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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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unification of the tax structure through, for example,
European-wide introduction of a value added tax (VAT),
and numerous industrial regulations which will result in
~ a general increase in discretionary governmental powers;
" massive interregional redistribution beondoggles; and
ever increasing protectionist policies vis-a-vis ‘outsiders’
as the necessary complement of all of this ‘integration.’
Similarly, if the European governments were really
eager to create a better money, this, too, could be done
unilaterally, in one stroke, and at any time. A government
- would. only have to establish a free internal market for
money and banking (that is, it would have to give up
monopolistic 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 avoid

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-

' cern a multilateral increase of the powers to tax, regulate,

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

mands of a rational, universal ethic. On the contrary, it is
advocated because it allows more inflation, more
fraudulent income redistribution by all participating
governments than even the present one, while it simul-
taneously aggravates the problem of cyclical malinvest-
ments with subsequent recession periods. ;

There is another element that must be recognized if
oneistofully comprehend the nature of European integra-
tion and the role of the ECU in this process. For while it
is true that intergovernmental agreements can only con-

and counterfeit, and while European integration is indeed
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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! proces: woild

str1ct1y voluntary cartehzatlon 1nev°' any does =

| one. The United States troops-and mi
that were and stlll are tatloned--.'

_ soverelgnty of the ma,.]or European governme_nt

; ment to this. day has rrot acquxred even

constant: eonstraints. of ¢ an: endurmg legal st
Umted States mlhtary occupa\ on, .

* United States dollar
and arranged fox

the process of governm«eo

govemments 'h B
their somewhat

'-ean StlH make its. eurrency systematlcally appreclate
'-_-'..agamst the--_dommant state’s mternatlonal reserve eur-

have ended as qmckly as and for the sam ,_ree.son that any. :

..much ‘asa _'
legalistic veil of sovereignty, but must openly and. admlt-_ S
. tedly (if only’ reluctantly) conduct its. affairs. within the:"‘-:;-‘--

o _'{bette.r medla of exchange, it is the extensnon of United |
- States imperial power, of adolar 1mper1a11sm built.ontop:
o _of 1t ]

Z'-p@Sltlon Post World War II develop-

- ment of West. Germany and the German'mark, and recent-

- power, and in partlcu.lar ag the power that had ‘acquired -1y, Japan and the yen are notable- examples for such

a status of military. dominance. over most: of Western '
Europe Formalized also in such- later agreements ag .-
NATQ, -the: United States reIatmn vig-a-vis. the magor_-'--" '
. West European governments had be ome a egemgnlc-

' 'growmg econormc’ ’ threats to. the Umted States hegemony '

g .':'-.the 'mean‘s for eountermg and possﬂ:ly overoommg such
: '_-_--'dangers of relatave po_wer eroswn and of the censtramts

the whlle thls hegemomc relatlen has" been most_-

) mtegratmn process wouId have foundered_ '
ks agamst the seIf»—mterest of the economl-

.:d _'aper money creat:lon (and that
ssure ‘the ‘happy cooperation of all

ted States would set the pace m.* .'_';pal‘tlﬂ_patlng gocernments, mcludmg that of West Ger- .

\ ’.:obwously the relatlve loser in thls scheme yet also

ropean mtegratlon. near completlon the next
: _f_"le step in this’ dlrectlon wlil be mcreased by

d of- 1ntergovernmental cartelization with
____;n_crease_d levels: of taxation, reguiatm_n and in




particular paper money mﬂatlo S . heattily encouraged to pursue their chosen areas of con-
'For a fuller treatment of these andrelated matters see-'-:"' " . centration, whether applied or theoretical. A new
| my “Banking, Nation States, and. Internatlonal Pohtlcs,”-. --_i-departmental colloqumm which begins next term, will
- The Review of Austrian Econom:cs Vol. IV (1989) . - prov ot yforum for presentat:on and discus-
(forthcommg) and “Marxist and Austrian Class Analysis,” - __swn o ithi
in: Llewellyn H. Rockwell; Jr. (ed.), Marxism. Economics, - 'well as: e £0pIC
Religion, Politics, and thlosophy, Auburn, Alabama M.tses o - Two Ofthe univers >
Institute (forthcommg 1989) o oL 1y dedlcatecl to the study_. : (-3 .Center for
: S T S SR .___Busmess and Economic Research’ matches the skills of
' : . éeonomics faculty and research assistants with the rige
Hans-Hermann Hoppe is assoexate professor of econormcs  of'the local business community by providing surv
at the University of Nevada, Las Vegas, and a senfor - market studies. The Center for Economic Educa
fellow of the Mises Institute, He 1safrequent lecturer at . 'part of ‘a national network of 20 centers that ai
Mises Institute conferences e - "W improving the ality and quantity of economics t
: . . oo e at gl levels) Both:of these centers provide a PO
' -source of employment for graduate students.

