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The Federal Reserve’s doors have been open for “business” for one hundred years. In explaining the creation of this money-making machine (pun intended — the Fed remits nearly $100 bn. in profits each year to Congress) most people fall into one of two camps.

Those inclined to view the Fed as a helpful institution, fostering financial stability in a world of error-prone capitalists, explain the creation of the Fed as a natural and healthy outgrowth of the troubled National Banking System. How helpful the Fed has been is questionable at best, and in a recent book edited by Joe Salerno and me — The Fed at One Hundred — various contributors outline many (though by no means all) of the Fed’s shortcomings over the past century.

Others, mostly those with a skeptical view of the Fed, treat its creation as an exercise in secretive government meddling (as in G. Edward Griffin’s The Creature from Jekyll Island) or crony capitalism run amok (as in Murray Rothbard’s The Case Against the Fed).

In my own chapter in The Fed at One Hundred I find sympathies with both groups (you can download the chapter pdf here). The actual creation of the Fed is a tragically beautiful case study in closed-door Congressional deals and big banking’s ultimate victory over the American public. Neither of these facts emerged from nowhere, however. The fateful events that transpired in 1910 on Jekyll Island were the evolutionary outcome of over fifty years of government meddling in money. As such, the Fed is a natural (though terribly unfortunate) outgrowth of an ever more flawed and repressive monetary system.

Before the Fed

Allow me to give a brief reverse biographical sketch of the events leading up to the creation of a monster in 1914.

Unlike many controversial laws and policies of the American government — such as the Affordable Care Act, the Troubled Asset Relief Program, or the War on Terror — the Federal Reserve Act passed with very little public outcry. Also strange for an industry effectively cartelized, the banking establishment welcomed the Fed with open arms. What gives?

By the early twentieth century, America’s banking system was in a shambles. Fractional-reserve banks faced with “runs” (which didn’t have to be runs with the pandemonium that usually accompanies them, but rather just banks having insufficient cash to meet daily withdrawal requests) frequently suspended cash redemptions or issued claims to “clearinghouse certificates.” These certificates were a money substitute making use of the whole banking system’s reserves held by large clearinghouses.
Both of these “solutions” to the common bank run were illegal as they allowed a bank to redefine the terms of the original deposit contract. This fact notwithstanding, the US government turned a blind eye as the alternative (widespread bank failures) was perceived to be far worse.

The creation of the Fed, the ensuing centralization of reserves, and the creation of a more elastic money supply was welcomed by the government as a way to eliminate those pesky and illegal (yet permitted) banking activities of redemption suspensions and the issuance of clearinghouse certificates. The Fed returned legitimacy to the laws of the land. That is, it addressed the government’s fear that non-enforcement of a law would raise broader questions about the general rule of law.

The Fed provided a quick fix to depositors by reducing cases of suspensions of their accounts. And the banking industry saw the Fed as a way to serve clients better without incurring a cost (fewer bank runs) and at the same time coordinate their activities to expand credit in unison and maximize their own profits.

In short, the Federal Reserve Act had a solution for everyone.

Taking a central role in this story are the private clearinghouses which provided for many of the Fed’s roles before 1914. Indeed, America’s private clearinghouses were viewed as having as many powers as European central banks of the day, and the creation of the Fed was really just an effort to make the illegal practices of the clearinghouses legal by government institutionalization.

Why Did Clearinghouses Have So Much Power?

Throughout the late nineteenth century, clearinghouses used each new banking crisis to introduce a new type of policy, bringing them ever closer in appearance to a central bank. I wouldn’t go so far as to say these are examples of power grabs by the clearinghouses, but rather rational responses to fundamental problems in a troubled American banking system.

When bank runs occurred, the clearinghouse certificate came into use, first in 1857, but confined to the interbank market to economize on reserves. Transactions could be cleared in specie, but lacking sufficient reserves, a troubled bank could make use of the certificates. These certificates were jointly guaranteed by all banks in the clearinghouse system through their pooled reserves. This joint guarantee was welcomed by unstable banks with poor reserve positions, and imposed a cost on more prudently managed banks (as is the case today with deposit insurance). A prudent bank could complain, but if it wanted to use a clearinghouse’s services and reap the cost advantages it had to comply with the reserve-pooling policy.

