the fiscal year of this 
appropriation.

 
The first sentence ensures that in the event there is deficit spending in an appropriations bill, reserves 
will already exist in the Treasury spending account to allow Treasury to perform its mandated 
spending without further borrowing. So, from the point the language is included in federal legislation, 
further Treasury borrowing to “pay for” deficit spending will cease to exist.

The second sentence ensures that reserves will already exist in the Treasury spending account to 
repay principal and interest on outstanding debt instruments as they fall due throughout the fiscal 
year of the appropriation. So, from the point the language is passed, the Treasury debt will be in 
continuous decline until, after 30 years, it will be gone entirely unless the Treasury department 
decides to provide Treasury securities to fulfill a demand for them from the business community. But, 
in that case it will be clear that such securities are not being sold to provide reserves for the Treasury 
spending account, but only to satisfy a need for businesses to have an income-producing safe harbor 
for their idle money.

Let us call incorporation of this language in appropriations and CR bills, OCF of fiscal policy and 
associated deficit spending. And what we have now, we can call, in contrast, Implicit Congressional 
Financing (ICF). OCF is better than ICF in that it is much more transparent and, almost immediately, 
will be much more popular with most people than ICF and its load of public debt instruments.
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Within 6 months of passage of the legislation providing for OCF, its effects will be visible enough for 
the public to see that “the debt” is a dead political issue, killed by the legislation. And for the more 
reflective among them, to learn the lesson that the debt was never a bonafide financial issue, but 
always a political one caused by the failure of people to understand the fiscal power of a monetarily 
sovereign government to repay its own debt instruments as they fall due.

At that point, and even before that for many people, we will see the end of austerity politics, periodic 
debt ceiling crises, fiscal cliffs, sequesters, and budget crises. OCF directly ends debt ceiling crises, 
because the debt is no longer relevant except as a constantly shrinking obligation that will be paid off 
as it falls due.

3) Direct Fed Financing (DFF) Following a Treasury-Fed Accord: This method will be the most 
controversial of the three. But, it is actually the most simple and direct. 

First let’s note that according to current law, the Fed is not allowed to monetize Federal debt by 
buying Treasury instruments from the Treasury itself. So, it cannot grant credit to the Treasury to help 
it to spend appropriations.

Second, but, what if the Treasury and the Fed collaborate using a different approach based on a new 
Treasury-Fed Accord (See Moe, 2014)? Suppose an appropriation or Continuing Resolution for 
spending is viewed by the Fed and the Treasury as a financial asset of the Treasury Department. 

Currently the Fed is able to buy financial assets of companies in return for reserves of equal value. 
Then why could the Fed not buy a $2.3 Trillion appropriation from the Fed in return for $2.3 Trillion in 
reserves? I think it could. All it has to do is change its business rules. In that case the Fed would not be 
granting credit to the Treasury. Instead, it would be swapping out one kind of financial asset (the 
appropriation) for another (Fed reserves of equal value).

The effect of such a change would be the same as OCF. In effect, it would be OCF without the explicit 
order from Congress – simply the Fed supplying a service to the Treasury as its sole banking agent.

Conclusion

The justification for government shutdowns, fiscal cliffs, sequesters, and budget crises is primarily in 
the false claim that the US is running out of money, and must slow the growth of the national debt 
enough to allow the debt-to-GDP ratio to shrink. Such claims further allege that we can’t afford to 
implement the deficit spending that may be necessary to create full employment, pass Medicare for 
All, compensate for AI-created unemployment, and do other things that a majority of the population 
supports heavily, but does not insist upon in the face of supposed budget problems. Indeed, there 
would be no government shutdowns, fiscal cliffs, sequesters, or budget crises, without the claim that 
there is a Government Budget Constraint. 

Once we dispel that claim with HVPCS, OCF, DFF or some combination of the three, these things will 
be gone with the wind, and a new set of hopefully more fruitful problems will emerge. I look forward 



6
Copyright © 2026 by Joseph M Firestone, Ph.D.

to these new problems, the real problems posed by the need to win debates with conservatives about 
the likely real effects of fiscal policy for public purpose, rather than the faux problems of imaginary 
fiscal constraints giving rise to neoliberal austerity. They will be a great step forward for American 
Democracy!
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