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| a law bam}ing any b
perlnlssmn andre re

: :f "f,here stepped, uhfortu.natel
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ihe Mzses Instufuaes summer conferences Dr. .
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; persuadmg the government _
drafted by himself in 1860. His




charlsmatxc teachmg style produoed 8 host of hlghly mﬂuen—

tial disciples, who dominated Chilean econontic thought and

political economy for decades.

The Law of 1860 created a free bankers paradlse in |
Chile. Anyone or any group could set up a bank and issue

notes, There were no reserve requirements, no minimum

. capital or loan requirements, no limits on loans to direc-
~ tors, and no inspectien by govern:ment agenc1es Only two
minor restrictions were imposed: a maximum note issue '
* of 150% of the bank’s capital, and a ban on very: small
| denomination notes under 20 pesos. All else was per-

mitted, within, of course, the standard __fr_ee.-ebahking

. framework of requiring banks to'redeem their notes in ..
- gold on demand.6 The Law of 1860 contmued to be the-- '

bas:c banking law of Chile until 1925

Asarssult of thenew system of free banklng, howaven,. .
- Chile rapidly embarked on-a: long—run, ‘generally ac-
celerating courseof inflation. The old haven of hard money' o

and financial stability was no more,

It took less than five years for- the brave new free."-'- :

banking system to collapse. In 1864, Spain and Peru went

* to- war over the Guano Islands off the coast of South - -
- America, and Chile went to'the aid of. Peru, declarmg war"

" on Spain ot September 24; 1865. By the outbreak of war,
the free banks had mﬂated to stich an extent that they =
were vulnerable to msolvency in amajor crisis. Hence;the -
. war scare of 1865 led to massive withdrawals of bank -

deposits: and the cashing of notes from.the _fraﬁctioﬁétl‘

- reserve banks. At the point of insolvency, the banks were -
. promptly saved by the Chilean government, which now

embarked on a path of inconvertible bank paper. First;
five days after the declaration of war, it authorized the:
- new Barico Nacional de Chile to issue a mass of inconver:. -
- tible bank notes; stlpulatmg (a) that the mconvertlblllty -

* Eduwin W Kemmerer,. the Amerwan money doctor” on one of }us

- trips to South America to elp with monetary "reforms” thot ledto” 1b111ty into specie was soon resumed. But the signal had

" " been given to the banks that the government would bail
. them out in times of real. financial trouble, and: so. an
. _'mﬂatmnary boom soon began, fueled by bank credit ex-

‘pansion. and ensuing speculation, The bank credit boorm

the creatwn of the Chiléan central bank.

wold last only for 90 days and (b) that the maximum note

* i{ssue would be 1.5 million pesos. The fiat notes would not

be legal tender;, but would be receivable in taxes or other

payments to the government. Second, the ‘government
" - induced four of the leading banks to agree to receive the
- Banco Nacional notes at par, and also to turn over to the

govemment all coin taken in to help eventually yedeem

~ the bank notes received by the government. Third, the |
. * government agréed to issue. 1 million pesos worth of bonds
~ to be kept as a guarantee for-any of the inconvertible bank

_notes received by the government.

As always happens with monetary expansmn, this
first step was but the tentative beginning of the inflation
program: Another law was passed at the end of December,
delaying specie convertibility until six months after the
war with Spain was over, or, at the latest, by the end of
June 1867. In addition, more inconvertible bank notes

were made recelvable in taxes.

‘Fiscal needs escalated rapidly as the blockade by the

'Spanisgh navy led te a fall in customs revenue, and to

difficulty in repaying the public debt, held mainly by -

_'England “The next step in the acceleration of inflation
- came in July 1866. The government borrowed massively

from banks to help pay the foreign debt; in return, the
government bestowed a host of special privileges on the
banks. The law of the previous December was repealed.
From now on, there were to be no restrictions. on the
amount of loans or note issue by the banks; @/l bank notes

- would be inconvertible until six months after the war, or
- June 1867 at the latest. All banks lending money to the

government would agree to receive each others’ notes at

. ‘par for. twentytwo years, to the extent of 4.5 millien

pesos. For this massive set of privileges, the banks agreed

. to-pay the government a fee of 2 percent per annum on
' _any inconvertiblemotes outstandmg

