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Most of us interested in monetary reform have long taken for
granted that reform would only come about if we could first
persuade the monetary authorities—the central bank, but more
importantly, the government—to support it and carry it through.
It is probably fair to say monetary reformers are virtually all
agreed on this issue, despite the fact that they agree on very little
else, and most seem to regard it as obvious that there is no real
point even discussing it. One can hardly be surprised that it is
accepted by those who support government interference in the
monetary system, but it is also widely accepted by free market
bankers as well. For those of us who support free banking there
is a certain irony, to say the least, in advocating that the best
system is an unregulated one, and simultaneously recommend-
ing measures by which the government can bring about that
system. We do not believe in government intervention, but many
of us feel we have to use it, if only as a means of getting rid of
it. Yet there is an obvious problem playing this game—we need
the government’s own co-operation, and it is against its own
interests to give it. Everyone might agree—and most in fact do—
that inflation is clearly undesirable, but inflation persists because
those who determine monetary policy have a vested interest in
continuing to pursue inflationary policies. Inflation is useful to
them because it imposes a hidden tax which can be levied without
too much political flak. The discretionary monetary policy regime
that creates inflation can be used for political ends, such as
buying off important lobby groups (eg, mortgage holders, by
reducing interest rates), or by trying to engineer pre-election
booms to win elections, and so on. Even the monetary authorities
themselves acknowledge that inflation is bad, and yet they
continue to deny their own responsibility for it, and treat it as
a problem over which they have no control. The problem, then,
is that it is not in the government’s interest to implement worth-
while monetary reform, so it is not surprising that monetary
reformers have met with such conspicuous lack of success. Yet
most of us feel obligated to continue plugging away at schemes
for monetary reform because we can see nothing else to do, and
there is always the hope that someday someone in the govern-
ment might listen and put the broader social interest first.

It seems reasonable to ask whether there is an alternative. Is
it possible to reform the monetary system ourselves, with no
support from government other than it abstain from sabotaging
what we are doing? Most people would instinctively respond that
the answer is no, but it is not obvious why that is the case. The
more one examines the issue the clearer it becomes, in fact, that
that obvious answer is wrong. It is possible to reform the
monetary system without government support, and this article
sets out a technically feasible way to do it. The option thus exists,
and monetary reformers would be unwise to ignore it, the more
so as it has certain advantages over the traditional approach of
investing all our resources into trying to persuade the govern-
ment to ‘do the right thing.” Instead of relying on a government
to sponsor a reform in which it has a vested interest in opposing,
reform would be implemented by private sector agents (ie, the
commercial banks) who would themselves benefit from it. Rather
than persuade the government to forego its own interest,
monetary reformers need only persuade the bankers to pursue
theirs and show them how to do it. The scheme still requires the

government not to sabotage it, but there is a world of difference
between the government supporting monetary reform, as the tra-
ditional approach requires, and it not sabotaging it, as required
by the reform proposed here. One might of course still point out
that the reform would only succeed to the extent that the govern-
ment did not prevent it. Moments occasionally arise, as recently
in eastern Europe, when governments lose their will to hold on
to power, and we must be ready to exploit such an opportunity
should it ever arise.
The Economics Behind the Proposal

It is perhaps best to begin by explaining the theory underlying
the proposal. We start off in an economy where people use a
particular unit of account, the dollar, for stating prices and other
nominal values, and they carry out trades using media of
exchange (eq. banknotes and checkable deposits) which are
denominated in these dollars. Media of exchange are used by
banks, but there is a central bank, the Federal Reserve, which
has a monopoly of the supply over base money. One can think
of base money as cash which is used by the public for certain
hand-to-hand transactions and by the banks as the redemption
medium they (usually) use when faced with requests to withdraw
deposits. The central bank is under no legal obligation to main-
tain the value of the dollar against any real commodities, so the
currency is an inconvertible one. The value of the dollar. and
hence, the price level, are then determined in textbook fashion
by factors such as the public’s preferences between holding cash
and bank deposits, the banks’ reserve-holding behavior, and,
most important of all, by the amount of base money the central
bank creates. An increase in the supply of base money leads to
an increase in the price level along the lines predicted by the
standard Quantity Theory of Money, and the faster the rate of
growth of base money, the higher the resulting inflation rate.
The analysis thus far is very conventional.

We need to be clear about the roles of media exchange and
the unit of account in this economy. Agents use media of
exchange (eg, banknotes or deposits) to carry out trades among
themselves, and though they might be issued by different insti-
tutions, all exchange media are denominated in the same unit
of account, the dollar:

—Individuals use the same unit of account because there are
certain economies from doing so. Using a common unit of
account minimizes the costs of transmitting information between
them—individuals don’t have to ‘translate’ prices stated in
pounds, say, into prices stated in dollars, individuals will more
readily understand financial information provided by others, and
so on (see also White (1984, 1989}]). A common unit of account
also eliminates exchange risk between two or more different units
of account. If you use dollars and I use pounds, there will be many
situations where we would have to take account of the risk that
the exchange rate might change, but exchange rate risk disap-
pears entirely when we both use the same unit of account. There
are, therefore, certain economies of standardization, and we can
think of those who use a particular unit of account as forming
a network which provides benefits to members which increase
with the size of the network itself—think of a telephone network
here, where the value of a phone to a user depends on how many
others have phones as well—and it is the fact that these network
benefits show increasing returns to scale which explains why we
normally only observe one widely used unit of account in an
economy at any given time.

