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Cash, Credibility
and Coercion
three years, but when it does, credibility will have to
face its ultimate test. Although markets are still willingly
suspending their disbelief, credibility is a psychological
phenomenon that typically collapses suddenly – there
is no four-minute warning before a crisis of confidence; it
arrives stealthily, startlingly, stealing in like a thief in
the night, and its effects tend to manifest themselves
at the worst moment imaginable.
Companies and private entrepreneurs would be
wise to prepare themselves for this unavoidable situation. Instruments are available that promise at least
partial protection and hedging, and – thanks to the
stability in which we have been led to believe – the
costs of such instruments do not (yet) reflect the full
extent of the fallout from any such future crisis of confidence. Just as we never tired of warning of the fait accompli of Switzerland’s CHF 1.20 peg to the euro, we
shall not tire of pointing out that the eurozone edifice
is built on sand.
Before turning our attention to cash, credibility
and coercion, we cannot help noting one particular aspect of the Greek/European comedy that we have found
especially fascinating: the degree of fictionality that has
been engendered in the wake of the current theatrics.
When faced with an insolvent debtor, a community of
creditors famously exhibits a very special kind of cohesion, i. e. they are bound together by the common belief that things might yet turn out for the best, and
casting any shadow of doubt on this article of faith is
one of the cardinal sins within such a cohort. The more
the debtor has on his slate, the greater the binding
power of this communally held confidence, and throwing new, good money after bad (the expenses already
incurred) follows almost as surely as night follows day.
In the private sector, the game generally ends when

CHAPTER 1

Just a comedy ?
It’s difficult not to write about Greece and Europe at the moment – especially as the following remarks explore some of the fundamentals of what
money is and how it works. The dramatic events (good
comedies have been dramatic ever since the Ancient
Greeks !) surrounding the Hellenic Republic’s insolvency all speak to the very heart of what money stands
for: trust, and the credibility upon which it is based. In
recent years, months and days, the principle of credibility has been violated – from all sides and with escalating intensity. We believe it is not a question of whether
this will come back to haunt us, merely of when and
how.
In fact, even the “how” can be predicted entirely
without making value judgements. Over the short
term, a combination of make-believe and coercion will
produce a stabilising effect, but the half-life of this
kind of trust is limited; over the longer term, the only
effective mechanism to shield money from an erosion
of trust is interest, and the eurozone will have to pay
for the farce of 2010–15 and beyond with a dramatic
hike in interest rates. It’s just a question of when – the
tipping point could come in a month, or not for two or
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the weakest creditor can no longer afford the ante and
quickly tries to save his skin.
In the case of creditors who are supposedly able
to offer infinitely extensible guarantees and who know
that a central bank with allegedly bottomless pockets
has their back, the weakest players’ chucking in their
hands is clearly not an option – or if it is, they do so at
a much later juncture. This is especially true when
leaving the table means the weakest will not save their
own skins but instead place themselves in immediate
peril, as they too are anything but unproblematic debtors in their own right. The community of eurozone
creditors is itself simultaneously a community of highly
vulnerable debtors; this explains the stupendous success of Greece’s consistently uncooperative tactics.
The “agreement” reached is an almost entirely fictional
construct, but all parties appear to be pleased with
their handiwork: the putative recoverability of the
Greek debt that has been chalked up; the fictionality
of the central banks’ and individual national banks’
balance sheets; the fictionality of the guarantees offered; the fictionality of the European financing vehicles – including the EIB (European Investment Bank),
the ESM (European Stability Mechanism), the EFSF
(European Financial Stability Facility) and the EFSI
(European Fund for Strategic Investments) – that are
based on such guarantees; indeed, the fictionality of
the eurozone itself, which, if one excludes the only
halfway legally/democratically instated president of
the Eurogroup, Jeroen Dijsselbloem, is devoid of any
governance of its own – all these seem a source of delight. Seen from this perspective, everyone has in fact
come up smiling from the Greek crisis.
To the impartial observer, the fascination of the
matter resides in what real-world power can emanate
from such fictionality. As long as a majority of players
on the financial markets believes in the stability and
cohesion of the eurozone’s creditors/debtors, countries like Italy and Spain can carry on piling up debts at
giveaway prices of 2 %; even for Greece, the yields on
ten-year government bonds are only just above 10 % –
trust, belief, credo in the borrowers has clearly been restored. However, such trust is only justified if the
guarantees tendered really are infinitely elastic, indeed
if they can ultimately even be honoured, and if it is
genuinely the case that a – certainly very powerful, but
ultimately still finite – central bank such as the European Central Bank (ECB ) has infinitely deep pockets.
We believe these assumptions to be unfounded. When
the officials representing the institutions involved
have (by surrendering all their principles and compounding this by entering a spectacular moral vacuum)
compromised themselves till the pips squeak and
more, the power of the real world – in other words, of
the international financial markets – will sooner or later
annihilate the fiction; at which point the circle of the
prediction set out in our introduction will have closed
and we will have definitively arrived at our topic:
“Cash, Credibility and Coercion”.
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CHAPTER 2

