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‘’Free Banking and
Fractional Reserves’’

By Carl Watner
(Editor’s Note: The following article originally constituted an ex-
change of correspondence with Lawrence H. White. White revised his
“Reply” to include responses to my original article as well as my
“Commentary.” I'd like to thank Larry for permission to print his
“Reply.” Subscribers’ comments on this topic are encouraged.)

in an otherwise exemplary essay on "'free Banking and the Goid
Standard”, (Llewellyn H. Rockwell, Jr. and Leland B. Yeager, eds.,
THE GOLD STANDARD: An Austrian Perspective, Lexington: Lex-
ington Books, 1985) author Lawrence H. White notes that somme
gold standard advocates, such as Murray Rothbard, have argued
for 100 percent reserve requirements against demand deposits
and bank notes.”” White writes that:

Rothbard urges this position not as a paternalistic

intervention into the market for inside money, but on
the grounds that the holding of less than 100 percent
reserves against demand liabilities is per se fraudulent.
This argument is more jurisprudential than economic.
He has recently written: "It should be clear that
modern fractional reserve banking is a shell game, a
Ponzi scheme, a fraud in which false warehouse
receipts are issued and circulate as equivalent to the
cash supposedly represented by the receipts.” And in
rebuttal to the argument that a banker hardly needs
100 percent reserves in order to meet all the redemp-
tion demands that will in fact confront him at any one
time, he writes: “But holders of warehouse receipts to
money emphatically do have...a claim, even in modern
banking law, to their own property any time they
choose to redeem it. But the legal claims issued by the
bank must then be fraudulent, since the bank could not
possibly meet them all.” (p. 120)

White then goes on to ask why Rothbard would wish to prevent
banks and their customers from making whatever sorts of contract-
ual arrangements are mutually agreeable. He states that the court
cases cited by Rothbard (“to the effect that bank notes do not con-
tractually bind their issuers to holding 100 percent reserves’)
demonstrate that the inscription actually found on the face of a
typical British bank note ("The Bank of XYZ promises to pay the
bearer on demand one pound sterling”) makes no promise abaout
reserve holding behavior. As White puts it, “There is nothing to in-
dicate that the note constitutes a warehouse receipt or establishes
a bailment contract.”” (A bailment occurs when goods or com-
modities are transferred for a special purpose, such as storage,
without transfer of ownership or title.) A few sentences later, White
continues:

Nothing in a free banking system prevents an in-
dividual who desires 100 percent reserve banking from
explicitly contracting for it. In historical fact safety
deposit boxes have commonly been offered by banks
for those who wish their money held as a bailment; who
wish, in other words, to retain unconditional title to it.
it would be silly to suggest that bank notes and dc-
mand deposits gained acceptance historically only
when their holders were fraudulently misled by the

misrepresentation of bank demand liabilities as un-
conditional warehouse receipts.

White then argues that under a titie-transfer view of contracts, “a
bank note payable to the bearer on demand, with no stipulation of
the reserves to be held, constitutes a conditional title to bank-held
specie, conditional on presentation for redemption. In a title-
transfer regime prevention of breach of contract by banks issuing
such notes requires only that any obligation to redeem on demand
be satisfied for all customers who actually present notes and
deposits for redemption. Fractional reserves do not constitute a
breach of contract.” (White, pp. 120-121)

The purpose of this article is to examine the arguments for and

against free banking and fractional reserves in an attempt to deter-
mine if fractional reserve banking is fraudulent and therefore would be
excluded from the free market as part and parcel of the general pro-
hibition against all forms of fraud. Let us first begin by listing the
claims put forth by White:
1. “Rothbard’'s view that bank notes are the legal equivalent of
warehouse receipts is based on what he thinks legal practice ought
to be, not on the interpretation courts have actually made of the
contractual obligations incurred by the issuers of bank notes.”

2. “In historical fact safety deposit boxes have commonly been
offered by banks for those who wish their money held as a bailment,
who wish...to retain unconditional title to it.”

3. It would be silly to suggest that bank notes...gained acceptance
historically only when their holders were fraudulently misled by the
misrepresentation of bank and demand liabilities as unconditional
warehouse receipts.”