—To see why individuals typically use exchange media
denominated in terms of the common unit of account, imagine
that two agents have agreed on a unit-of-account price in dollars,
all that is required is that they agree on an instrument of payment
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A Note To
The Commissioner

In early 1993, over a hundred million Americans received the
following message (‘A Note from the Commissioner”’) with their
1992 federal income tax filing package.

Dear Taxpayer:

As the Commissioner of the Internal Revenue, I want to
thank you on behalf of the government of the United States
and every American citizen. Without your taxes, we could
not provide essential services; we could not defend
ourselves; we could not fund scientific and health care
research. Thank you for paying your taxes.

You are among the millions of Americans who comply
with the tax law voluntarily. As a taxpayer and as a
customer of the Internal Revenue Service, you deserve
excellence in the services we provide; you deserve to be
treated fairly, courteously and with respect; and you
deserve to know that the IRS will ensure that others pay
their fair share.

To fulfill our responsibilities to you, we are making major
changes in the way we conduct our business. Under our
new philosophy of tax administration, known as Compli-
ance 2000, we are reaching out to provide education and
assistance to taxpayers who need our help. One program
is dedicated to bringing non-filers back into the system.
We will work with every American who wants to “get-right”
with the government. At the same time we will direct our
enforcement efforts toward those who willfully fail to report
and pay the proper amount of tax. All must pay their fair
share, just as you are doing.

We realize that the tax law is complex and sometimes
frustrating. ...

Our goal is to transform the tax system by the end of the
decade. ...As we improve our organizational structure, we
also will do a better job of serving our customers, the tax-
payers. We believe in accountability. Please let us know if
you have any suggestions for ways to improve our service
to you.

Thank you again for dedication to our country.

signed/Shirley D. Peterson

The following “Note to the Commissioner” was sent to us by
a disgruntled subscriber.

Dear Ms. Peterson;

The past year, 1992, was a taxing year for every Ameri-
can. As you well know, the typical American family spent
practically 40% of its income on federal, state and local
taxes. Everywhere you turn there is a government agent
on hand to collect money, and a government official, like
yourself, to try to doubletalk us into believing that you are
actually performing a vital service.

You imply that we could not survive without your

“We have not abolished slavery; we have
nationalized it.”

—Herbert Spencer

assistance. Yet, the fact is quite the reverse: you people
in government could not survive without us, the workers
and the producers in society. Where would your sustenance
come from if we didn’t provide it? American government
monopolizes or interferes in essential services because the
large majority of people use them. These areas of life—
like money, banking, schooling, communication, and
protection services—are the lifeblood of society. Govern-
ment stranglehold on them yields control over every person
in the country. Essential services, if not provided by govern-
ment, would be forthcoming. People do not walk barefoot
because there are no government shoe factories.

You thank us for complying with the tax laws voluntarily,
but in the next breath, write of directing your enforcement
efforts against those who ‘“fail to report and pay.” Come
on, Ms. Peterson! The only reason millions and millions of
taxpayers send you their money ‘voluntarily’ is because
you, Congress, and the Federal Marshall Service threaten
them with imprisonment, penalties and fines, and confis-
cation of their property if they do not. You would surrender
your wallet to a thief who brandished a gun, and threat-
ened you for ““your money or your life,” but you wouldn't
call it “voluntary.”

If you truly believe in accountability, you ought to accept
responsibility for the crimes of the organization you head.
No Mafia syndicate, no pirate band, no gang of criminals
has ever acted more brazenly, and more openly than the
thieving Internal Revenue Service. The only thing that
distinguishes your institution from its brothers-in-spirit-
in-crime is its degree of legitimacy—the fact that most
Americans have come to accept its existence, like death,
as inevitable.

There is no way you could possibly improve your service.
Evil actions should be abandoned, not made more efficient.
If you are serious about your dedication to the welfare of
American society, | urge you to submit your resignation.
There is no way to make your job compatible with the
norms of honesty, morality, and integrity. Please think
about this before you work another day on the job.

Sincerely,
A Seriously Concerned Taxpayer

(Editor’'s Note: A WALL STREET JOURNAL report (Feb. 3, 1993,
A16) indicates that Ms. Peterson has left her post, and that in
a speech to the New York Bar Association she warned: “If we don’'t
change our system of collecting taxes, it will break down. Our
traditional approach cannot sustain an acceptable level of
compliance.”) ™ .
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“Sometimes I think it would be more merciful just
to enslave them.”
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