Fortunately, the war was shortly over,. and’ convert-

after 1866 led to a speculative boom in mining, as well as

- an increase in wheat and copper prices. Frank Fetter |
* notes that“the bankswere doing business on a very small |
" -margin of safety.” 7

Booms always give way to busts, and a depression set

- inby 1874, Farmers and landlords went even more heavi-
Iy into debt; and total agricultural debt in arrears roseto. |
. 11.7% in 1877 and to a staggering 33.6% in. 1879 There: |
. ‘'was & heavy depression in the mining industries. ‘The |

© . Chilean government incurred heavy deficits
‘Having exhausted private nonb

- geveral years, the government

o 1874 on.
credit sources after
une of 1878 finally
turned to the already overextended banks, borrowing 2.5

~ million pesos per year for two years. In turn, the Treasury
allowed the lendinig banks: to-issue 10.1 million pesos ingg
" bank. notes; to: be rec jvakle i in taxes.

ry-lssﬁe of bank notes led te domestac
inflation. and toa: rapid export of specie. The “free” banks

This mﬂatmna

Ta";
2
’ 1

©werenow onthe. ropes, them quickly, on July 23, 1878, the




Chﬂean government autharlzed all of the ba

. 3 apprecmtmn of the
| i Chlle- led te a

patmg in the recent Ioan to 1mme_dxé-

' of suspensmu, the Banco:

. .of the banks. Not: (‘m

lower than the ave

returnmg,to goldat;

. in'France in’' 1858; and

. hecontinuedasapr

. '_-'.beceme apparent Whﬂe in: Chile, his magnum opus, _
- two—vollinie treatise on political economy; was published: |

_ _ e;fgrateful Chilean government |

~ financeda Spamshtranslatmn AfterhisreturntoFrance, |
: writer on banking, econemicand |
o j_histamcaitopic_ ‘andhimselftransliatedworks on political |
' . economy from the Engllsh into French. He was appointed' |
" amember of the Council of State in 1879 and elected a |
L _._'member of theprestlgmus Academy ef Moral and Pohtlcal

| that. central-baﬁlnng and free—bankmg are: not the only i
*‘possible monetary alternatives. A third route is freedom of -|
- ':ba;nkmgwathzn a ﬁrm matnx of 100 percent specie reserves;

1, “Jean Gustave Cour-

- silver eoins. Independent: Chile! imposed: & bimetallic

: e‘fé h_is mﬂuence e.g,a drastle cut in |
1860 as _weH, ag the prwatlzatmn of' '

: 938).'919 229 245; andLan& :
.:_.-Idenhty’»ﬂngw .Az;smEcononues 2(1988) pp 247—257
: 2Alberi:é) leschman;J meys TowardProgress New |

1tk ﬁrmmh:shomepmvume,hadwmtten
- the. Journal des Economistes; and had

j 0O) mlB@GmCmdztandBankmg He |

hy a;lughpostmt«hef“renchMlmsnyomeanceafber |
' melutmn and pub]ished a successful textbock on |

?NewPalgraue:Dwuonaryof

" Beft endemae Emm Spmn, the Chﬂean currency |
canslsted salely of fréely cireulated’ European. gold and: |

b 3



. standard but the fixed rate of 16' :
and. undervalued silver,-and the - :
© gold standard; In 1851, the fixed: ratio was’ changed to. -
| 16.4:1, but silver was’ stlll undervalued and the gold ST
 standard continued. . o

i ‘mediate and advanced levels with courses covering.50..
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. Walter Block,

b “David Gordon
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overvalued gold :
sult was an effective .

: TFetter Monetary Inﬂatzon P 25

- %0n. the farflung activities 6f Edmn O Kemmerer nu
imposing the gold-exchamge standard’ and ‘central bankmg o
“in the Third World, se¢ Robert N Seidel; “American Re- -~