SR g S P Theumversityasawhole1salsomaperlodofexpan
ATheoryof =~ 1T T - sion. It has an enrollment of over 14,000 students on ¢

| Séf;e;;télsgﬁand o ".'-":'bpfofsir,fhoppe s ?gstir?ﬁeﬂf B 335-acre campus located just a few miles from the big .
R A _'--at::_’d_"' Caplﬁllyxs?n ?%11:::, ~ hotels and bright lights of the Las Vegas casmos, whlle_.'
ik Hogpe ) Aoodeni;c Publishers) isavails ~ . - bemg only five hours from Los Angeles. . '

. dble from the Mi. ises Instztute, 7 While’ UNLYV may not have crossed many minds as
. $45 00 kordback i . o - place to pursue advanced studies in economics, it shoul
: e L nowsbe seriously- considered by any student wishing to -
- take advantage of a course of study emphasizing th
- S L . Austfienschool. Itis: ‘also & rare opportunity to be able t
M T T T study and interact with several of the foremost scholar _
o e ~ in Austrian economics today. .
. B e ‘Anyone interested in obtamlng more information
[ about the existin economies program and/or the newly -

Umversﬂ:y Of Nevada’ Las Vegas . “created conoentra%mn in Austr?an%leonomws should writeg
- To Offer Masters P rogram ) o duectly to the economiés department: Economics Depart- %

" ment,; Umversrty of Nevada, Las Vegas, 4505 South .
111 AuStrlan Economlcs '_ Maryland Parkway, Las Vegas, Nevada 89154, LN

by Amy Marsha]l . _
- T'he economics “department . at " the Unlverslty of - e T O _ :
Nevada, Las Vegas, Lias recently received approvalfor - * "Amy Marshall is a Mises fellow and graduate student in [}
~the’ creation of a new coneentration: in Austrian . economics at the University of Nevada, Las Vegas.

economics. within the. Theory and’ Pohcy track of the .
Masters of Arts Program. The economics department

- over the past several years has been committed to

- growth and expansion and Austnan economics has

been a major focus of that-expansion. With Professor
Murray ‘N. Rothbard and Professor"Hans—Hermann -
Hoppe on the faculty, in add'_'_twn to.
Professor Roger Arnold as "depa mnel
‘solid base for this new program..
The proposed Austrian economics concentratl_o
have three core courses, Course titles: and descriptions
are in the process of being formalized, In addition to* -
‘these core courses now under corxs1derat10n, there will
be 30 hours of required electives and then comprehen- - =
sive exams or a thesgis. Most of these: existing electives -
can be taken from the Austria aculty and it is also -

possible to have Austrlan representatlon on the exam' "
or thesis commlttee _ _ : s
: The' economics: department ' ; -
The faculty of more than 15is rather ecléctic; with no _

- overriding sohdarlty other than that found: among those -
1 1nterested in Austrlan economlcs All the students-are-!-'-'._--

Tk University of Nevada, Las Vas. "
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) | “Liberation Theology " Wlthm the ‘nodern llterary estab- _
'-hshment Marmst class- war analysm has replaced"

“Keynes and Keynesmmsm
April 28 - 29,1989

Gutman Conference Center _f .
. atHarvard Square .. . .
ngbx__'l_t_;_l'g‘e, Mass_ach_use_tts

Mark Skousen

The Phllosophlcal Foundatlons of
' "~ 'Keynesianism
David Gordon

Income-Expendlture Analyms

‘and the Chicago School
Roger Garrison

Don Bellante

~Mises: -
Hans-Hennann Hoppe

' Jeﬁ"rey Herbener

Keynes at_ld the Antl-Savmgs Mentahty :
Mark Skouser. . :

Keynesﬁmsm and World Inflation -
Joseph Satemo L

Murray Rothbard

For more mformatlon and detalls contact Pat_:"
Heckman at The Ludwig von Mises Instltute,

g \ - Ludwig von Mises. Institute called an interdisciplinary
.- meeting to assess the state of Marxist ideology today:
“Marxism: Hlstory, Ph.llosophy, Religion, and Economics,”
* . October 15-16,.1988 at the St. Moritz Hotel in New York
" City. The attendance was high, the discussion was lively, -
" and the papers were rigorous and diversified.

A Hlstory of Antl-Keynesmn Doctrmes ' -

J ohn Mayﬁard Keynes ! s. Ludeg von :

' Modern Myths of Keynesmn Economlcs | .