Cash, coinage, credit, capital:
what exactly is “money” ?
There is no shortage of literature about – and
many excellent definitions of – money. The problem
generally resides in the difficulty of conceiving of what
exactly is to be described and the consequent tendency to resort to technocratic and deterministic hypotheses of the monetary system. Much of the essence of
our own thinking, and let us nail our colours to the
mast at the outset, is derived from the findings of Abbé
Ferdinando Galiani (1728–1787) and the approaches
based on these by Joseph Schumpeter and Friedrich
Hayek. Seen thus, money is not a mere legal fiction,
created and graciously granted by a benevolent authority, but rather a “natural convention” that enables barter between human beings who are capable of carrying
out such transactions. Human beings are the only living creatures in a position to assign relative values to
objects such as hens, eggs and chicken feathers; “money”
is the very embodiment of this process of comparability. The provision of money, and the associated monopolisation of money creation by a national (or, for
now, in the case of the ECB , a supra-national) central
bank, is merely a special instance of the natural phenomenon of “money”. A formal currency reduces information and transaction costs, and this corollary is
of relevance to the extent that it decides the question
of monetary value. Those subscribing to the “legal fiction” theory are able to imagine any “justified” pricing
for money, including currency devaluation and negative interest rates. Those working from the idea of
money as a quotient storing intrinsic value have to posit
a “natural” price, deviation from which they will find
leads to problematic economic distortions: the current debate about ultra-low – indeed negative – interest rates and quantitative easing addresses precisely
this point.
Our deliberations about money have endorsed
the conclusion that it involves a surrendering to the
relevant central bank of (natural) private assets in the
form of goods, shares or legal claims. In return, the
lender receives a claim on the central bank, in other
words, he grants it a loan. The economic origins of all
those notes denominated as tens, twenties or thousands are thus to be found not in the central bank that
issued them but in the citizen who extends the central
bank credit from his private assets. Credit means “belief ” (Lat. credere) and credibility is the sine qua non for
the very existence and sustainability of credit.
A symbol of this credit is created in the form of
a piece of paper that is difficult to copy (“cash” in its
strictest sense); it has a serial number, but otherwise
looks identical to analogue paper chits of the same
loan class – simple exchangeability is based on this. The
loan is made by the citizen without interest and in