formers Abroad: the Kemmerer Missions in South Amerlca,

1923-31,” Journal of Econormiic History, 32 (June 1972), pp.
* 520-545; Emily S. Rosenbetg and Norman L. Rosenberg, _
.“F‘rom Colonialism to. Professionalism: the Public-Private. -
Dynamic in United States Foreign Financial Advising, 1898~
1929,” Journal of American, History,’ 74 {June" 1987); anid ..
| Murray N. Rothbard, “The Ongms of the Federal Reserve,” .
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Murray Rothbard is the S.J Hall dxsnngmshed professor of -
' economics at the University of Nevada, Las Vegas, and 15-';_-.
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. The first is that the monopohzat1on of banknote issue by |
_'monetary authontles ull-over the world has been the
- greatest bliinder éver - comimitted in monetary and bank- |
. ing policy. The secondiis that economists’ failureto clearly
understand the 1mplicat10ns of monopollzed note issue
“has been the greatest. blunder -ever committed in
- monetary and banking theory. Monopollzed note issue is
., & policy" blunder because ‘it has been the main cause ‘of
ingtability.of money supply and of consequent monetary |
- disturbances, Had note issue been allowed to-‘develop | .
freely ‘and. oompetltlvely, we probably would not have
come: to- think- of money as something that- “will not

" implications of monopollzed note issue has been a blunder
-of theory: because it hasled to their approval of monopoly

- \ s o m the one 1ndustry where it could do the greatest harm

the banklng system to behave? I take for granted that
. .monetary stability means that. ‘the supply of money isq

" neither excessive nor deficient relative to the wants of the -
- publie, To_a¢complish. this, a banking system shotld in-
- crease the supply of bank money whenever the pubhc 5
*-- ~’démand for trelative to'some given level of income—
_ - grows; and it should reduce the supply of money whenever
- the public’s demand for it-relative to its income falls. At
C-oalk other times the supply of money should not be changed- |
" at all.. Finally, the ‘banking system should supply the
;pubhc ‘with-the right mixture of different types of bank *
money, mcludmg currenicy and deposits of different kinds.

MurrayN Rothbard alrman- i >

' ;_:‘Hans-Hermann Hﬂppe B thls way, Why is that? The three most important reasons

- are ag follows: 1) unwarranted changes in the supply of
f:‘base” or “high-powered” money—the stuff banks hold in-
-} unacoemmodated changes in the.public’s relative de- -
| * mand forcurrency: The first of these reasons is the main

|-+ eause of undesirable, secular maladjustment of the money
ge el'gm - .gupply, whereas the third is the most important cause of

T Umverssty ofHong Kong

* " -all banking systems with a oentrahzed currency-issue.

- But how significant would these caitses of dlsethbrmm '.
. be in a system with compet1t1ve note issue? The answer’

R - not very; Compared to centralized banking, free banking

- 1t1es——bot rrency and deposits—of the privileged bank

For more: mformatmn wnte or phone the Ludwxg von 1

The Impllcations of Freedom
m Bankmg and Note Issue
' by George A Selgin

(Thzs amcle i§, the ﬁrst of two parts based on Iecture
gwen at:the Mises Institute’s Austrian Economics -
Colloqmum at Auburn. University.)

I WlSh to defend two oontroversml cla.lms in thxs art1cle

maniage itself.” The: failure of theorists to understand the

Note Issue and Monetary Stablllty
What is meant by monetary stab1l1ty? How dowe want -

Obvlously, real-world bankirig systems-do not work:

nwarranted changes in the reserve ratio; and,

¢cyclical- malachustment This, at least, has been true for.-

p dmethbnum money supply.

18 mth-oentrahzed note issue, the habﬂ-.:

4

mewtahly become ‘part’ of the supply of base 3




| money. That is; true even w1th a commodlty standar(i wit

a fiat standard the liabilities of the central bank are the

only kind of base:money. This comes about; because athe‘r'-'_

_ anxious-
| to keep on hand notes issued by the- centra]‘ ank to. give -~

' whim of the’ central bank, 'I‘hxs causesa mul

George Selgm presented: has paperon “The Implacat&ons
of Freedom in Banking and Note Tssue”to students and-
Jaculty .ot the Austrian Economics Colloguium spen-
sored by the M iges Instztute at Aubum Unwerszty -l

banks, stripped of their nght to issue notes, 4

to their: customers who agk for cash, .