Keynes the Man: Hero or Vlllam" S

Auburn University, Ariburn, Alabama 36849

by Jeffrey A, Tucker

It is a sobermg thorught that Mamsts sti]l greatly out- o
number Austrians in:the economics departments in
Amerlcan umversmes Most _major phﬂosophy departments -

'po]yloglsm is- progress, the Iast tzme class “war' :'models B
domlnated lltere.r,sr crltzcxsm was in the early tlurtles SR | I

“Marx and Mamsm. Ecenomlcs, - R
Rehglon, Polltlcs and Ph]losol:.hys, B

BB - Ludwig von Mises Institute

As a” fespoﬁee to thxe, it was appropriate that the

Professor Murray Rcthbard of the University of

.Nevada, Las Vegas, presented his paper on “Marx as a
- Christian Heretic.” Rothbard connected Maix’s theory of

the direction of h1story with that of medieval Christian
. heresies which made no Creator-Creatmn distinction and
" taught that history was i the process of unifying God and

Man into one being. Dr. David Gordon, a philosopher and
senior fellow of the Mises Institute, spoke on the “Foun-

dations of Marx’s Philosophy and Economics,” in which he |-
.~ traced Hegel's thought inMarx and showed ittobe riddled
: .w1th confusions, -

Professor Ralph Ralco a historian from the City

. . College of New York, in his paper “The Classical- |
7L 7 liberal Roots of Mamet Class Analysis,” presented

Keypesmns and Neo Keynesmns L. .the thesis that the French classical liberals were
* precursors to Karl Matx in the theory of social conflict.

Professor Hans-Hermann Hoppe, an economist and

- social theorist at the University of Nevada, Las Vegas,
_-spoke on-“Marxist and Austrian Class Analysus 7 in
“which he listed  the ways Marxists perceive social

* ‘patterns in the market whlch actually apply to the
state. -

Professor Richard Ebelmg, an economlst at Hlllsdale

~ " College, -spoke ‘on “Eugen von Boehm-Bawerk’s
- Critigue of Marxism,” to remind us that it was this
- famous- Austrian’ economlst whe refuted the Marxist
. .theéory of exploitation by . exposing it numerous
" “-contradictions and fallacies. Dr. Gary North, econo-
. mist at the American Bureau of Economic Research
R spoke oh “The Marx Nobody Knows,” in which he gave
.. gome reveahng details about. Karl Marx’s high
. personal income, and lavish spending habits. Profes-
- sor. David: Osterfeld, professor of philosophy ai St
- " -Joseph’s College, spoke on “Marx and Mercantilism,”
- .-showing. the affinities between the two and their

doctrines regarding free exchange. Finally, Dr.
Williamson Evers, a political scientist at the Hoover

- ‘Ingtitution; delivered “Marx -and the Organization of
- Labor Under Socialism,”

showing how Marx did not
intend for the laborer to ultimately have the freedom

. _-_to choose his own professmn to change jobs, hegotiate |
Ius salary ‘ete.

- The: ‘papers frcm thls conference will bc collected into

" book to b6 edited by Llewellyn H. Rockwell, Jr., and
. published .by.the Lud“rls von Mises .Instltute . n

| _.'_If you would llke to submlt an artlcle,
“book review; or an item to the “Notes and
B 'Tra_n_sn_;mns column, please send it to :

k Mark'-'I‘-hor_ritori, Editor -
-Austrian Economics Newsletter

.- Auburn-University =~ .
- '"_Auburn Alabama 36849
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| ‘Whiale (1987) Donald Mc loskey and.J
| WM. Scammell (1965), Rober _ G, Ford -
- | (1960), Ragnar Nurkse (1944), Milton Gilbert 1968), aad'f'
{ twoericialgovernmental reports.on the monetary system. -
| from 1918 and 1981. TheWIderange of articles makesthis -
| a-erucial series of readings for- anyone mterested An the L
| future of the world menetary system = )

; Richard Cooper; an advocate of - aemgle world ﬂat cur-
1 rency issued by a world central bark, -aims his’ arguments
1 at several pro-gold bills that. appeared in Cﬁngress His
unwarranted he says, that “these iproposals-dre being -
| treatedwith aseriousnessthat wouldhavebeen: astomshmg L
| twenty, ten, ‘or even five years ago,” The dollar cannot be - -
| defined in:terms of gold because there is ‘00 Httle goldso .
| coverall the dollar-deposits; and if their price were: sethigh, .
| hefears “large:scale dishoarding.” Further, Cooper- argues
| that if goverrmment “experts” canmot manage d1ecret10nary
| 'monetary regimes, ne:tther would they.be wise enough to -
implement and operate a nen discretionary one, T the ﬁ_']argelymapproprlatetnthepummtofkmwl edgeintheirfield