—

Edition No. 14, August 2015

r eturn he receives an assurance (usually enacted at a
constitutional level) that the issuing central bank will
avoid making any unsecured loans which would endanger the longer-term intrinsic value of all loans. The
function of money as a store of value is rooted in this,
and exchange and the preservation of purchasing power
make up the essence of money. The more efficiently
and securely an exchange can be carried out – and the
fewer the exceptions made – the greater the guarantee
that purchasing power is preserved, and the more valuable the currency. The relationship between citizen
and central bank equates to a contrat social monétaire anchored in natural law.
As there are different countries, continents
and legal systems originating such loans, there are necessarily differing “moneys” in existence – different
currencies. The relationship between currencies is determined by their anticipated intrinsic value, which in
turn is a function of exchange efficiency and value
preservation. It is immediately apparent that both criteria (that of exchange efficiency and of value preservation, i. e. the likelihood of being diluted in some way)
depend on institutionally underwritten stability and the
credibility of the agents representing it. Dieter Freiburghaus’ observation (Neue Zürcher Zeitung [NZZ ],
14. 7. 2015) that traditional currencies can only succeed
in coherent states, with loose affiliations of states not
being sufficient, is thus probably accurate. By the same
token, the suggestion (NZZ , 8. 7. 2015) by Professor
Thomas Cottier of Bern University Law School that
the European currency union will prove successful as a
process would have to be dismissed as naïve and unscientific wishful thinking; Freiburghaus has pointed out
that not a single supra-national currency union has endured.
The complement to cash (effectively a loan made
by citizens to the central bank and printed out as notes)
is book money, which is held in account form at banks
for the same purposes, i.e. for exchange and as a store
of value. In practice, people barely distinguish between one kind of money and the other, deciding relatively spontaneously which monetary option to use in
settlement of financial transactions. The periodicity
of payment processing is also blurred, as credit and
debit cards are used side-by-side with little deliberation. In the mind of the citizen and system participant,
book money serves as an extended wallet – albeit typically with more voluminous contents than a physical
pocketbook. Book money is increasingly superior to
cash as far as transactional efficiency is concerned;
many transactions (e. g. those conducted on the internet or via smartphone apps) cannot be completed
without the aid of book money held on account.
We can expect this migration towards a cashless
society to mushroom. The mobile phone (and/or
smartwatch) is increasingly taking on the function of
the wallet. Transactions are perceived as taking place
between two parties, but technically they are processed in fractions of a second via often highly com-
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plex bank and credit card networks. Personal safety in
particular makes this form of payment especially attractive: if no cash changes hands, you don’t need to
carry any with you, and in the majority of locations
around the world, this is an advantage that may make
the difference between life and death.

CHAPTER 3

Book money –
not risk-free either
For all the appeal of book money as a means of
exchange, people often forget that anonymity is part
and parcel of the exchange efficiency of cash. Where a
banknote comes from and where it might be going is
beyond mortal ken, but cash on the nail is cash on the
nail. This increases its legal certainty considerably as,
for purely practical reasons, strict limits are placed on
any reversal of transactions: cash changing hands is a
transaction with no ifs or buts. With book money, payments cannot be anonymous; the origins and subsequent use of the funds are documented and open to
scrutiny. An exchange transaction writ in water can
thus turn into a story carved in stone – a tale that leaves
a trail. The use of book money is thus freighted with
both conditions and consequences.
The exchange efficiency of cash, i. e. its convertibility into another currency with no conditions or consequences – and its transformation into real goods and
services with no conditions or consequences – was for
a long time the most potent means for a citizen to
stand his ground in ensuring the contrat social monétaire
was kept. Indeed, one might justifiably assert that this
is precisely how monetary property is safeguarded
vis-à-vis a note-issuing entity: a citizen can at any
point secure the intrinsic value of his loan to the central
bank by engaging in an asset swap. And as the central
bank is well aware of this fact, its hands are to some
extent tied. With free convertibility of a currency and
constant mapping of the value of money onto real
goods, systematic “debasement of coinage” – Abbé
Fernando Galiani devotes several chapters of his opus
to its inherent inevitability – is more difficult to instigate than if such instruments were not available to the
population.
If it is true that the exchange efficiency of cash
is the key determinant of a monetary order, this necessarily raises the question of whether this is also true –
and to the same extent – for the book money that is
supplanting it; this will be addressed below. However,
let us conclude for the moment that freely convertible
cash imposes discipline upon a central bank and thus
makes a systemic contribution to the credibility of the
institution, indeed possibly even creates such a state,
or coerces it. If the same mechanism in a monetary system based entirely on book money fails to elicit such
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effects, or does so only weakly, ways must be sought to
protect book money from “debasement of coinage”.
We should now mention the reservations of
those who bemoan the loss of privacy associated with
the decline in cash transactions and the foreseeable total switchover to book money. The traceability of every
conceivable book money transaction does indeed circumscribe and curtail the individual’s right to self-
determination. The argument that those who have
nothing to hide will be unaffected by this loss of privacy
falls short in that, by the same token, there is no (however superordinated) reason for third parties to take an
interest in the transactions of others, unless these
present a danger to the public and thus constitute
criminal behaviour. Just as you would not open up the
personal space of your own sitting room to all and sundry, there is no reason for every Tom, Dick and Harry
to be privy to the intimate details of your financial
transactions – indeed, by what right should they ? Constitutional mechanisms to protect individuals from
the seizure of data on bank account transactions and
balances will undoubtedly have to be formulated in future. This has nothing to do with the tax aspects of
banking secrecy; it is a matter of ensuring the basic
right of each individual to self-determination.