As the magnitude of the banking crisis intensified, clearinghouses started permitting banks to issue the certificates directly to the public (starting with the Panic of 1873) to further stymie reserve drains. (These issues to the general public amounted to illegal money substitutes, though they were tolerated, as noted above.)

Fractional-Reserve Free Banking and Bust

The year 1857 is a somewhat strange one for these clearinghouse certificates to make their first appearance. It was, after all, a full twenty years into America’s experiment with fractional-reserve free banking. This banking system was able to function stably, especially compared to more regulated periods or central banking regimes. However, the dislocation between deposit and lending activities set in motion a credit-fueled boom that culminated in the Panic of 1857.

This boom and panic has all the makings of an Austrian business cycle. Banks overextended themselves to finance the booming industries during America’s westward advance, primarily the railways. Land speculation was rampant. As realized profits came in under expectations, investors got skittish and withdrew money from banks. Troubled banks turned to the recently established New York Clearing House to promote stability. Certain rights were voluntarily abrogated in return for a guarantee on their solvency.

The original sin of the free-banking period was its fractional-reserve foundation. Without the ability to fund lending activity with their deposit base, banks never would have financed the boom to the extent that it became a destabilizing factor. Westward expansion and investment would still have occurred, though it would have occurred in a sustainable way funded through equity investments and loans. (These types of financing were used, though as is the case today, this occurred less than would be the case given the fractional-reserve banking system’s essentially cost-free funding source: the deposit base.)

In conclusion, the Fed was not birthed from nothing in 1913. The monster was the natural outgrowth of an increasingly troubled banking system. In searching for the original problem that set in motion the events culminating in the creation of the Fed, one must draw attention to the Panic of 1857 as the spark that set in motion ever more destabilizing policies. The Panic itself is a textbook example of an Austrian business cycle, caused by the lending activities of fractional-reserve banks. This original sin of the banking system concluded with the birth of a monster in 1914: The Federal Reserve. 

· paulmarks • 4 years ago
Very good article. As for the present situation - the Federal Reserve is primarily about propping up an existing credit bubble. That is what people who say "where is the inflation?" miss - the Fed's expansion of the "monetary base" these days is about propping up a pre-existing (banker) "broad money" (bank credit) bubble. That is why the oft predicted hyper inflation never arrives - because the antics of the Fed are about propping up a pre existing "broad money" expansion (not creating a new one). The world (Europe, the United States - everywhere) is trapped in the same situation as Japan.
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LudwigvonRothbard  paulmarks • 4 years ago
Agree, and it is also about facilitating deficit spending by government by printing money to buy treasuries...
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Jack Sage  paulmarks • 4 years ago
Buy gold or hold on to cash? That's the question that Mises Institute refuses to answer. We need a comprehensive analysis of whether the end game will be inflationary or deflationary. If the mainstream suffers from deflation phobia, then the Mises institute suffers from deflation philia.
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Joseph Sloop  Jack Sage • 2 days ago
Deflationary bust followed by hyperinflation. Essentially, there's too much debt to pay off with existing cash, which was used to inflate the prices of assets. The result will be a massive crash in prices, particularly in investment assets such as the stock market. This is what was going on in 2008 before the Fed intervened. The next crisis will be much the same, but eventually, the money printing will spill out into the consumer prices and that will be the end of our currency.

Buy gold and precious metals now while you still have time, but keep cash on hand to manage daily expenses and pay off debts.
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TheOriginalDaveH  Jack Sage • 2 days ago
When is the last time you remember the money supply shrinking?
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Joaquim Saad  TheOriginalDaveH • 15 hours ago
You mean...the Fed's, or mine ? :-(
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Lodewijk Hof • 4 years ago
Well 100 years of increasing instability, ongoing hyperinflation. Time to abolish the FED and introduce the gold standard
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paulmarks  Lodewijk Hof • 4 years ago
Not a gold "standard" (a "standard" opens the door to all sorts of abuse), gold-as-money (or any commodity as money). The whole point of the article is that the Fed did not start the trouble - although it did institutionalise it.
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Feanor  paulmarks • 4 years ago
abolishing the fed now would be rather troublesome. let's abolish the legal tender law and then competition will smoothly get rid of the cheaters and casino banks
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This comment was deleted.