Book ltes

| The Gotd Standard
| in Theory and Practzce

Edited by Barry Elchengzreen

. Methuen, 1985

: L1ke most collectmns of artlcles on mo_netary reform the S
| editor’s introduction: points to the p blems of the curkent .~

system and the urgent need for refor Hichehgreen,

serious uncertainties, and’ dablous benefits”

; "The rest of the ‘volutre is #n assemblage of artlcles :
| designed tobolster the original themes‘in his introduc-

| tion. They range from David Hume’s dlscussmn of specle-_
| ‘flow model (1752), to Robert Barro’s discussion of price
% levels under gold (19 79), and to Richard: Ceoper’s attack
_0__per cent. geld coin standard arnd: E

on the Rothbardla

Tiffin - (1964),

| government ‘experts dom't want: d}scretmn they don’t have -
| touseit, regardless of what the mane '
| like, That’s an interesting point;:
1 of all constitutional restraints against government -action;
| ikemany erisherwntersrepresentedm-thla volame; hetakes
| mo account of the disharmony of mterests between the - -
gevernment and‘bhe rnarket JAT R

- Chaos: Making A New Science

~ Penguin "B.o_b'k_s', 1988

) 'matlcs a:m:l 1ts 1mp11catlons, vith

. been limited to calculus and simple geom:

E professor of economics at Harvard, thinks ‘the" biggest -continuous functions allowed for the ex1stence

| problems arise from the current. “deatabﬂxzmg” system of

) floating exchange rates. Under- this.system, “governments”

{ find “themselves chronically unablé to ‘coordinate policies . i

{ withenéeanother,” The goldstandard isorie wayof fixingthe == -

| problem, becauseé:its. primary virtue is “ité association with -

‘exchange-rate stability,” which, he correctly;pomts out,can

| be achieved with or without:gold: A

| atall for other benefits that may be associsfed with the gold
 standard, like, for example; its ability tocontrol inflationand -

| restrain government interference. “Resurreetmg the gold -~ =~
_standard,” therefore, “would. ‘involve - s1gmﬁcant costs, :

ereiis "fo. explanatmn”' .

E reasanable apprexunatmn tn the real world When real-

. exhibited very-complex behavior. In particular it was dis-
-‘covered that small differences in. initial -conditions may
~ -result in large differences in the path taken by a model,
. making the prediction of future states impossible. Taking
-~ the coneept of “sensitive dependence on initial conditions™to

‘the notion that a butterfly flapping its wings in Brazil may
s cause major. climatic chatiges in the United States.

".theerieta-. warfs that of yeaterdays mathematical
-eeonomics, “‘Complex behavior :in the real world -implies

t i .triwahzes t‘he bas:s : B drverse fields as’ ‘geography, meteordlogy, electrenics an
- seismology to handle redl-sworld phenomena previo

- thoughtito besomnpletely ram*lem or tad complex tounder-

By James Gleick

mentzfic inquiry in
sporter for the New
i 'ei‘estmg account
_Jﬁeld in. mathe-

economics. i
The trachtmnal use of mathemanc

tions, -and the use of simple figures allowed for

srent. Cemplex models have beeri built where enly lmear

quatmns were used, because this was thought to be-a

: mngnorﬂmear terms: (surely 2 miore realistic
:desmptmn of reality, in €conetnics as in other disciplines),

its'extreme, chaos theorists coined the term Butterﬂy Effect:

The_&evel of ‘dbistraction and saph.lsbicatlen -of chaos

eomplex-causes, yet in chaotic models simple equations.can |
generate very complex behavior, As the author notes,

o economists study the most-elusive creature of all, and they

‘have borrowed tocls from the physical sciences whmh are

“ Chaos theory has allowed physical scientists in such

stand. A recent program on PBS illustrated how the

o '_.'behamer ef *the human heart going into fibrillation or the
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turbulence generated in fluids being heated can both be

shown to have a “chaotic” dimension.
But chaotic behavior is still a sub- -species of determm1s-

tic behavior, and the question remains whether determinis-
| tic models, linear or non-linear; -are: appropriate for the -
3 j‘zderstandmg of maeroeconomic évents,In the best tradi-

n of positivist science, economic researchers are currently
investigating whether- such’ time series as stock market

| prices can. be shown to be chactic. It ‘has yet to be proven:
“whether ‘the dlscovery that this is so will lead to better :
+ macroeconomic models or better economic policy. - '