In a totally interconnected world, where every transaction can be traced and every position pinpointed,
legal risks will become a considerable, growth-inhibiting hazard. The constant threat of criminalisation undermines any pleasure one might derive from work
and saps one’s joie de vivre, and a similar peril is looming in the creative arts: according to the NZZ of 18 July
2015, the German government is keen to enact a law
demanding that a pristine and uninterrupted provenance be demonstrated for every painting, whether in
public or private ownership – a pedigree without
which a picture will automatically no longer be tradable (convertible…).
A second risk concerns the technically unproblematic possibility that authorised bodies could obtain
access to book money and/or impose limits on the
availability of cash. At the touch of a button, accounts
could be partially, temporarily or entirely blocked, or
indeed partially or completely cleared out. Recent
events in Cyprus and Greece illustrate how such processes might unfold. Whatever superiority book money
may already have demonstrated over cash in terms of
its transactional efficiency (and however much this advantage will be augmented by every conceivable and
inconceivable mobile phone app), what it is lacking by
comparison to cash is the unconditionality of the latter’s convertibility into other currencies and the absence of either conditions or consequences to its
conversion into real goods and services. If the “authorised bodies” mentioned above are interchangeable
with the state institutions charged with replenishing
the state’s notoriously undernourished coffers, the expropriation risk of book money is self-evident. A citizen’s
home nation can thus become his principal risk, just as
the parasitic aristocracy, with its penchant for pogroms of a society’s labouring classes, had been in days
gone by.
And finally, we should not forget to mention
that book money does not represent a one-to-one loan
by a citizen to a central bank, but instead consists of a
claim on a third party, in most cases a bank; book money
is thus only ever as good as the financial strength of the
bank as debtor and/or the deposit protection mechanisms imposed by the regulator. The case of Greece
has shown how precarious the situation of a bank’s
creditors actually is, how little EU-prescribed “stress
tests” actually mean and how paltry a deposit protection fund can ultimately turn out to be, especially – to
add insult to injury – if its assets have (for reasons of
safety, you understand …) been invested in government
bonds issued by the respective bank’s home nation. A
“too big to fail” guarantee offered by a state that is itself in financial hot water is barely worth the paper it is
written on.
All in all, therefore, the undeniable technical efficiency gains of book money transactions are offset
both by substantial risks and direct concessions in respect of legal certainty, privacy and debtor quality.
However, as these risks and concessions are partially

CHAPTER 4

Post-capitalism with collectivist
outcomes ?
We have no doubt that, from a historical perspective, the emancipation of the bourgeoisie in Europe after the Middle Ages is linked to the rise of
money as a means of exchange and a store of value.
Thanks to cash, the hard-working classes were able to
stash away their accumulated wealth and conceal it
from the parasitic aristocracy. The anonymity of cash
as a means of payment then fed into the anonymity of
corporate capital; the Gründerzeit, the period of “promoterism”, and the great economic advances in the
20th century, would be almost unimaginable without
the legal certainties and property protections arising
from such anonymity.
We are constrained to acknowledge that we are
moving towards a post-capitalist, de-anonymised society. What already applies on the micro-level of payment transactions is beginning to take hold in the
realm of capital holdings as well: ownership of stocks
and shares is turning into something that can be
traced, and we can see a day coming when the first
shareholders in cigarette companies will be sued for
aiding and abetting actual bodily harm. In the case of
Swiss entrepreneur Stephan Schmidheiny, the Italian
courts have already made an inglorious start by declaring him the perpetrator of a crime through mere ownership of a company involved in the asbestos business.

