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What do the tax affairs of multinational enterprises, the Nikkei crash and the Public Sector Net Cash Requirement have in common? To be sure, they have all been in the news this week, but this shadowy financial engineering, eye-watering price volatility and the foisting of our debt on unborn generations seem to share some nebulous characteristic which is as instantly recognisable as it is hard to define – a certain grubbiness, the quality of something unpleasant that we have become resigned to living with.

The sense that the whole economy is a hostile and dishonest place, that there is no pleasure or virtue to be found in it, is so much a hallmark of the modern world that it might almost be its distinguishing feature.  If there is a single culprit, the smoking gun is surely grasped in the pallid talons of the monetary system, now so far from being an organic social convention, evolved to meet real human needs, that we should hardly be surprised that we no longer expect it to promote basic social decency.

During the twentieth century, the nature of money itself was remorselessly inched away from being a real monetary commodity – the honest and logical medium of exchange which it had been since the very dawn of homo œconomicus – to being an arbitrary and elastic pile of government promissory notes backed by nothing at all. This was not brought about by our changing preferences as money users, but by a series of planned changes conceived on our behalf by progressive folk with reassuring credentials.

These were intelligent, often brilliant people whose misguided faith in the ability of human genius to transcend the limitations of inherited behaviours made them tragically susceptible to the insane schemes which so characterised the last century. At its least harmful, this ambition brought us those planned urban communities which seem to be based on Lord of the Flies; at its most, it brought us millions of corpses. Somewhere in between these two on the list of twentieth century mistakes lies the global non-system of fiat money which developed between 1913 and 1971.
[Actually, there were a few more abuses to money itself which could and would be piled on after 1971:  
· the Shadow Banking System, 
· Long-term but high quality Sovereign Bonds paying nothing or less, 
· multi-stage transactions (REPOs) of those bonds, 
· the Eurodollar / Petrodollar / Crypto Tethers monstrosity
, and 
· the use of the world's reserve currency as a weapon via controlling the SWIFT system, . 
  -FNC]


Brought to you by a highly qualified financial bureaucrat.

We do not often quote Lord Keynes at the JWC, but here he is in 1923: “[t]he individualistic capitalism of today…presumes a stable measuring rod of value and can not be efficient – perhaps can not survive – without one.” It was the economists of his generation, however, who decided that they alone could calculate the correct monetary balance to ensure non-inflationary growth and implement it though the central bank, just as they alone could determine the just and efficient allocation of scarce resources and implement it through licensing, regulations and subsidies. The gold standard was out, and what Detlev Schlichter has wittily called the ‘PhD Standard’ was in.

They seem to have been glacially unconcerned that modern economic life – indeed, any social organisation more sophisticated than a primitive barter society – needs a sound accounting unit in order for long-term obligations or depreciation schedules to have any meaning at all, let alone to be accurately calculable. An exponentially expanding stock of paper or electronic units does not contain the information needed for any large or lasting enterprise to match off values, any more than jelly can be nailed to the wall.

Before, when money was a gold derivative, a pound note or dollar bill had been a kind of short position against a physical asset. Gradually, this easy calculation was replaced by a labyrinth of paper claims against paper whose expansion was not even readily susceptible to measurement, because the definitions of money and credit were now so close as to be virtually indistinguishable. How can the value of a money-market fund be anything but arbitrary when it becomes nothing more than an aggregation of short-term credit obligations?

Nevertheless, governments leapt at the new economic orthodoxy like pirates on an unexpected chest of doubloons. Here at last was the story they needed in order to float as much debt as they wanted: risk-averse savers holding money-balances were now effectively lending money to their governments rather than hoarding precious metals. The fiscal discipline which the successful system of commodity money had imposed on greedy and ambitious politicians was broken. Moreover, their weapons have become more sophisticated over time: any attempt to bet against government policy can now be taken down by unleashing irresistible firepower through the derivatives markets.

The automatic stabilising effects of inelastic commodity money are well known and need not be rehearsed here – suffice it to say that the inability to create more money makes the kind of trade and fiscal imbalances of 2013 self-correcting. Our main point here is that honesty and honour in contractual relationships is dependent on trust and therefore on certainty. The monetary system is a moral as well as an accounting frame of reference.

1. The three examples with which we began this post are merely topical instances of a much broader decline of social virtues in economic behaviour: manufacturers seeking profits in financial engineering instead of product sales, 
2. stock markets which seem to have nothing to do with the boring process of channelling savings into productive investments, and 
3. whole societies transferring to themselves the wealth of people who are unable to consent.



Brought to you by a currency entrepreneur in a free market.

Our entire culture is pervaded by a moral turpitude in financial matters. Whereas in a hard money system the amount of savings sets an upper limit to the amount of borrowing, today’s imbalance between savers and would-be borrowers can be simply circumvented by governments and banks siphoning off purchasing power from others by inflating the currency. Never mind credit expansion and the business cycle: it is simply unethical to use human patrimony, built over years or generations of hard work, without the freely negotiated agreement of those who have built it.

Another imbalance – our multi-decadal trade deficits – shows how addicted first world countries have become to having prosperous lifestyles despite negative savings rates: a narcissistic, self-indulgent culture of entitlement by which the richest people in the world live beyond their means by forever extending the games they play with their elastic currencies, paying for foreign work with newly-created irredeemable paper.

Harry Schultz was surely right that the deterioration in economic attitudes in our society – indebtedness, lack of respect of the system and lazy moral relativism – is related to the meaninglessness of our medium of exchange. In contrast, a commodity money system limits debt, the scope for financial dishonesty and the ability to use currency and credit expansion to establish political control over others. Those limitations foster sound and ethical economic behaviour.

Our Georgian and Victorian ancestors correctly held commerce to be amongst the highest of the social virtues – almost one of the Χάριτες
, with the process of exchange enhancing and enriching the human experience. Not understanding that the monetary system in the twenty-first century is qualitatively different as well as quantitatively debased, we see the corruption and involuntary transfers all around us and feel grateful that the economic bureaucracy has the power to step in. [But] Truly, it is the cure that is making us sick.

Crypto tethers as the new eurodollars

SEPTEMBER 15, 2017 

By: Izabella Kaminska
Once upon a time, eurodollars were [not, it seems, Federal Reserve Notes or US Treasury Notes which happened to be in Europe, but]  dollar-like liabilities issued by non-US entities outside of the reach of regulations that usually govern dollar-issuing entities. 
1. No minimum reserve requirements, 

2. no access to lender of last resort and 

3. no registration applied. 

4. Most of the time the assets which underpinned them (so-called eurobonds and eurosecurities) were also entirely bearer in form. 

They were dollars, but not.

This was a fun time for those who wanted to benefit from the stability of the dollar, without having to observe any of the legal structures that underpinned it.

� Search for 'dollars, but not', in this document.
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