It is not vet clear what 1mpact the new field of chaos

“theory will have on economic science. It seems clear that
if the economy can in fact be reasonably described by aset

of nonlinear equations, so-that the macroeconomic vari-
ables can be expected to behave “chaotically,” then
economists may have to give up such standard tools as the

assumption of perfect information; the perfect-market’

hypothesis, statistical forecasting, and the notion that

_computers can somehow overcome the problem of socialist

calculatmn

It remains to be seen whether such 8. development _.
would lead economlsts to. i -

if chaos theory is simply 1

The Euolutwn of Central Banks

By Charles Goodhart

f‘WIT Press, 1988

Most of us are fam1l1ar w:th arg'uments for the evolu- s

tion of law, language, money, and morals. Who could have
imagined a case for the evolution of central banks—the

institution which has bloodlessly and imperceptibly
‘though steadily transformed free societies into essentially - -
planned economies? In The Evolution of Central Banks,
Charles Goodhart mounts-a brief but- startlmg historical -
defense of the fact that “the role and functions of Central
.| Banks have evolved naturally over tlme, and play a neces-
sary part within the banking system _

_ Central banks perform a macro function of discretion-
kY. menetary management through open and foreign-ex-
1ange market operations and by setting reserve
requ1rements However, Goodhart defends only the evolu-

_tion of central banks’ micro. functmns—actmg asa lender'

:  stepin‘'the _a.keover of
economlcsbymathemancs M’I‘ A P

of last resort and regulating and supervising the banking
. system Hlstoncally, in developed financial systems these

micro functions were performed by either large commer-
cial banks or private clearinghouses. But this type of .
market arrangement could not last, Goodhart argues,

_primarily because of the conflict of 1nterests—-—profit—max-
- imizing banks or clearmghouses dominated by large
- banks could not be impartial in helping their illiquid
. competitors. Out of this conflict of interest, nonprofit-
‘maximizing, noncompetitive lenders of last resort—
‘central banks—were the natural outcome. To perform the

lender-of-last-resort function responsibly and aveid haz-

_ ardous moral problems, the central banks had to under-
~ take supervision and regulation of the banking system.

Though the book’s theoretical arguments against free

' _banklng and private deposit insurance leave much to be

desired, the illustration of the arguments with varied

" histotical episodes is illuminating. The 56 page appendix

on “Central Banks in Europe and Japan at the End of the
Nineteenth Century” will be of great interest to students

of th_e history of banking. PJS |

& I_The Money Doctor in the Andes.
" 'The Kemmerer Missions, 1 923-1 933
- ':-_ByPauIW Drake . .

' Duke University Press, 1989

Paul Drake has done excellent detectwe work in piec-

ingtogether this eplsode from the career of one of the most

important economic consultants of all time. The “Money

Doctor,” Edwin Walter Kemmerer;, was-a technocratic

economist from Princeton University who served as editor

- of the American Economic Review, and President of the

American Economic Association. However, he is most
famous for his efforts as a consultant to foreign countries

~and as one of the organizers of the Federal Reserve Sys-

tem in 1911, not for his theoretical contributions.
At the suggestion of the United States State Depart-

. ment, Kemmerer began a career as a consultant to foreign
" governments, suggestmg the implementation of central
. banking; the supervision of the banking industry, and the
" use of a national oomptroller During his long career he
.- worked for and advised many foreign governments, Drake

however concentratés on Kemmerer's assignments in

- Columbia, Chile, Bolivia, Ecuador, and Peru. These
. countries eagerly adopted Kemmerer’s recommendations

" in‘order to-gain access to foreign loans. Kemmerer was
- able to place American bankers on the board of directors

of foreign central banks, and his missions to South America

B _ proved to be a low cost method of American hegemony.

Wheni the Great Depressmn finally hit, Kemmerer's

o policies were’ dismissed, but the institution of central
 ‘bapking remained to become an engine of inflation. South
. American countries defaulted on their loans; loans made

poss1b1e by Kemmerer's seal of approval, These loans

" went almost ent1re1y to governments: increasing state
" activism, J.mprovmg the governments’ ability to collect

taxes, and increasing the power of the executive over the
le_glslatl_ve branch of government.
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Drake admlres Kemmerer S sucoees as R consultant o a magor ob;ectwe of the fore1gn economic policy. of the new:

| and defends his obJectl\nty, but is forced to admit several = -administiation.” He also proposes more centralization of

- damaging. facts. For example, a’large bond dealer who'. . - government power into the hands of the executive branch