Evenundera gold standard B contest for netee ef the S
" ‘Fcentral bank -develops ‘among the unprivileged banks, 98
taking the place of what (under free note issue) wouldbe =

a contest for gold. Banks end up treatmg the cenitral - - _'.:sendthe notes through the: cleannghouae tobe redeemed ;

banks' liahilities as reserves, using them to settle clear- .~ lkesomany, checks. Net clearing debits have tobe settled |
ings. Thus these liabilities become part:of the monetary
base-a kind of hlgh-powereﬁ money. '-What’a more, they " -

are a mostunstabletype of hlgh—powered rneney, because -

they can be ‘increased or thhdrawn atany trme at the
sion or contraction of loans and &epesrts

--of expansion of this kind -of lngh«»powered moriey; t

economics of gold mining make it impossible for the sﬁpp—”
j ly of gold-everto ex:pand fer verylongat an;

Had note issue never been menep&hzed, ‘the mon-
¢tary base in most countries. in the ‘West would have

gssive: rate

consisted 'of ;gold: no bank would have exclusively ‘been

ableto have its lishilities held by other banks as reserves,
orused tosettle their clearings with-one ancther, instead
of being routinely redeemed Additions to the stock of

menetary gelﬂ are, of couise, hmlted by the: proﬁ‘bablhty

of gold mining, Netwﬂ.hstanﬁmg conventional wisdom to -
the contrary, this makes the supp}y of monetary gold
endogenous. Most of the alleged gold. “supply shocks” in .- - :
. lower than the soctiual ratio:of bank reserves to liabilities. |
- Assuming that the ‘pominal supply «of reserves is fixed,
- banks will adapt’ to the new situation by expanding their :
- palanie shests through new loans and note issues untxl ]

history actuslly occurred in respaneeto

Hing prices, that

is, they were provoked by an increase intherelative price

E Fof gold. They,therefore represented movements along'a -
| gold-supply schedule rather than shifts in that schedule.
7 Furthermore, many - of these movements were a result-of =
government mterferenee in t’he menetsry sysisem,, 1w‘flzl;lch o

- commod1ty, such as gold; 1

© iatsitoestablish free banking onthebasisofafrozen stock |

. offiat base' money, such ag Federal Reserve Notes. Inthis || -
- arrang;ement nkswouldissue paper: claims redeemable | -
" in base ddllars,
themselves' however, could e used: excluswely ias bank N
' Teserves. Obvmusly this'kind of reform would provide no |-

" scope-at all for mocnetary dlsequlhbrmm stemming from -
- unwanted changes in the size: of the monetary base: L

© - created: deflatlenarypres:suresfﬁh'at'3-._wou:1d_-nut}'have'-ariae'n '-
. under free hanking. Al told; 4

- monetary bage wouldbea much less significant source: of :

‘monetary - d1sequ:|]1br1um ‘under free bankmg fhan they_ 1

- have been-under: central banking, .

-then, .changes -in the |

ssumies free 'bankmg ‘hastobe basednn a’
\oday, another alternative-ex-

to be held by the public; the base- dollars- |

Nextlet’aconelderhow the reserve ratio would: behave

i it a free hanking system. Tt is often assumed that unregu- | -
_lat;ed banks, issuing convertible notes, could expand their .
. issues without limit ‘because they would not be under.

pressureto hold any .definite fraction of base money reser-

L Ves. Statements in many'textbooks even: imply that this
" - would-oceur with-checkable deposits were it not for the
-~ presence of statutory reserve requirements. Yet in many

" countries for many years ‘banks were not constrained by

' statutory reserve requirements, and the supply of |

. deposits did not explode: This was.even true.when banks | -
- were relatwely unhindered in their: ability te issue notes. -

- Whatwas it that made the réserve multiplier finitein .

. these: bankmg eystems" ‘For competitively issued notes, |
.__,]ust as for. epoerts .lany 1esue m excess of the pubhce 5

.- .in base money. Since the exact incidence of net debits

. -cannot be known with certainty, every bank will, in an-
‘ticipation of such-debits’e arising at any partlcular clearing
:session; keep a balance of base money on hand. The size
-of the balance ig: determined according $o the same prin- |

'erptles whiich determine the size of .other private firms’ :

banks. All large inflations in recent history ivere areslt holdings -of precaatmnary and ‘transactmne balances of ;

bank eposits, -

Theee determmants of reserve-demand de not imply
8 constant average reserve. ratio; for in a free banking °
syStem there 18 -one: crrcumetance when the reserve ratio :

*will change: it is when the public’s real demand for free- -
.- bank notesand -deposit credits expands-or contracts-over -
~. time, For example, as the demand for metes increases, |
' '_merenntesbecome“,lodged”m circulation, andfewerenter -
the cleanng mechanism, As a result of this, gross bank .