Joch C.  Guest • 2 hours ago
The law creates a government monopoly. Although the treasury no longer creates legal tender, instead the Fed Reserve creates credit instead. Fed is Master, treasury is a servant of the Fed. We are all servants of the Fed Reserve. Well, except you Ben Bernanke.
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Dirk van rie  Lodewijk Hof • 4 years ago
Not a standard, because a standard could be f*cked. The proof is in the current situation.
The only way to have true money is via free banking and free minting.
If one of the many bankers would try to outsmart the rest, (s)he will be served as dinner.
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Gil G  Lodewijk Hof • 4 years ago
What instability and hyperinflation? Nothing quite exposes an old-timey economist when he says the 19th century had the highest growth because of the gold standard as if to say nothing much happened during the 20th century/
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Eiji Wolf  Gil G • a day ago
What happened during the 20th century was, indeed, much:

(Edit: and don't forget the disingenuous changes in the consumer goods basket to "adjust" the inflation numbers to look lower than they actually are - I bet the graph is even steeper in reality)
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TheOriginalDaveH  Gil G • 2 days ago
Technology builds on itself hyperbolically, so faster growth of living standards does not indicate a failure of economics.
The only way to truly prove that our living standards were growing faster under Gold money, than they would without it, is to set up a parallel universe in which the opposite course is taken. Not very likely to happen.
So, we are left with logic. Logic tells me that when money was based on Gold, certain elite players couldn't just manufacture it out of thin air. Thus, they were essentially barred from taking the people's wealth with an air of legitimacy. This would have surely resulted in more happy producers and fewer non-producers (bankers, government employees, etc.).

· 2  

· •

· Reply
· •

· Share ›

· [image: image30.wmf]




Austrian Inquisitor  Gil G • 4 years ago
I wonder why replies to Gil are vanishing - stupid comments like this should not be left to stand.
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Brutus admirer • 15 hours ago
This article is remiss in its discussion of the history leading up to the Fed. The National Banking Act was to the Fed as Obamacare is to the eventual total socialization of medical care...a grossly distorting system that makes everything worse--and incentivizes an even worse solution.

Lincoln set it up to finance his war, and did so in a way that forced the banks to pyramid and destroyed most of the policing [of each other] tendency of banks in a free market.
"the Fed was not birthed from nothing in 1913" At least the author got that part right.
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Bob Hoye  Brutus admirer • an hour ago
But the assessment of one banking system over another depended upon prevailing financial conditions.
At the height of the bubble in 1873, financial strains began to appear. As they do in any raging speculation.
The "Herald" in NYC editorialized that nothing could go wrong because of the 
"National" or "Treasury" system. It was called either and it would keep the boom going.
After the Great Depression that lasted to 1895, a long expansion followed.
Which culminated in another financial mania.
Going into that peak, John Moody condemned the old system and praised the new and "scientific" new system.
The conclusion has been that during a financial mania, whatever system that is in place will be celebrated. And on the consequent contraction condemned.
Perhaps on the next contraction the economic community can receive greater acceptance of its critiques of the Fed?
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noah • a day ago
"This original sin of the banking system concluded with the birth of a monster in 1914: The Federal Reserve."

Actually, that birth was not the conclusion at all, because it led indirectly to the birth of an even larger monster in 1914: the Bretton Woods monetary system.

Of course, any inflationary system of central banking is monstrous on its own. But that monstrosity is at least somewhat localized to the banking system of that particular nation (and whatever nations are most interconnected with that system). Bretton Woods ensured that the new monster would be global, and that it would continue feeding itself even after it died and morphed into the post-Bretton Woods global fiat dollar system.

