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The article Lindy Davies put before us in the Fall 2015 issue of the Georgist Journal is a thoughtful primer the money question, offered by a writer who thoroughly knows his Henry George without asserting that George is the final authority on all matters political economy. Yet, it is worth examining a bit more closely what Henry George did write on the subject and the views and conclusions reached by Lindy.
As Lindy points out, George wrote [in “The Functions of Government,” Social Problems, p.178] that it “is the business of government to issue money.” George then offered his view of what this meant and allowing for a societal response to changing circumstances:
“To leave it to every one who chose to do so to issue money would be to entail general inconveniences and loss, to offer many temptations to roguery, and to put the poorer classes of society at a great disadvantage. …”

George reminded his readers of what he concluded were the “evils entailed by wildcat banking.” With the passage of time and more dispassionate reviews of what occurred during this period, at least some historians conclude the banks (on the whole) contributed positively to economic growth by the extension of credit.  At any rate, this was the conclusion of the authors contributing to the 1992 volume, The Experience of Free Banking, edited by Kevin Dowd. One of the authors, Lawrence White, suggests that market forces served to keep at least most of the bankers from gaming the system:
“A competitive market compels unregulated banks to fix the value of their deposit and note liabilities in terms of the economy’s basic money, by offering redeemability at par (full face value) in basic money. In the past, the basic money was gold or silver coins. The “dollar” was originally a silver coin. To avoid embarrassment, in the absence of government protection, a bank could not issue too many liabilities in relation to its reserves of metallic money.” [“Banking Without Regulation,” The Freeman, 1 October 1993]


Writing at a time of intense debate over the money question, I think it is fair to conclude that George attacked free banking at a time of great public insecurity over the financial system. He had already concluded that the safest and most efficient method of monetary creation to be a direct governmental (i.e., societal) power: 

“These obvious considerations have everywhere, as society became well organized, led to the recognition of the coinage of money as an exclusive function of government. When, in the progress of society, a further labor-saving improvement becomes possible by the substitution of paper for the precious metals as the material for money, the reasons why issuance of this money should be made a government function become still stronger.” [Social Problems, p.178]
Years later, in The Science of Political Economy [1897, p.494], George offers a perspective that advocates of free banking might have quoted in support of their arguments in favor of a decentralized and market-driven system of monetary creation:
“There is no universal money. While the use of money is almost as universal as the use of languages, and it everywhere follows general laws as does the use of languages, yet as we find language differing in time and place, so do we find money differing.”

The United States of America, as one example, has as its foundation the decentralization of governmental authority. All powers not specifically assigned to the Federal government are reserved to the states. And, each state has unique challenges of population size and density as well as the pattern of economic activity.

I would have expected Henry George to argue for receipt money on the model of the Bank of Amsterdam. George had studied the writings of Adam Smith and at one point intended to write a book examining the positions Smith took in The Wealth of Nations. George would have found reason to respond to what Smith had to say on the system Dutch authorities in Amsterdam came up with to stabilize the exchange value of circulating coinage:
“In order to remedy these inconveniences, a bank was established in 1609 under the guarantee of the city. This bank received both foreign coin, and the light and worn coin of the country at its real intrinsic value in the good standard money of the country, deducting only so much as was necessary for defraying the expence of coinage, and the other necessary expence of management. For the value which remained, after this small deduction was made, it gave a credit in its books. This credit was called bank money, which, as it represented money exactly according to the standard of the mint, was always of the same real value, and intrinsically worth more than current money. It was at the same time enacted, that all bills drawn upon or negotiated at Amsterdam of the value of six hundred guilders and upwards should be paid in bank money, which at once took away all uncertainty in the value of those bills. Every merchant, in consequence of this regulation, was obliged to keep an account with the bank in order to pay his foreign bills of exchange, which necessarily occasioned a certain demand for bank money.” [The Wealth of Nations, 1776,  Book IV, Ch. 3]
Thus, at the very beginning of the 17th century, the Dutch had come up with the institutional framework for universal money, a framework that could have expanded with the integration of far-flung societies into an increasingly interdependent global economy. As forward-thinking as Henry George was on most issues, he apparently did not foresee a time (our time) when the payment required for an exchange of goods or services would become instantaneous regardless of the physical location of the parties involved. He did not see, then (and I may be one of a very few “Georgists” today who argues) that receipt money is fully consistent with George’s fundamental principles.