=-_.j-.proﬁted fmmae]lmgforergn governiment bonds toAmerican - - and a diminution of the Congresswnal role in: makmg
1 citizens endowed Kemmerer's chair at Princeton; He also . - economic policy:

| frelps expose: Kemmerer’s. inconsistency: by noting that' - “This-book: is the. antldote for those who say that th

a - Kemmerer was an anti-inflationist, a believer in the gold -~ expansion: of global markets is necessarily bullish for fr
| (exchange) standard and laissez-faire; Drake also draws . xpansion: of glo n v

A < markets (e.g; George Gilder). It shows that this optimism
- | some interesting parallels between Kemmerer in- the . 'shouldhetempered by the: prospect of globalized govern-
© 19205 and'some: University of: Chieago ecoriomists during - ment control J AT ™

s I the' 19708, as well as between the ‘South American. - :

..""_."j.defaultsmthe 19305 and 19803 MT o o ‘m P o
| R S " The Economics of @

| America in the World Eeonomy: = ____._-_'._Pure GoldStandard
| An -Agenda-for the 1990»* y L Mark Skousen -

: By c. Fred Bergsten - -':The Ludwng von Mlses Instltute, 1988

. The prospects for & gold: standard are dismal because:
- 6f the barriers erected by pressure groups and special
interests, which includes the Federal Reserve, the big

- banks, the Treasury, much of Wall Street, and
- Washingten’s political establishment, Yet Mark Skousen

' 'Who w;ll be managmg and \
| economlc pohey of the Umte e ; anuary 1989" Y

inta t_he next decada hat"s why this bo.ok was - thinks the potential benefits ofa pure gold standard make:

~ it.a cause worth pursuing, By “pure” gold standard;
+ ...Skousen means a monetary system wherein 1) dollars a:
R _ .' definedmtermsof aweight of gold, 2) prices are expresse
ps in terms’ of gold" doilars, and 3) all paper currency andf
s has 0111?1'1111 the abl]lty ﬂf L bank dep031ts have 100% gold backlng
ety His: answer to this is o _

U s Econom:lcs 1nﬂuenoe_
- _unportant

| : "e-aaye is “the ereatlonof RN
Be a more effectwe monetal'y _reglme” becauee- the current - ..o

and generatedf eco’no'_
Reagan admmlstrati'

- “magor countrles to: wo b the details of a System of S — : : |
| target zones’ ” for cuarren ‘mevenients, ‘which would: “pro- L Th ¢ economic ben ofits of the pure 2old standard include.
| v1de & strong fﬂundatmn t’or ' ‘provrng m!:ernatmnal coor- - smootl'ung trade cycles, eliminating inflation and currency

]:lmmng prospects for government mampu.la '

L debasement

115 to 20 pereent [m real ' e the
- adjustment.”. To- prevent. a “hardlflandmg’ ¢ proposes:
that the U.8. dollar depremate “1n tandem th roposod

d: fron 'th_e_ Tth oentury BC a;nd.
motetary: evelopmentsto:rnodemtnnes ' S
S 'Perhaps e moat valuable: feature of this book is its:
‘highly coneise: summary of the four major- monetary sys-
_tems: the 100% ¢ specie: standard, free banking, fiat fractional
.. reserve banking (the current system); and 100% fiat stand-
ard, He lists: the key charactemstlca of each; the. role of
 government;. advantages' {as seen by advocatee) disad-
+ vantages (as seen hy critics), practicality of the system, and”
- -maaorﬁguresng each one. Also-usefill is: hJsdiscus—'-' :
- -gion:of the-differences. betw:een the 100% gold standard argiis
: - f on. "Th . the ‘ﬁ*eebanlnngf’ ‘position;, mde{y regarded: as the “seoon -
¢ Hes aays, should ‘%.louble” ms-kndzng, Th;swomld_mcrease' . best.” Skousen thinks there iz no reason why the gold
. the total U.S: foreign aid and lending package by $200 . standard and freedomin banking aren’t compatible, solong.
' billion. “A renewedinole*’"fbr t‘lmese mst]tutmna sﬁnultibe-’ . a&ﬁ-audand embezzlement statutes are upheld GBL ®

B

'GNZP”)':,_. 2;),f an ;jm.pe:
; “ellmmate the bud'_




Ludwzg von Mzses.