No man or institution can slay this dragon. Eventually, though, this dragon will breathe enough fire to destroy itself.

· 1  

· •

· Reply
· •

· Share ›

· [image: image38.wmf]




Bob Hoye  noah • 21 hours ago
Nice analogy--dragon.
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Natalie Fawn Danelishen • 2 days ago
Great article, David! Looking forward to reading the book.
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Dwain Dibley • 4 years ago
As long as people keep calling bank created credit/debt 'money', they will continue to be confounded and duped. There are 1.25-Trillion 'Dollars' in circulation around the globe, that's all the legal tender money there is in circulation, all the rest is bank credit, which, by the way, holds no legal status as 'money' or 'currency' at all, not even the credit issued by the Fed. But, I suppose when we get another credit collapse like the 1930's or 2008/09/10, a few of you will figure it out.....
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Skeptical  Dwain Dibley • 4 years ago
Well, there's a distinction without much of a difference. Ask yourself this. Is this credit used to buy goods and services? Or does it just float around out there in the ether doing nothing?
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Dwain Dibley  Skeptical • 4 years ago
Its a distinction in law, credit is not money and neither the Fed or the Government have any legal liability for the credit used as currency or its failure as such. It's the reason why the FDIC was created.
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Joch C.  Dwain Dibley • 4 years ago
The FDIC was created to prop up fractional reserve style banking.
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Dwain Dibley  Joch C. • 4 years ago
The FDIC is a deposit insurance program financed by the banks with an option to borrow from the government. Currently they hold about 25-Billion to cover 10-Trillion in credited deposits. That's right, 10-Trillion in bank debt posing as people's 'money' on deposit.
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Joch C.  Dwain Dibley • 4 years ago
So if a call for 25.1 B were made, the US guv and Fed would have to print some moar. Would the system break or would it not even flinch?
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Dwain Dibley  Joch C. • 4 years ago
The Fed probably has 25.1-Billion cash on hand.
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Joch C.  Dwain Dibley • 4 years ago
Wait though, we are talking about the FDIC only having 25B, not the Fed. So why would the Fed lend the FDIC moar in event of 25B run?
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Dwain Dibley  Joch C. • 4 years ago
If the FDIC is holding 25B in acceptable unencumbered assets, it can buy FRNs from the Fed and the Fed will probably have the 25B available to sale to the FDIC. If you're expecting to get cash from the FDIC though, you better be first in line. More than likely, the FDIC will probably write you a check for your losses, that no bank will accept or cash....
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Joch C.  Dwain Dibley • 4 years ago
Hence Fiat.
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Dwain Dibley  Joch C. • 4 years ago
Correct, paper is fiat, credit is not.
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Joch C.  Dwain Dibley • 4 years ago
You are purposely ignoring credit issued absent assets and reserves. You cant issue credit if you don't have the capital to do so. Our system allows just the opposite. Are you really this naïve or a paid shill.
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Dwain Dibley  Joch C. • 4 years ago
There are 10s of trillions in credit floating about the globe without reserve backing, but all credit is attached to an asset/debt, it could not exist otherwise. Don't you read the Mises blog, almost every devotee here considers everything used in the creation of credit/debt "Capital".
And stop blaming me for your failure to understand.
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Joch C.  Dwain Dibley • 4 years ago
Dwain serious question,
What are most people paid in/with? When payday comes around every 2 weeks, what is deposited into workers bank account or handed to them in form of paper check? What is this? Is this payment bank created credit/debt or is it money? What if every person were to request dollars instead of depositing this check?
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Dwain Dibley  Joch C. • 4 years ago
Most people are paid with a promise to pay, that's what credit is, a promise to pay, an obligation of the bank, its debt. It's what populates every deposit account in all of westernized banking, there is no 'money' in any account. That people can use credit/debt as a currency does not negate its nature or the consequences when it fails. If every person were to request cash, every bank would fail. (That should sound familiar to all the history buffs out there who have studied the 1929 collapse.)