: aleng -with other measures ‘of nominal
ince ithe tramsactions and precautionary

_ demand_ forbank reserves is positively related to the
wvolume: of clearings, ‘the new, optimal reserve ratio will'be .

the volwme of gross clearings returns to its former level.

Ineﬂ'eet t]:re banks oﬁ'set charrges inthe vdlocxty of meney

H




'-absence of adgustmenta by t
_ dlsequlhbratmg, multlple-'e

e credlts the entry for'
; same amount Theb_ank Tig

: w1th equal and. oppos1te changes in- 1ts nommal ;quantlty

the money multlpller adjusts p.

commodated changes-in the pubhc 5

is, in the public’s. preferred mixture of currency. and:
depoe1t balances. It is now well known that, in centrahzed
| banking systems : with a constant’ monetary base, an-in- -
| crease in the public’s relative demand for.currency leads
| to a net loss of bank reserves, wl-uch in turn leads.toa .. .

crises. Here in the Umted States,-__

_World War I mﬂatlonary boom 0'__

| sivelytothe wants ofthe---:f:f'_;*
_ ‘public. This is very desirable; it is' mamfeetly not what -
'happens in regulated and centr; "l1zed bankmg systems

_ This brmgs us to the tlnrd and final caunge of__ onetary- ! v
: dlsequlhbrmm in conventmnal bank.mg syatems unac- -

urrency ratio, that - Such
" sense méant by Friedman and Mints. Indeed, Friedman

" and Min

s1on of dep 51t Hlstorl_-'-.:"ﬂ '

: S potent1a1 sdvantages for monetary stability of freedom in
- note issue. Instead, they completely misunderstood thé
S role_' layed b ‘bank notes, treatmg them as if they must

: 'ncompenaated fall:
in currency demignd was largely responsxble for the post-'

e Monopo i
o _caused notes to become hlgh powered The very thmg that
- was perceived as giving central banks the power to control
. the money- aupply was also the pr1nc1pa1 cause of the
L 3money supply being out of control in the first place.

_becorne part of its reserves in 1 the futuré when they are |
‘sent back for redemption. In short, a free banking system |
s readﬂy capabl
- publi¢’s currency.;
o outstandlng; 1i:

f : aceommodatmg changes in the |
; ) '1mply by ad]ustmg the form ofits |-
(bilities, without provoking any un-

‘changes in the total quantity of those liabilities. |
nkmg systemistiot “inherently unstable” in the

themselves reallze this- advantage of freé note'
issue. That.fact did not i inspire them, however, to argue

" in favor of free. bankmg Friedman uncharacterlstlcally_ _
* dismissed. the -idea ‘as:being. pollt1cally impossible, al- |
':'__-'though he has recently become more open to it. As for,

: Mlnts, he was frankly opposed to fractional reserve bank- |
ing in.any form; he did say, ‘however, that thoge who
. weren’t entirely. opposed to fractional reserve bankmg
- ‘were bemg inconsistent' and 1llog1cal in not arg-umg for
. -'-competmve note 1as e.'.._'-- S :

N _ote Issue=-_and Monetary Theory
Regrettably moat econormsts failed to see any of the

'red money, and using this approach
d: monopohzat:on of note issue in .

here.': The 1rony IS that 1t was

o, for example, the ca_se of England The Bank of

century an -"_"'a'jhalf England was sub_]ected to numerous |

gtie ablhty possessedby the Bank of England to engage

" “all other banks in'a general expansion, the reformers
IR _targeted he already underprivileged .country banks for
. the strictest ‘regulation. The ultimate consequence of |
Peel’s Bank Act_of 1844 was to strlp thoee banks entlrely :

f England It was as if the traffic police
:_heenses of a pack of speedmg bicyclists -
icing that the bicycles were being chased by

R ""."an out-of-eontrol tank, and then put the tank in charge of .
"'-_.__"_d1rectmgtrafﬁc' I o

8 on: note 1ssue and to: restnctmns agamst
panking: But instead of acknowledglng thig and
: deregulated system, the authorities chose tg

bad regulations on top of the ones\ ;-

_system,- because it was: more

>d; yet when thls fact was revealed- 5

ludlng the: long—lastlng Banl: Reatrlc- |3

capable of even greater misehief .|°




after no less than two decades its only effect was fo launch

still another batch of misguided banking regulations.