4. “[A) bank note payable to bearer with no stipulation of the
reserves to be held...constitutes a conditional title to bank-held
specie, conditional on presentation for redemption.”
EXAMINATION OF WHITE'S CLAIMS

1. As Clem Johnson in a recent issue of THE VOLUNTARYIST put
it, the average American wouidn’t recognize a property right if it hit
him in the head. There is little argument with White’s assertion that
the statist court systems have ruled that bank notes are generally
considered debts and are not legally the equivalent of a warehouse
receipt. These statist rulings are part and parcel of the State's attempt
to manipulate the monetary system to its own
benefit. More often than not, bankers and those who have controll-
ed the monetary system in a given country have been in collusion
with the State. In fact, getting favorable legal decisions or
legislative rulings has been one of the primary means by which
they have established their dominance and control. For example,
the Supreme Court of the United States has almost never respected
property rights (it upheld FDR's abrogation of the gold clause and
confiscation of privately held gold during the New Deal era). Fur-
thermore, a decision that bank notes and demand deposits were to
be treated as bailments would have made it far more difficult for
the State to have increased the supply of money. So is it any surprise
that the courts, themselves creatures of the State, have ruled in
favor of the State?

2. With respect to the claim that historically safety deposit boxes
have commonly been offered by banks for those who wish their
money held as a bailment, Raymond DeRoover, author of MONEY,
BANKING AND CREDIT IN MEDIAEVAL--BRUGES (Cambridge,
Mediaeval Academy of America, 1948, pp 249-250) has noted that
“Banks today still perform the same function of safe-keeping
{acting as depositaries or safe-keepers of monies and valuables)
but they do not keep a record in their ledgers of what customers
put into their safety-deposit boxes (emphasis added). Once the
money-changers had extended their activity to deposit banking, it
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From the Editor:
What We Are For? -
What Do We Believe?

Past editorials and articles have made it clear that THE VOLUN-
TARYIST is unique in that it is the only regularly published liber-
tarian publication to advocate non-State, pro-free market attitudes
coupled with an anti-electoral stance and a predilection for non-
violent means. In fact, we could probably argue that THE VOLUN-
TARYIST is the only journal in the world that consistently upholds
individualist anarchism (by which we mean self-government),
rejection of electoral politics, and the advocacy of non-violent
means to achieve social change. This after all is what we signify
when we use the term ‘voluntaryist’.

THE VOLUNTARYIST is seldom, if ever, concerned with per-
sonalities; but we are concerned with ideas. Our interest is in the
enduring aspects of libertarianism. Among these ideas we would
include the concept that taxation is theft; that the State is an in-
herently invasive institution, a coercive monopoly, that war is the
health of the State; that power corrupts (especially State power);
that there is no service demanded on the free market that cannot
be provided by market methods; and that the delineation and im-
plementation of property rights are the solution to many of our
social and economic ills. Nor to be overlooked is our insistence on
the congruence of means and ends; that it is means which deter-
mine ends, and not the end which justifies the means.

Voluntaryist thinking forms a link in the chain of ideas started
many centuries ago. We have reviewed some of the significant
sources of radical libertarian thought in Issue 25. Our roots are to
be found in antiquity, when moral thinkers realized that character
building, the building of morally strong individuals, was the essen-
tial basis of human happiness - as well as the prerequisite of a bet-
ter society. Self-responsibility was inextricably linked to self-
control. The ideas of personal integrity, honesty, productive work,
fulfillment of one’s promises and the practice of non-retaliation set
the stage for social harmony and abundance, wherever and
whenever these two attributes of social life were to surface in the
world’s civilizations.

These ideas helped set the stage for the voluntaryist outlook on
means and ends. A person could never use evil means to attain
good ends. For one thing, such an attempt would never work. It
would be impractical and self-defeating. For another thing, it would
be inconsistent with personal integrity. A person would not resort
to lying and cheating, for example, even if he or she mistakenly
thought such base means could result in good ends. Evil means,
like these, would always be rejected by an honest person.