4
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latent, we anticipate no let-up in book money’s rout of
cash and, whether one likes it or not, the incipient disappearance of notes and coins as payment methods
in some jurisdictions. Scandinavia and Holland have
already advanced a fair way down this route, while
Germany, by contrast, has shown itself to be remarkably wedded to cash; the disappearance of dollar bills
from third-world and developing nations is of course
inconceivable for the time being.
In Switzerland there is much to suggest that
banknotes will continue to be widely used as a store of
value in safety deposit boxes – and no doubt under the
occasional mattress. How else can we explain the striking number of CHF 1,000 notes in circulation ? But
this statistically proven fact is at odds with the commercial banks’ recent extreme reluctance to even countenance cash transactions. These days, anyone wishing
to deposit more than CHF 25,000 is typically called
upon to explain themselves at their bank. It is difficult
or impossible to get rid of or withdraw larger sums. We
hear there is already a black market of providers from
the former eastern bloc who, for a cut of up to 20 % ( !),
will still process such transactions. In other words, the
convertibility of Swiss cash free of conditions and consequences is now well and truly a thing of the past. Far
more stringent restrictions on the use of banknotes apply in many European countries, so cash is out – not
just for technical, but also for regulatory reasons. Incidentally, one might ask in this context whether the
Swiss National Bank’s repeated postponements of its
new banknote series might be linked to a certain unease on the part of the management in respect of the
Swiss franc’s function as a store of value. These days it
is as if there were something clandestine or grubby
about banknotes (issuance of which, nota bene, is entirely
congruent with the actual, constitutional purpose of
central banks), which may well explain why some might
favour backing out, equally sneakily and clandestinely,
of the whole business. But we would hate to cast aspersions on anyone in particular.

We think not. In every more or less civilised
country (i. e. in those parts of the world where the US
dollar is not used simply as an a priori substitute currency),
citizens and companies are to all intents and purposes
coerced into settling their financial and business transactions in the local currency or in the global currency of
the US dollar. The legally stipulated monopoly of the
central banks leaves them with no other choice and the
de facto global currency monopoly of the USD binds the
world’s other major central banks so closely together
that for more than twenty years now, none would have
been able to escape the clutches of the Fed’s accommodative monetary policy of ever lower interest rates even
if it had wanted to. Or to put it another way, there is no
genuine competition between currencies – the power
that even the convertibility of book money might potentially exert (and indeed once exerted) is restricted
under such conditions. In short, there is an acute, and
systemic, asymmetry between the citizen as a loan-provider and the central bank.
This is compounded in the eurozone by the fact
that, with the exception of the Greeks, not a single
nation has, to our knowledge, been able to voice an
opinion for or against the single currency in an exercise of direct democracy. The low acceptance rate of
the factitious money flowing from the ECB in Frankfurt is undoubtedly linked to this lack of institutional
foundation. There is absolutely no question of a contrat
social monétaire as far as the euro is concerned; instead,
citizens perceive the single currency as a means of coercion, decreed from on high. Brooking no alternative,
pronouncements such as “if the euro fails, Europe
fails” only reinforce this coercive situation.
Applied to our definition of money, all this
means that, with cash that is convertible and usable
only within limitations and book money that is integrated into the system, we are now no longer dealing
with a loan granted by the citizen to his central bank
on a more or less voluntary basis, but with a coerced
loan, extended interest-free to the central bank with
(dwindling) supplies of cash or with book money, on
which an actual loss is incurred due to negative interest rates. So who is skimming off the monopoly rent in
this quasi-monopolist system ? We suspect it may be
the many sovereign debtors, who can afford public
spending on credit only thanks to ultra-low interest
rates and highly leveraged projects with very little
prospect of ever showing an economic return. The monopoly rent is the difference between the “natural”
rate of interest stipulated by Friedrich Hayek and the
effective interest rate as instituted, and its non-appearance in a citizen’s accounting, particularly the absence of interest and compound interest on pension
assets, will result in a painful drop in prosperity for
generations to come. The anticipation of this drop in
prosperity may explain why the economy – notwithstanding ultra-low interest rates – is struggling to gain
any traction, both in Europe and Japan and even, to a
certain extent, in the USA .