In short, economists’ failure to understand the im-
plications'of freedom of note issue has led them to endorse
monopoly in the one place where its effects.could be most '
: mevastatmg In so doing they helped to tarnish the in-
isible hand by involving it in regular monetary crises _

that were not a product of its own wrongdoing.

" George Selgin is a lecturer at.the Unirersity “of Horzg

Kong. He will also be a member of the faculty for the Mises

Institute’s summer: conference at Stanford University,
July&15,1989. . W

" George Selgin’s book, Theory of
- Free Banking: Money Supply
-, under Competitive Note Issueis
- -available from the Ludwig von
Mises Institute; $25.00 hardback.

: @ European Economlc Integratmn

. and the ECU
. by Hans-Hermann Hoppe

' According to official, 1ntergovernmenta1 agreements,

by 1992 a European central bank—most. likely as an

offshoot, of the present European Monetary Cooperation
Fund—will be established, and the ECU, in existence

gince 1978, will become the all-European currency sup- -

planting the various European national menies. At the

same time the economic integration of the ten current
member states of the European Commumty wﬂl sup-'- :

posedly be complete

There are some who, for one reason or another doubt .
that this will actually happen, or that it will occur as soon -~
1 as 1992. However, almost everyone thinks of it as ‘a
- generally good idea’. Yet European integration and the -
ECU are nothing but bad news, economlcally as well as_

morally.

Public opmlon whlch will ultlrnately determu1e
whether.or not these plans will become reality, and which
presently gives them so much favorable treatment, suffers

| from two fundamental misconceptions, spread and rein-
: ‘forced through dehberately deceptive - government

propaganda K

- Publie oplnlon is: correct as regards its 1ntu1tlon that o

mtegratlon into wider markets is economlcally ‘better
than mtegratlon into & smaller one, and that a . more

widely used money better functions as a medium of ex-
- change than a less widely used one. It is misled, however,
- in supposing that European integration and the ECU—
~ only because Europe is obviously Jarger than its national

compionents and the ECU thus would circulate more wide-
ly than any national currency—have anything to do with
wider markets or better money. The truth is precisely the
reverse: European integration implies a uniformly raised

. overall level of governmental interferences with market

operations, i.¢. of economic disintegration; and the ECU
means the substitution of bad monies circulating in
smaller territories by a worse one circulating in all of

. Europe

If European mtegratlon were really meant to widen
markets, there would be no need for intergovernmental

~ negotiations or agreements. This could occur at any time
. simply by refraining from any restrictions and regulations

regarding the inflow and outflow of goods and services
across state borders. Even if other governments did not

follow a state’s example, such a policy would invariably

ensure the state’s optimal economic integration and the

level of wealth production and acquisition (such that any

retaliation for aniother's non-free trade policies would not
only harm foreigners, but invariably also inlanders).
~ Needless to say, unilateral free trade policies com-

- hined with attempts to convince others of the mutual
"advantage of following suit is not the integration course

that governments of Western European countries have

. been taking during the last 30 some years. Revealingly
-enough, the one European country coming the closest toa
~policy of unilateral free trade, Switzerland, has never

shown any serious interest in joining the European Com-

. munity (nor does it plan to supplant the Swiss Franc by

the ECU). Switzerland—small, multilingual, sparsely en-

" dowed by nature—has not only not suffered economically

from this non-integration course; but has increasingly

“outdistanced its integrationist neighbors and could con-

eei\tab]y become the world’s most prosperous country.
Instead, what the integrationist. European govern-
ments- have been up to from the very beginning is the
multllateral negotiation of cartel agreements between
agencies possessing the powers to tax and regulate dis-

- tinet populations and areas. Naturally, it is against any

such government’s interest to enter an agreemerit that
would imply a reduction of its own income, If agreements
between governments are at all possible, they can only

-concern the coordination of measures designed to increase

taxes and/or regilatory powers for all of the participating
governments. In the field of regulatory action, in par-
ticular, this implies that agreements must typically in-