An Annotated Bibuogmphy
- By David Gordon
The Ludmg=v

____'1ses Instltute, 1988

tool and the first substant:al blbhog'raphy sihce Bettma
: Blen Greaves published The Works of Ludwig von Mises

-} in 1969. It tracks Mises’s writings from his earliest work .
in Augtria, the first being-a 1902 seminar essay, “dea]mgj o

w1th the dechne of serfdom m Galacl i ’fas_GGrd

Gordon g annotations glve clear and e

‘marizes an article. Mises wrote on’ expectations, appearing
- in Economica (1943) in thefollowing way: “Mises does not

consider it a good objection to-the Austrian theory of the -
business cycle that businessmen perhaps will not ==~ - & 0. . -~
lengthen the structure of productlon if bank credit expands S

- Ifthey do not, the business cycles will-iot start—but theai
_ of eoonomlcs 1s merely to explam th e cycles thatd

The other annotatwns are equ

- into. English. The blbhography contains: & saepanate

publication:itself. We can hope that thisis the- precursor

- The Free Market R er:: Essays in
' the Economics of Lzberty '

| Edited by Llewe]lyn H. Reckwell, Jr.
- The Lwdw1 g von Mlses Instltute, 1988

Mises In*stltute presadent Lew Rockwell has put' "

_together this collection of essays from The Free Market; the

itute's. polwy newsletter. Designed as.a popular intro- -

ductmn to Austrian views on government and the-economy,

- The Free Market Reader contains.over 70: brief: items; fully _-

indexed and’ orgmzed into eight sections ranging from

“Fundamentals” &nd “Great Economlsts" to “ant Money _

1asé&5:ﬁféégﬁ:'_- .
tations of the thesis, orgamzatlon ‘and highlights of the
books, articles, and reviews, For example, Gordon: sum-

¥ Tucid. The length of
each ranges from: one to. two pages-for his major. books. . -
. Socialism and Human: Actzon, to one gentence for-minor
" articles. The compxlatmn also brings tothe forefront many -
| unknown articles, some of whickrhave yet to betranslated

“phabetical listing of Mises's- works. and’ ari-index to the: . Fraxeoto

: - '_By Hans—Hermann Hoppe
"1 to the Collected Works of Ludwig von Mises, but in-the = ;Praxeolngy Press; 1988
. mean time no scholar interested in Austrlan economies

-~ can afford to be w1thout th1s gulde JA;T S I

_and the Gold Standard,” “Free Trade and Protectionism,”
' and- “Privatization- versus. Government. Ownership.” | -
. There are contributions from Free Market regulars Roth- - |-

- bardy Rockwell, Hoppe, Mark Skousen, and others, and.
- . - gome pieces by “fellow travelers” like Tom Bethell (The |
" American Spectator) and: Rohert Higgs (Crisis and.
: Levmthan) Other welcome additions include a condensed. |

version of Mises's “Liberty and Property” and “A Call to |
Activism” from Mrs. Margit von: Mises. Among other: high- |

- hghts are: Rothbard s “Ten Great Eeonomlc Myths,” perhaps -

éz\ el s E,rr the
((u}gm{c ' o

' the most worthwhﬂe faurteen pages you.can send to your :_
... Congressman; Rockwell's highly-pepular “A Plague from |
' Both Their Houses: The: Economic Advisors to- Bush and |

ukakis”; Skousen’s accessibile “Unde:t;standmg the
sustrian Theory. of the Business: Cyele”; and: the- typically |-

= o m~epressib1e Walter Block (“The: Cage for a Free Market in-
- Body Parts”). The five essays on Reaganomlcs are sureto
R ra_xse g fewConservatwe eyebrows, '

In: short, The Free MarketReader makes a f‘ ihe mtroduc- '

o _' - tionto Austrlan-sbyle pollcy prescriptions for the interested:

layman and the undergraduate: student confined: to the |

"~ world of the run. of the mill economics textbook. In the |
- tradition.of Ludwig von Mises’s The Anti-Capitalistic Men-
tality and Rothbard's: What' Has Governmient Done to Our |
. Money?, these essays: should go a long: way toward dissemi--
- nating the Austrian otitlook to: the general public. Haven’t |-
" . the Samuelsons and Friedmans monopollzed the Newsweek
.columns lcngenough‘? PK |

gy ' Ecornomw Science

This monmgraph by one of the new faces in Austrian - '

T -"'*c1rcles addresses:the guestion of methodology i economics: |
- .and the bam& differences between Austrians. and other |
“economists; The mionograph is based. on: Professor H@ppe O

lectures on methodology at the Mises Institute’s 1987 in- |

‘structional canference at Stanford Umversxty

ProfessorHeppe begins by defining the typical Austri-

-_a.n method andnoting the: responses. to:it by “mainstream” |
. economists: He shows that the method developed by Mises: |
- was actually the mainstream methodology until the mid- |
~ dle. of this century, and that Mises “only” made this: |

methodology rigorous, and well-defined. Kantian

pl‘mlmphy, Mises's xmprovements to. it, and the basic

chain of econemic reasoning are- outllned for the reader:
.. Many errors and contradictions. of empiricism, the