CHAPTER 5

From loan to coerced loan ?
If we return to the definition of money outlined
in the introduction (a means of exchange endowed
with natural value in the form of a loan made by a citizen to a body entrusted with/empowered and/or enabled to issue money), this then raises the question of
what economic characteristics would inhere in the
book money that might be used almost exclusively in
the monetary system at some stage. In chapters 3 and 4,
we pointed out the dwindling convertibility of cash
and the latent expropriation risks associated with
book money. Is it even possible to regard it as still involving a loan from the citizen as part of the contrat social monétaire ?
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Coercion that has been institutionalised in this
manner has increasingly been standing in for the credibility that the central banks and the national and
supra-national structures that abut them would be
obliged to substantiate – not once, but constantly and
repeatedly – in a system characterised by free convertibility and open competition between currencies.
Since the collapse of the Bretton Woods system and
the abandonment of the gold standard, there has been
no objective yardstick of the central banks’ monetary
good conduct. The ongoing absence of inflation falls
far short of the mark as a token of good conduct and
credibility if, at the same time, prices on the financial
markets – instead of the goods markets – are going
through the roof !

tenuous – as we know, multiple interest rate cuts have
achieved little or nothing – and that the expansion of
the money supply via quantitative easing effectively
went no further than the banks’ balance sheets. In
many cases, banks have since been surviving on the interest differential between longer-term loans to sovereign debtors and short-term money – ultimately from
the central bank. The “blessing” of cheap money is
much less tangible in the real economy, as is demonstrated by the historically low (and barely explicable)
levels of money velocity and/or credit creation.
We have already described the limited economic
effectiveness of monetary policy at length in past editions of bergsicht; we see its true cause in a succession
of exogenous shocks (resulting from technological
advances and a general implosion of information and
transaction costs) that have delivered – and continue
to deliver – a huge boost to productivity. However, our
complex of cash, credibility and coercion addresses
the other side of the coin, as it were, and our contention is the following: as monetary policy is failing to
stimulate economic growth, the central banks have
opted for – and indeed implemented, to differing degrees – the policy that is most agreeable to their key
stakeholders, who are sovereign debtors and financial
market participants. From an economic point of view,
quantitative easing was neither necessary nor expedient; propping up the prices of government bonds has
brought a considerable smile to the faces of the two
stakeholder groups mentioned above, however.
We flatly reject the common assertion that no
implicit financing of (a country’s own) national debts is
being carried out in this fashion by the central banks.
It is no secret that virtually all economists consider national debt financing via central banks to be sacrilege,
but it has been done and it continues to be done. Any
institution systematically lowering interest rates beneath their actual, natural level, and thus contributing
to dramatic price hikes on the bond markets (including
for government bonds) while eliminating risk premiums for sovereign debtors of differing creditworthiness, is providing state financing. Thanks to the ECB
and the eurozone vehicles it bankrolls, the yield on
ten-year government bonds issued by the bankrupt
Greek government is, as we have pointed out, at a risibly low 10 %. What is this, if not state financing ?
The “debasement of coinage” so presciently
noted by Abbé Ferdinando Galiani is what we in the
modern age would describe as a loss of trust or a looming crisis of credibility. Galiani was right: it is presumably an inherent given, and the only system that can
counteract it is one in which, thanks to convertibility
(in other words, a freedom of choice between various
providers of central banking services), a citizen can
fight his corner in a free market. These conditions do
not currently obtain; we have all now become part of a
community of creditors that is being coerced into
making loans.