Banks have to buy dollars (FRNs) from the Fed with unencumbered assets of equal value to the notes received. The Fed is required to hold unencumbered assets equal to the value of the notes they receive from the Treasury. That's why FRNs are tightly controlled and relatively rare. And asset forfeiture laws are intent upon keeping them that way.
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Joch C.  Dwain Dibley • 4 years ago
Not sure I agree with the unencumbered asset part. You make it sound so square and noble. Seems to me when you can lend at 10% reserve(bank) and charge interest(fed) assets are easy to come by. Regarding actual paper money and rarity, they are rare because electrons are 1 in the same and much more convenient. People don't want 10K worth of paper in their wallet. Asset forfeiture is more about government gone bad than anything else. Taxes do a much better job reducing money in circulation.
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Dwain Dibley  Joch C. • 4 years ago
The unencumbered asset part is a requirement under the Federal Reserve Act of 1913, Section 411. Reserves are not used to generate loans so, banks don't 'loan' based upon reserves, they reserve based upon deposits, the majority of which come from 'loans' they originate.

Section 31 U.S.C. 5103, the Federal Reserve and the Federal Government have all stated that credit is not legal tender fiat so, the notion that "electrons are 1 in the same" as a fiat note is WRONG. Credit (digital currency) is a liability of the banks, a promise to pay, debt, it is not an asset. People are using bank debt as a medium of exchange.
Credit 'dollars' are a debt generated currency that is denominated by a unit of account (FRNs). Unlike money (by a strict definition), credit itself cannot act as a unit of account. However, many forms of credit can readily act as a medium of exchange. As such, various forms of credit are frequently referred to as money and are included in estimates of the money supply. (Excerpt from H.6 report and the Federal Reserve)

Credit as currency is, quite simply, a promise to pay FRN's (dollars) upon demand as well as over time. Literally billions of dollars' worth of transactions are conducted in credit currency each and every day without any thought given to the un-fulfill-able promise that backs its use or the inevitable consequences of its failure.
Asset forfeiture laws are designed not only as a legal means to steal from people, they are also intended to dissuade people from wanting or holding cash.
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Joch C.  Dwain Dibley • 4 years ago
Dwain wrote: " Literally billions of dollars' worth of transactions are conducted in credit currency each and every day without any thought given to the un-fulfill-able promise that backs its use or the inevitable consequences of its failure."
So you just described fiat credit. Fake credit. Imaginary credit based on nothing what so ever. 
Why am I not able to generate my own fake credit and pay myself interest and fees?
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Dwain Dibley  Joch C. • 4 years ago
Credit is not 'fiat', it holds no legal status as currency or money at all. And credit is backed by bank held assets, to include a few FRNs, and its solvency.

"Why am I not able to generate my own fake credit and pay myself interest and fees?"

Go for it....it'll be like masturbating, only less productive......
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Joch C.  Dwain Dibley • 4 years ago
"Credit is not 'fiat', it holds no legal status as currency or money at all. And credit is backed by bank held assets, to include a few FRNs, and its solvency."
You gloss over the meager 10% reserve ratio( actually less). So no, credit is not backed by assets.
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Dwain Dibley  Joch C. • 4 years ago
Are you referring to the 10% 'money creation' myth? Irrelevant.

In order to maintain solvency, all banks are required to hold assets equal to, or of greater value than the credit they've created. This means that, in theory, all credit is backed by asset values. I say "in theory" because, if the bank fails, it's assets are usually sold for pennies on the dollar instead of at their credit creation value. And you, being a depositor/creditor of the bank, have to stand in line with all the other creditors, suing to recover your losses.

·  

· •

· Reply
· •

· Share ›

· [image: image84.wmf]




Joch C.  Dwain Dibley • 4 years ago
It is not a myth.