15




| Economic Association -~

- | "economics. He showed how ™

| renowned : advocacy -
| rules versus. authority i

| ganization and-antitrust

.dommant methodology in’ economlcs (although largely S
ridiculed in other academic areas), are exposed here. The .
separation of theory and history; the folly of forecasting, -
and the scope of praxeology are dealt with in a straightfor: |
ward, realistic, and concisze -manner, ‘While this =
monograph may not be the final word on. methodology, i
is nonetheless one of the best mstructlonal tools on
methodologytodate MT LT S

sessions on Austrian. econemics- or reiated topies. .
" The annual American =

‘meeting was held this year - -

inNew York City. A session . .
‘entitled “Intersections be- - -
‘tween Monetary Theory -
- and Mieroeconomics™ was .
organized by Leland = -
Yeager;: ‘the Ludwig ven. "
Mises DlstmgwshedProfes- U
'sorofEconomlcs at’ Auby
‘University. Itfeatuvedpapers’.
by Don Boudreaux.of .

George Mason University,
Roger Koppl of Fairlelgh- o
Dickinson: University, -and .~ *-
- George Selgin' of | the_'__.':]
University of Hong Kong' S
| Boudreaux reconsidered. ..
- the doctrines of Henry
Simens, on’ the founding -’
- of the. Chicago School of -

Simons, unfortunately, did
not follow: through withhis

~monetary. policy into. the
tealm of .industrial or- -

' policy; Simons’ activist =
position in: that realm
revealed a failiire fo grasp: .
demsave Austrxan 1n31ghts '

Roger Kopp); drawmg on’ methodologlcal teaolungs of

the late Frltz Machlup, argued that the apparent erratlc

bard as now aoaa!a,ble from.the Mises Irastztute $23 00 paperback
IR and$4500hardback _ a

:-"players, notably governments and from- changmg conjec-
'_"tures about what their pohc;es mlght turn out to be.

George Selgm, drawing on almost forgotten writings of .

- several decades ago, adding new insights of his owni, launched .
@ reexamination ‘of whether stability of the price level is a-

proper criterion of monetary mstltutlons and policies,
. The discusssnts for the segsion were Mark Toma :

a0 {Mlaml ‘Univergity of Ohio); David Tuerck (Suffolk Univer:
R _s:ty, Boston) and: ’Warren Wllham Woolsey {The. Citadel).

Five. artlcles from prevxous issues of the Austrmn.'

'- Ecanom:cs Newsletter will appear in The Austrian School

of Economics, a three volume project edited by Stephen

- Littlechild which w111 be included in the series Schools of
S R R :"_Thought in-Bconomics edited by Professor Mark Blaug to
~ The annual meeting of the Southern Ecoiiomle As- be published by Edward Elgar Publishing. The five articles:
soclatlon was held iri San Antomo, Texas and was well at- - -
tended by Austrian économists. However there were no_.' o

are: Richard Ebeling, “On the Theory of Costs,” 1, No. 1-

(Autumn 1977); Hans-Hermarnn Hoppe, “The Justloe of
- . EconomicEfficiency,” 9, No. 2 (Winter 1985); Murray Roth-
“hard,

“Adam Smith Reconsidered,” 9, No. 1 (Fall 1987 )
Joseph T. Salerno, “The.
“Prue’ Money Supply: A~
Measure of the Supply of |
the Medium of Exchange.
in the US Economy,” 6, No

4 (Spring . 1987); and:

.~ Lawrence H. White,~

. “Comment on Shackle’s No:

.- -tion of Opportunity Costs,

-1, No. 2 (Spring 1978).

- Robert B. Ekelund

- dJr.,amember of the editoria

.- board of the Review of Austrics

. Economics, wasnamed the Ed-. |

. ward L. and Catherine K-

" -Lowder Eminent Scholar at”

J - William. H, Peterson

“will return-to Campbell -
Umversﬁ,y as the Lundy -
. Professor of Economics.
- .. Basil Blackwell has an
" notnced a new journal
Economics and Politics,to |

" beedited by Jagdish Bhag

- wati of Columbia Univer

" .gity, and published three "

- times a year The journal

- will focus “on analytical

_ '_pohtloal economy, broadly -

'defmed as the study of

- economic phenomena and-

_policy in models. that in-
clude polmcal processes. Intellectual history and creative |
wrltmgs at broader levels, as d.lstmct from theoret1cal and |