The heart of George’s moral argument is that society is the legitimate claimant of that portion of what we all produce derived from natural advantage. In a much earlier period in history, communitarian-oriented governments would collect, store and then exchange this wealth (i.e., the rent fund) for needed goods and services. Eventually, to streamline the process of exchange citizens would be required to take the goods to market, then make the appropriate payment of rent with the form of goods generally accepted as the medium of exchange. When European feudal lords returned from their wars to drive Muslims from the Holy Land, they accelerated the process in order to expand trade with merchants who demanded coinage minted out of gold and/or silver, inconvenient as such coinage might become when transactions involved large sums.
For reasons he does not sufficiently explain (at least to my satisfaction), George attempts in The Science of Political Economy [p.516] to sever the connection between societal wealth and the medium of exchange:

“In the coinage of the precious metals the use of commodities as a medium of exchange seems to have reached its highest form. But the very same qualities which of all commodities best fit the precious metals for this use, attach or may attach in still higher degree to something which, having no material form, may be passed from person to person or place to place without inconvenience from bulk or weight, or danger of injury from accident, abrasion or decay. This something is credit or obligation.”

What this amounts to  is public confidence that wages and prices in terms of the medium of exchange will not erode, although no mechanism is identified to assure this outcome. The only such mechanism that could be employed – the indexing of wages to rising living expenses -- requires a degree of governmental authority over private contracts and arrangements few see as consistent with individual liberty.  

In commerce, participants often sell goods or even provide services in advance of payment. The relationship between producer and consumer in many instances involves an intermediary, such as the owner of a retail store. Payment to the producer may be conditioned on cash flow generated by the ultimate sale to the end consumer, or (what amounts to the same arrangement) within a certain period of time after delivery. The role of the banker is quite different, charging a fee (interest) for the temporary transfer of  the bank’s purchasing power to another party. The amount of the fee charged is based on an analysis of the creditworthiness of the borrower and the recognized risk associated with how the funds are to be utilized. 

George spends several pages in The Science of Political Economy describing the costs of converting bullion into minted coinage as one of the arguments in favor of government issuance of coinage composed of metals with a low intrinsic value as well as paper currency (which, even better, has no intrinsic value). By law, these coins and paper notes are sanctioned as legal tender. To George, the key to stability of the exchange value of legal tender is the absence of “use for consumption.” Equally important, George recognizes that this can only be accomplished by tight control over the supply of circulating currency. Lindy essentially responds to George (and Stephen Zarlenga), concluding that even knowing the size of the existing money supply is impossible. Thus, how can  a public authority determine how much new money should be spent into circulation? This equates to attempts by government to, as George wrote, “run a planned economy.” 
Stephen Zarlenga and others interpret the history of sovereign-issued money as superior to that of privately-issued money.  George briefly recounts the frequent missteps of sovereign rulers, whose actions more often than not worsened the state of the economy. The obvious reason for counter measures that fail is ignorance of the true reasons that production stalls and economies falter. George in this instance failed to distinguish the forest from the trees. He writes:
“Thus instead of restricting the supply of coin to the point where the demand for its use as a medium of exchange  would keep up its exchange value irrespective of the lessening in its intrinsic value, they proceeded at once to increase supply on a falling demand, and met the inevitable depreciation of circulating value by fresh increase of supply, so that no matter how much the intrinsic value of the coin was reduced, its circulating value followed.” [The Science of Political Economy, p.525]
George actually had a far more penetrating insight to offer, but failed to put it forward in his treatment of the money question. He should have made the connection between the worsening concentration of income and wealth in the hands of rentiers and the corresponding concentration of control over the money supply and over credit by this non-producing segment of society. Beyond some level of conspicuous consumption, the wealthy convert their remaining rent-derived income into further rent-seeking asset acquisitions. The rent fund that justly should be in the hands of society to use in pursuit of the general welfare is redirected into the FIRE sector and even less socially-useful endeavors. Lindy comes close to saying about the same thing:

“Money that is paid for land is not paid for goods and services; land is not a product of labor. As a greater portion of the aggregate supply of money goes toward land … less is available for the purchase of goods and services.”
What George prescribed as the proper source of public revenue is the monetized form of rent. When the law is just, we who hold legal control over land of some value bring the land to its highest, best use (if we can), generate revenue from the sale of goods we produce or services we provide, and satisfy our financial obligation to society by the payment of the market-determined rental value of  the land we hold. 
 Absent this essential fiscal arrangement, there is only one means of effectively mitigating the destructive power of the rentier monopoly. This, I argue, is for the passage of legislation by international agreement requiring the monetization of most gold and silver into coinage of a standard weight and measure, to be deposited with public deposit banks charged with protecting the money supply, prohibited from any lending activity, and creating accounts for deposits made by individuals, entities (including lending institutions) and governments. Essentially, we need to resurrect the original Bank of Amsterdam.
As someone concerned about the destruction of our ecosystems, I do not advance this proposal lightly. There are good arguments in opposition to the continued mining of gold and silver ores, purified by highly toxic processes, then stored in vaults that redirect land, labor and capital goods from far more productive uses. At minimum, we need far more rigorous standards imposed on the extraction and refining of these (and all other) natural resources. On the other hand, the existing above-ground supply of gold and silver is enough to create receipt money issued by deposit banks, redeemable in coinage composed of silver and gold in a ratio that would permit the coins to actually circulate as payment for goods and services (inconvenient as this would be for most purchases).
A reasonable question is whether there is sufficient gold and silver available to be minted into coinage as I have argued for. A quick internet search for estimates of the above-ground supply of gold and silver reveals an existing 5.5 billion ounces of gold and 34.5 billion ounces of silver. Annual mining of these ores adds 750 million ounces of silver and 80 million ounces of gold to the totals. An international agreement is needed to determine how much of these precious metals should be minted into coinage and at what silver-to-gold ratio. The most important outcome is that the majority of governments that possess gold and silver reserves (or can acquire them) agree to a uniform standard for the minting of the new coinage. Individual holders of gold and silver as well as businesses would then benefit by having their precious metal holdings minted and placed on deposit. Members of the deposit bank would experience an expanding network for commerce, a commerce where losses for nonpayment become a thing of the past.
I have an answer to Lindy’s objection to the receipt money system. He concludes it cannot work (or not work well) because of a perceived absence of response to a “market-based dynamism in the supply of money.” There is no reason why deposit banks cannot issue receipt money based on insured contracts to deliver upon demand specific other primary commodities, such as, for example, construction bricks. Construction bricks have the virtue of being relatively easy to produce, have a long life with no loss of utility, and a universal and constant demand. Other goods meet or closely meet these same tests. These goods or baskets of these goods can easily supplement the coinage held in the deposit banks.
Some Clarifying Facts About Lincoln’s Greenbacks

As the Northern and Southern states squared off against one another on the battlefield, the U.S. Treasury held very little specie. In response to the need for revenue, the Congress passed legislation raising tariff rates on imports. When this failed to raise sufficient additional revenue, the tariffs were expanded to more goods and the rates increased again. After factoring in the rising price of everything, the revenue raised did little to provide funds to pay for the war.
Secretary of the Treasury Salmon Chase proved to be pragmatic in the face of huge pressures to raise revenue. When it became clear that neither taxation nor tariffs were sufficient, Chase turned to debt. He brought in Philadelphia Banker Jay Cooke to run the program, which eventually brought in $3 billion from around one million northern citizens. This government borrowing actually created a shortage of currency. Congress responded by passage in early 1862 of  The Legal Tender Act, which authorized the issuance  of $150 million in Treasury notes – the Greenbacks. Greenbacks circulated freely, legal tender for all transactions – except, notably, for bond interest payments by the federal government and customs duties. Wealthy bondholders benefited enormously as inflation increased the exchange value of  gold specie they received from the government. 
A second $150 million in Greenbacks followed, and the rate of inflation climbed, although never to the level of hyperinflation. New taxes on almost everything people produced and consumed, on inheritances, and on the gross revenue of the stalwart institutions of the FIRE sector served to reduce total Federal debt. Proposals for a Federal property tax failed on constitutional grounds, which prohibited direct taxation of property. Instead in 1861, a 3 percent tax on annual incomes over $800 was enacted, replaced a year later and again in 1864 with a progressive rate structure.
After the war, banking and financial interests lobbied hard for retirement of the Greenbacks. A small amount was retired between 1866 and 1868, until ended because of the lack of specie. The 1875 Specie Resumption Act directed that beginning in 1879 a portion of the Greenbacks would be redeemed in specie at full face value. Before implementation, opponents managed to obtain a compromise of sorts, the Congress agreeing to an increase in the issuance of specie-backed currency as well as the minting of a limited number of silver dollars to aid in retirement of the Greenbacks. Over the next twelve years, 378 million silver dollars were minted. Greenbacks were gradually retired and replaced by Gold and Silver Certificates. Then, in 1933 the Roosevelt administration outlawed the private ownership of gold, limiting redemption to silver only until Richard Nixon ended redemption altogether in 1968.

Banks versus the Banking System

Lindy joins most everyone I know by repeating an accepted truism:

“It is true that most money is loaned into existence by banks.”

The story is actually far more complex, as I have attempted to explain on too many occasions to recount. Individual banks cannot create money out of thin air. They must acquire cash from others. Only the Federal Reserve Banks have the legal power to self-create purchasing power. To some this may be a difference without a distinction, but not to the many credit union, community banks and other financial institutions that do not maintain reserves with a Federal Reserve Bank. We should not forget that a very long list of very large financial institutions have failed over the last few property market cycles. Washington Mutual, with assets over $300 billion, became insolvent and failed in 2008. Sixty-five U.S. chartered banks became insolvent and were taken over by the FDIC since the beginning of 2008. Combined, these banks held over $55 billion in deposits, and the takeovers cost the federal government an estimated $17 billion. If banks could lend money into existence without first raising it from depositors, in the credit markets and from the sale of shares of stock, they would never have a problem meeting the net worth standards required to stay open.