CHAPTER 6

Underestimated monopoly
problems
The use of this monopoly rent (which we can
presume to exist) for the benefit of sovereign debtors
is one very serious problem, but the danger of diluting
the debtor quality of the central banks and the system
as a whole is another that may be worse still; on the
basis of the at least implicitly underlying and understood contrat social monétaire, citizens and companies
(i. e. the lenders) assume that, as independent institutions, the central banks will act in their interests – in a
fiduciary manner. It is in the interests of lenders that
they are not disadvantaged if further loans are granted,
and this is only the case if money is created according
to fixed, predictable rules. We have already mentioned
the gold standard, which works as an idea but is unsustainable in practice. Modern monetary systems are no
longer based on commodity backing; they impose limits upon themselves with regulations that make it possible to anticipate and thus measure central-bank
activity. These regulations are essentially based on the
assumption that increasing the money supply should
create neither bottlenecks nor gluts in capacity within
the economy and should engender price stability in an
environment of natural growth. The money supply is
steered via base interest rates for the commercial
banks and their minimum reserves.
As far as the goods and services side of the economy is concerned, these regulatory mechanisms to
manage the money supply (in other words, to avoid the
dilution of lenders) worked fine up until before the financial crisis. Even before 2008, however, it was becoming clear that the US Fed’s systematic lowering of
interest rates over a 20-year period was resulting in
distortions on the financial markets and in the banking
sector. Since the financial crisis, it has become apparent that the linkages between money supply, interest
rates and economic development are at best highly
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dilution of participants (and thus of lenders) is impossible, as only as many bitcoins are created as are injected into the system by participants and authorised by
an algorithm. The asset side of bitcoins thus does not
reside in actual reserves or a recapitalisation pledge
rooted in legislation (as is the case with the central
banks), but in a counterfeit-proof algorithm that plausibly renders debasement impossible. This is something entirely new that is potentially far superior to
the traditional central banking system, as it is insulated from abuse by the political powers that be. Quite
how bitcoins will acquit themselves in extreme circumstances such as wars or economic crises is of
course still unknown, and the statistical material available to date is also too meagre to be dependable.
Somewhere between the central banking systems (with their partially virtual assets) and bitcoins
(with their algorithm that exists only in cyberspace)
there exists a third option of a similarly private currency
that would salt away the loans systematically (i.e. according to fixed, predictable rules) in highly diversified investments with custodians around the world,
and whose intrinsic value would be publicised via
real-time reporting. In its resemblance to a globally
tradable investment fund – although with the distinction that the aim is only to preserve value rather than
achieve a return – this vehicle might yet become
something like the “standard metre”, the ultimate
yardstick against which all others are judged. Years
ago, when the financial crisis was still in its infancy and
it was unclear whether it would leave in its wake hyperinflation, a collapse of the system or – as has transpired – an ever-more protracted debt crisis, a bank
still in existence at the time launched an instrument
that met these criteria under the brand name “Realo”.
Its reserves were divided up into one third gold, one
third real stocks (i.e. equities with high net asset value)
and one third reserve currencies. This was the first
cautious step along a path towards realising a far more
expansive vision, which at some stage might have culminated in the issuance of an internet-ready private
currency that would have been backed up less by algorithms and more by genuine investments. Any further
strides were checked for very different reasons, as history relates.
Some 15 years ago, Milton Friedman warned
against premature expectations of the dawn of some
triumphal new super-currency, pointing out that too
many stakeholders are profiting from the existing system. This was probably accurate – we are dealing with
monopoly rents and the possibility of running up outsize sovereign debt here, after all, and there is no
doubt that multiple obstacles have been, and will continue to be, placed in the path of any such undertakings. Bitcoin has thus been attacked by hackers on
several occasions and attempts have been made to
prove that the system has been abused by international
terrorists. Such events can prove fatal for a delicate
flower in the first flush of youth.