A depository institution's reserve requirements vary by the dollar amount of net transaction accounts held at that institution. Effective January 23, 2014, institutions with net transactions accounts:

Of less than $13.3 million have no minimum reserve requirement;

Between $13.3 million and $89.0 million must have a liquidity ratio of 3%;

Exceeding $89.0 million must have a liquidity ratio of 10%

So banks give way more loans than they have assets. It is perpetual. It works okay assuming the system constantly grows however in reality, purchasing power is constantly declining. Not to mention all the garbage that is created with this fiat monster.
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Dwain Dibley  Joch C. • 4 years ago
You're confusing reserve requirements with assets held.
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Joch C.  Dwain Dibley • 4 years ago
That's the point, they have no reserves nor assets. The assets are loans they just issued. It is all circular and so is you BS.
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Dwain Dibley  Joch C. • 4 years ago
That's just ignorant nonsense.
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Joch C.  Dwain Dibley • 4 years ago
So what if every person uses the FDIC to the max and converts their credit into the maximum FDIC amount of 250K per account? What is this now?
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Dwain Dibley  Joch C. • 4 years ago
People don't "use the FDIC". The FDIC is suppose to backstop deposits in case of bank failure, but it can only do that for as long as it has the assets to do it. The FDIC has to purchase FRNs from the Fed just as banks do.
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Joch C.  Dwain Dibley • 4 years ago
Why do you speak of these 3 entity's as distinct?
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Dwain Dibley  Joch C. • 4 years ago
By law, they are distinct.
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Joch C.  Dwain Dibley • 4 years ago
If only I were King. 
Law is cover for chimaera.
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Dwain Dibley  Joch C. • 4 years ago
I don't understand, what does a cartilaginous fish have to do with being a king or the law?
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Joch C.  Dwain Dibley • 4 years ago
Fish? It is a 3 headed monster with distinct DNA(origins) but is now 1 being. I guess I spelled it wrong(Chimera) but you are a horrible communicator if you did not understand my point. I think you are purposely being pedantic and difficult as to evade reality.
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Dwain Dibley  Joch C. • 4 years ago
You really shouldn't blame others for your lack of understanding.

I'm not the one being "pedantic and difficult" here.

What I've relayed are the facts in law of the situation, but apparently you're so caught up in the fictions and myths that you cannot see the truth of what has been presented to you.

You want to rebut me then your task is simple, find and post the law that authorises commercial banks the power to create and issue Legal Tender Fiat Money. Here's your starting point: Section 31 U.S.C. 5103.
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TheOriginalDaveH  Dwain Dibley • 2 days ago
What do people do with that "credit/debt"?
Could you give us an example?
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Joch C. • 15 hours ago
Surface: It is just banking.
First layer deep: Progressive feel good.
Second layer deep: Communomics
Base: Master - slave relationship.
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Bob Hoye • 21 hours ago
Part of the promotion to establish another central bank in the US was that as a "lender of last resort" it would prevent the financial setbacks that precede recessions.
Since the Fed opened it doors in 1914, there has been 18 recessions. As determined by the NBER.
Not working!
In December 2007, Harvard's Greg Mankiw boasted that nothing could go wrong. Because the Fed had a "dream team" of economists.
In 1928 in the Atlantic Monthly, John Moody boasted that nothing could go wrong because the old and hopeless National Banking System had been replaced by a "scientific" Federal Reserve System.
At the height of the 1873 Bubble, the "Herald" in New York editorialized that nothing could go wrong. America did NOT have a central bank constrained by gold. The Treasury System could provide virtually endless amounts of liquidity because it was not constrained by gold convertibility.
England suffered a lengthy contraction such that by 1884, leading economists started describing it as the "Great Depression". It began with the 1873 Crash and ended in 1895.

It was still being analyzed as the Great Depression until as late as 1939.
The combination of public intellectuals and financial markets provides outstanding irony.
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Patrick Barron • a day ago
Step one in returning to a sound money environment is scrapping the bank system's exemption from normal commercial law. That means one hundred percent reserves on demand deposits.
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Eiji Wolf  Patrick Barron • a day ago
Free banking.
And no monopoly money.