Impure means must lead to an impure end since means always
come before ends. The means are at hand, closest to us. They dic-
tate what road we shall set out on and thus eventually determine
our destination. Different means must inevitably lead to different
destinations for the simple reason that they lead us down different
paths. Thus it is that voluntaryists reject electoral politics as well
as revolutionary violence. Neither of these methods could ever ap-
proximate voluntaryist goals - the ideal of a society of free in-
dividuals. Nor do either bring about a change or improvement in
the moral tone of the people who comprise it.

Voluntaryists have a clear understanding of the nature of power -
what we have labelled "‘the voluntaryist insight.” We know that the

State, like all human institutions, depends on the consent and
cooperation of its participants. We also know that we are self-
controlling individuals, with ultimate responsibility for what we do.
We cannot be compelled to do anything against our will, though we
may suffer the consequences for a refusal to obey the State or any
other gangster who holds a gun at us. The State may do what it
pleases with our bodies, but it cannot force us to change our ideas.
We may lose our liberty behind jail bars (liberty being the absence
of coercion or physical restraints), but we cannot lose our freedom
(freedom being the inner spirit or conscience) unless we give it up
ourselves.

Voluntaryism offers a moral and practical way for advancing the
cause of freedom. It rests on a belief in the efficacy of the free
market and on a historic and philosophic antagonism to the State.
It rests on an understanding of the inter-relatedness of means and
ends, and on a belief that "'if one takes care of the means, the end
will take care of itself.” We are pro-free market, anti-State, non-
violent, and anti-electoral. This, in a few short phrases, is what we
are for; what we believe.

What Is Our Plan?

At a recent one day seminar at Freedom Country, the question was
asked: “What can a person do to make this world a better place?”
No single answer was articulated, but two different conceptual ap-
proaches were apparent. The responses of the participants could
be categorized according to whether or not they believed

a. a better society depends on better individuals
or

b. better individuals cannot be raised until we have a better
society (where, for example, educational services are improved,
child abuse no longer exists, etc.).

In other words, which comes first - the chicken or the egg? Better
individuals or the better society?

Nineteenth century reformers, especially the non-resistants and
abolitionists, grappled with this problem. How were they to ad-
vocate the abolition of slavery? Should they wait for Congress to
abolish slavery or should they try to eliminate the vestiges of
slavery from their daily lives? Should they be immediatists or
gradualists? Should they use legislative means or moral suasion?
Should they vote or hold office or should they denounce the U.S.
Constitution as a tool of the slaveholders?

Those nineteenth century thinkers whom I would label volun-
taryist (such as Henry David Thoreau, Charles Lane, William Lloyd
Garrison, Henry Clarke Wright, and Edmund Quincy in pre-Civil War
days, and Nathaniel Peabody Rogers) all believed that a better
society only came about as the individuals within society improved
themselves. They had no plan, other than a supreme faith that if
one improved the components of society, societal improvement
would come about automatically. As Charles Lane once put it, “Our
reforms must begin within ourselves.” Better men must be made to
constitute society. For “society taken at large is never better or
worse than the persons who compose it, for they in fact are it.”

The Garrisonians, for example, were opposed to involvement in
politics (whether it be office-holding or participating in political
parties) because they did not want to sanction a government which
permitted slavery. Their opposition to participation in government
also stemmed from their concern with how slavery was to be
abolished. To Garrison’s way of thinking it was as bad to work for
the abolition of slavery in the wrong way as it was to work openly
for an evil cause. The end could not justify the means. The anti-
electoral abolitionists never voted, even if they could have freed all
the slaves by the electoral process. Garrison's field of action was
that of moral suasion and not political action. He thought that men
must first be convinced of the moral righteousness of the anti-
slavery cause. Otherwise it would be impossible to change their
opinions, even by the use of political force.

Given this approach, it seemed that the anti-electoral aboli-
tionists had no real strategy. In rebutting this criticism, Nathaniel
Peabody Rogers, in a September 6, 1844 editorial in the HERALD OF
FREEDOM, spelled out his answer to the question: “What is your
Plan?”’

{TJo be without a plan is the true genius and glory of
the anti-slavery enterprise. The mission of that move-
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