CHAPTER 7

Two antagonistic consequences
In its first phase, the irresistible decline in the
relevance of cash (due to its criminalisation as a function of regulation and the proliferation of more efficient payment processes) and the concomitant rise in
the importance of book money has unquestionably
resulted in an almost limitless increase in the power of
the central banks and other monetary bodies such as
the IMF and the eurozone funds. Not for nothing are
characters such as Draghi, Yellen and their predecessors Greenspan and Bernanke almost as recognisable
as the heads of state and prime ministers of major nations, while the IMF’s Mme Lagarde has achieved cult
status, as if she were some kind of female pope. This
development has reached its (il)logical conclusion with
the euro/Greece crisis. The behaviour of all parties
concerned, which has degenerated well beyond farce,
will not be without consequences; they have violated
the credibility of the system, as indicated in our introduction. If relatively insignificant Greece can elicit almost uninterrupted rounds of frantic conference calls,
summits and conspicuous sleep deprivation amongst
the participants, how credible will this pantomime be
when truly serious challenges are in the offing ? This
should not be understood as a threat but merely a reminder: in the case of countries like Italy and France,
the European debt problem is of an entirely different
order of magnitude.
This is one, visible side to the matter. We have
tried to sketch the other, less easily discernible side in
the almost hopelessly asymmetrical disadvantaging of
private citizens and businesses as (forced) lenders to
the central banking system. This cannot last over the
long term; money is far too important to the functioning of the world economy for an attempt not to be
made to extend to this core domain the deconstruction
of processes and structures precipitated in so many quarters by Web 2.0. Our prognosis: the more ludicrous the
actions of those in positions of responsibility in our
current system; the greater the sovereign debts (thanks
to the real and present coercion of the citizenry to
supply loans); the more fantastical the valuations of
putative assets in sundry vehicles; the more grotesque
the ever-increasing mountain of Ponzi-style guarantee
schemes – the sooner the need for a means of payment
and a store of value for which debasement is impossible or highly unlikely.
It was presumably the internet currency bitcoin,
which dispenses with a central bank and whose members and participants practise decentralised money
creation, that kicked things off. Despite the cries of
the many Cassandras, bitcoin has survived to this day.
It is pure book money and, as such, it exhibits the same
advantages and disadvantages in terms of the upstream
and downstream traceability of transactions as all other
book currencies. As far as we understand the system, a
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We nonetheless stick to the guns of our prediction. The logic of our continuing to use smartphones
to pay taxi fares, buy and sell shares, take the train, dip
into videos on streaming platforms and restock the
fridge from our holiday deckchair – preferably settling
all transactions with a unit of payment that is shielded
from the menace of political clowning – is plain.
Thanks to the internet, the individual citizen will be
liberated from coercive loans and the monopoly rents
they prop up. After cash and securities swept all before
them at the time of the pioneering thinker Abbé Ferdinando Galiani in the 18th century, this will be the
emancipation of the global citizen (version 2.0) in the
21st century.
The second story is of an antagonistic stripe.
The eurozone has taken sovereign debtorship abetted
by the central banks as far as it will go, but there is no
end in sight to the absurd antics of the parties involved.
Under the ideological shibboleth that the euro cannot
fail (as otherwise, supposedly the entire continent will
go down in flames), the process of transforming the
eurozone into a genuine state will now move forward
faster than it might otherwise have done. In order to
square the circle of accommodating the divergent interest groups, thick girders of efficient governance will
have to be erected. The eurozone will not survive without a sanction regime for its member states; conversely, massive transfer payments will become the order of
the day, and – voilà un état ! (Freiburghaus). At the moment, we cannot picture how the rest of the EU will
deal with this formation of a distinct fiscus within the
wider framework of the Union, although we have no
problem imagining that the whole thing will go down
like a lead balloon. This is not intended as a consummation devoutly to be wished, but merely as a dispassionate conclusion.
K H , 3 AU G U ST 2 015
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