For 100% reserves you'd need legislation and thus, state. 
Not a fan.
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Semicollegiate  Eiji Wolf • 21 hours ago
Maybe not. FRB is fraud (technically not because fraud is deception, and FRB is known). Banking could be done by any individuals or businesses that had accumulated cash over time. Those accumulated cash bankers need only show that they are 100% reserve and call out the frauds. SJWs should be doing that kind of thing, calling out frauds that is, and they would if they were raised without the statist brainwashing.
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Eiji Wolf  Semicollegiate • 17 hours ago
Well. 
There may be market demand for FRB, as 100% reserve banks might be more expensive. Who knows.
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Really?? • 2 days ago
The roots of the Fed are in the 1800s with the political storms around bi-metalism (i.e., whether gold or silver should be basis of coinage/money), banking panics, populism of people who desired more inflation (farmers) and lobbied for "free silver" and the near insolvency of the federal government that was obligated by law to buy silver to prop up its market price. The federal government was rescued from insolvency by a group of bankers/financiers who bought the then new Treasury notes to finance the federal government's obligation to buy silver. That group morphed into what became the Fed.
Essentially, the Fed was the alternative to setting monetary policy via the incompetence and corruption of the political system (i.e., Congress). The trade off is whether it is better to have Fed bureaucrats driving monetary policy or Congress. For now, we're stuck with the Fed and I'm pretty sure no one would argue that the mental giants we elect to Congress would do better.
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Bob Hoye  Really?? • 21 hours ago
Neither the Fed nor Congress should be setting "monetary policy".
The best would be gold convertibility.
As shown in England's long history it did not prevent booms and busts, but it did constrain state theft through chronic depreciation.
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Really??  Bob Hoye • 19 hours ago
Milton Friedman wrote an article "The Crime of 73" which detailed a good deal of monetary economic history of the 1800s and the on-again, off-again political monetary-policy decision making to use gold, silver or both as a basis for money. It's worth reading. For me, one of the central themes is that whatever standard government selects for money -- gold or silver -- it can (and does) change that standard according the political winds of the day. Nixon eliminated gold as a basis for currency in the early 1970s; at various times, silver was and wasn't the backing for dollars in the 1800s. If the standard can be changed, then it's not really much of a monetary standard that prevents inflation and the proclivity of government to simply print money to pay it debts.

Mining and production of precious metals used as currency bases and the trade of those minerals plays a big role in whether a chosen metallic currency base is stable. For example, big silver discoveries and mining in the 1800s drove down the market price of silver. The mining of the Comstock Lode in Nevada and Leadville mines in Colorado dumped a lot of silver on the market and often such producers simply converted their silver bullion to gold (as they were allowed under various coinage acts), exhausting government gold reserves and artificially deflating the currency. Likewise, gold production in the 1800s went through periods of booms and busts making its stability as a currency basis also questionable. In the 1800s, as the relative prices of gold and silver moved, there was lots of trade that undermined the use of these metals as a currency base. When Germany abandoned bi-metalism, it sold its silver reserves which affected the price of silver and other countries that used silver as the backing for their currency (the US and India at the time).
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Brian James • 2 days ago
Apr 1, 2016 The Biggest Scam In United States History

Stefan Molyneux and G. Edward Griffin discuss the basics of the central banking scheme, the secrecy which went into the creation of the Federal Reserve System in the United States.
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Justin Ptak • 4 years ago
I am not sure why 1914 is mentioned:

The Federal Reserve Act (ch. 6, 38 Stat. 251, enacted December 23, 1913, 12 U.S.C. ch 3)

Introduced in the House as H.R. 7837 by Carter Glass(D-VA) on August 29, 1913
Committee consideration by House Banking, Senate Banking
Passed the House on September 18, 1913 (287–85, 5 Present)
Passed the Senate on December 18, 1913 (54–34)
Reported by the joint conference committee on December 22, 1913; agreed to by the House on December 22, 1913 (298–60) and by the Senate on December 23, 1913 (43–25)
Signed into law by President Woodrow Wilson on December 23, 1913.
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rwmcmaken@gmail.com  Justin Ptak • 4 years ago
Justin, Because the Fed didn't actually "open for business" until November of 2014, which one might expect given that the legislation wasn't even signed until the very end of 2013.
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