" yolve compromisingon the smallest common denominator
- such'that if government A regulates matter X and B the
~  matter Y, their “integration” then consists of A and B
" uniformly regulating X and Y. Such indeed are the major
" accomplishments of the European integration: the crea-
‘tion of a steadily growing and lavishly supperted

Eurobureaucracy in Brussels, Strasburg and Luxemburg
in addition to or, most likely, equally increased national

bureaucracies; the implementation of agricultural
* policies more absurd even than those of the United States,
- with mindboggling waste and pervasive corruption; the
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monopohstlc central banking), and anything but 100 per-
cent reserve (deposit-)banking would have to be regarded
as incompatible with the rights of private property owners
. and thus fraudulent. There can be little doubt that under
these circumstances gold, having historically demonstrat-
ed its status as a universal money, would quickly outcom-
pete all other monies and emerge as the one commodity
best serving the function of a common medium of ex-
change. A full-fledged gold standard would also be the
optimal solution for any country desiring economic in-
tegration even if other governments were not likewise
willing to abandon their practice of monopolistically con-

trolled fractional reserve banking, because it would.aveid . -

the recurring cycles of malinvestments and subsequent
liquidations necessarily assoc1ated with fractionalreserve
‘banking. : :

Naturally, no such thing has ever been the obJectlve
of the major European governments. With a system of
central bdnking and a pure paper money standard in
place, each government reaches complete internal
autonomy for counterfeiting. That is, each is in the posi-
tion to enrich itself at the expense of others simply by
creating money out of thin air and buying real assets with

such money. No government will ever deliberately
sacrifice this magic wand. If there can be agreements

between governments on monetary policy at all, it can
again only concern an increase in each government’s
counterfeiting powers. And indeed, the European
monetary integration policy, traditionally implemented
through a system of ‘flexibly fixed’ exchange rates be-
tween national currenéies (much like the present
“snake”), has served precisely this purpose of enhaneing

the state’s inflationary powers by agreeing with other
" monopolists on a policy of joint, coordinated counterfeiting. -

However, this system is still unsatisfactory for each
individual government because it cannot rule out that one
currency may systematically depreciate against another,
and hence that the power of one government will fall
relative to that of another. The ECU and the plan to
substitute it for the various national European currencies
is the means for overcoming this obstacle. With the ECU
established as the all-European paper currency, such
relative depreciation is no longer possible within the en-
tire territory of the European Community, and thus the
new joint counterfeiting powers of all the involved govern-
ments are extended. «

The idea of the ECU is not pushed for economic or
other reasons that have anything to do with the com-

means sufficient to bring about an ultimate agreement

ritories and populations is by nature antagonistic. Yet as

~ their own expense.

German government—the most economically advanced
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nothing but the establishment of an increasingly mighty
cartel of governmental exploitation and expropriation,
such a commonality of governmental interest is by no

between governments. Governments are competitors, too.
In fact, their competition for exclusive control over ter-

antagonistic competitors, governments face the same
problem that any attempt to form a voluntary cartel faces.
Any such cartel is doomed to fail. and not only because of
the pressure exerted by the existence of other, non-mem-
ber governments., In particular because of internal pres-
sure, i.e. because of the fact that the governments which
tax, regulate and: counterfeit least and which accordingly
can draw on more prosperous societies and to be the ones
financially better off, are also those governments which
have the least interest in complying with any cartel agree-

With the ECU established as

the all-European paper curren-

cy, joint counterfeiting powers

of governments are extended
one step further.

ment. To be sure, their exploitative powers could surely
increase with successful intergovernment cartelization.
However, their power bemg relative to that of the compet-
ing governments would rise if they abstained from such a
course of action and kept pursuing their policies of low level
taxation and regulation and of hard money which made
them the more successful governments in the first place.
Ifinstead they participate in an intergovernmental cartel,
this implies benefiting less successful governments at

Why in spite of these disincentives, has the West

country among the major European nations and the one
with the hardest currency (except for Switzerland)—
played aleading role in the European integration process?
The reason for this must be sought outside of Europe. The
driving force behind the economic and monetary integra-
tion of Europe is the United States. It is the United States
government that most wants it and has used its dominat
position vis-a-vis the major Western European govern-
ments, and in particular West Germany, to make them
overcome this disincentive and instead choose the course
of cartelization they have actually taken. Without United
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