Fed Up

The popular uprising against central banking

By Thomas E. Woods Jr.

THE WAY RON PAUL TELLS IT, his
more than 30 years of speaking and writ-
ing about money, inflation, and the Fed-
eral Reserve System attracted only lim-
ited interest outside libertarian and
constitutionalist circles. The subject, and
Paul as its spokesman, were scarcely to
be found in the media, even—or perhaps
especially—on the business networks.
But Paul’s 2008 presidential bid
changed that. Suddenly the Fed was on
the table for discussion for the first time
since Congress established it in 1913.
With Paul making the evils of central
banking and fiat money a theme of his
campaign, the issue took on a vigor that
few expected. Even calling for the Fed’s
outright abolition was longer unheard
of on the television news networks.
When Paul first raised the issue in his
campaign, he had no idea what he was
tapping into. “I didn’t realize people
your age knew so much about money
and inflation,” he told a rally at the Uni-
versity of Pittsburgh last year. “But it
gets the largest applause at college
campuses. I figured the first time it hap-
pened [at the University of Southern
California] it was an accident. ... But
then at the University of Michigan, they
started to burn Federal Reserve Notes.”
To Paul’s surprise, some of his loudest
applause lines involved salvos against
the Fed. Chants of “End the Fed!”
greeted his denunciations of the eco-
nomic damage the central bank was
unleashing. An underappreciated reason
for Paul’s fundraising prowess was his
outspoken opposition to the Fed, a sub-
jectthat had long been off limits in Amer-
ican politics. Eventually, a national

organization called End the Fed, with
local chapters around the country, gave
institutional expression to the issue,
sponsoring a series of demonstrations
against the central bank in 39 cities last
November.

This is a new phenomenon on the
Right. The libertarian and conservative
think tanks that liberally invoke the
names of Austrian School economists
like F.A. Hayek have tended to ignore
these men’s opposition to central bank-
ing, a position too politically incorrect
even for those who pride themselves on
their willingness to defend unpopular
positions. The Ludwig von Mises Insti-
tute and the Foundation for Economic
Education have been among the hand-
ful of exceptions to this rule, providing
the scholarly infrastructure to convert
what was sometimes an inchoate
unease about the Fed among Paul sup-
porters into well-honed arguments.

Unlike in the past, moreover, com-
mentators with high media profiles
now defend this view of money and
central banking. Peter Schiff, president
of Euro Pacific Capital, may be the best
known of these. Schiff foretold the
crisis before it happened, including the
bankruptcy of Fannie Mae and Freddie
Mac. His books Crash Proof and The
Little Book of Bull Moves in Bear Mar-
kets, both of which have sold well, take
an Austrian approach to current condi-
tions. A grassroots movement is even
trying to draft Schiff, a resident of Con-
necticut, to run for U.S. Senate against
Chris Dodd in 2010.

Schiff isn’t alone. Famed investor
Jim Rogers calls for the abolition of the

Fed when he’s a guest on business net-
works. Indeed, he predicts the Fed’s
demise sometime in the next ten years.
Another Austrian analyst all over televi-
sion and the print media is James
Grant, editor of Grant’s Interest Rate
Observer. Similarly high-profile is Mish
Shedlock, whose Global Economic
Trend Analysis blog takes a reliably
anti-Fed position.

It’s not surprising that arguments
against the Fed are finally resonating.
Since the crisis began in 2007, Fed Chair
Ben Bernanke has engaged in all
manner of emergency activity, much of
it unprecedented and of such dubious
legality that even some of those who
may reject or be unfamiliar with argu-
ments against the Fed have begun to
wonder about the unaccountable power
this institution wields over the economy.

For example, John Hussman of Huss-
man Funds accused the Fed of going
beyond its legal boundaries when it
offered a $30 billion “non-recourse loan”
to J.P. Morgan, which was secured by
the worst of Bear Stearns’s mortgage
debt. The Fed is supposed to provide lig-
uidity to the banking system or shore up
the solvency of a non-bank institution.
This loan was neither. J.P. Morgan was
in no financial trouble: it was “effec-
tively offered a subsidy by the Fed at
public expense.”

Shedlock is even more blunt: “The
Fed simply does not care whether its
actions are illegal or not. The Fed is oper-
ating under the principle that it’s easier
to get forgiveness than permission. And
forgiveness is just another means to the
desired power grab it is seeking.”
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The most significant argument
against the Fed, though, is not political
but economic. The Austrian view is
that a central bank is not merely unnec-
essary but harmful. There is no need
for amonopoly institution, by means of
artificial money creation, to prevent the
natural and healthy phenomenon of
falling prices. There is likewise no need
for a “lender of last resort” for the bank-
ing industry any more than for the per-
sonal computer industry or the shell-
fish industry. As long as the banking
system is run on sound principles—an
unlikely outcome, while there is a cen-
tral bank with powers to prop up
unsound banks—there is no reason for
the bankruptcy of one or two major
banks to provoke a systemic crisis, as
can happen under the Fed system.

Then there are the problems that
stem from artificial money creation.
Not only do people on fixed incomes
suffer from the rising prices that
increases in the money supply bring
about, but the process of money cre-
ation inevitably enriches politically
well-connected groups at the expense
of everyone else. The powerful are in a
position to receive the newly created
money first and spend it before prices
have commensurately risen. Still other
problems are discussed in the major
Austrian treatments of money, includ-
ing Mises’s Human Action and Murray
Rothbard’s The Case Against the Fed.

Under a commodity standard,
people could save for the future by
accumulating gold and silver coins. The
coins’ value appreciated over time
because of their natural increase in
purchasing power, as the relatively
slow increase in the production of pre-
cious metals was outpaced by the
much faster increase in the production
of other goods and services. Today,
only a fool would try to save for the
future by piling up dollar bills. Every-
one is forced to enter the financial mar-

kets, which are risky even for knowl-
edgeable investors, in order to prevent
the value of his retirement savings from
vanishing before his eyes.

Austrian business cycle theory,
which Paul has made a point of
explaining, blames the central bank for
the boom-bust cycle. (And yes, it can
also account for financial panics that
occurred before the Fed was estab-
lished.) Under fiat money, currency
without commodity backing, the cen-
tral bank can artificially lower interest
rates by increasing the supply of
money—and thus the funds banks have
available to lend—through the banking
system. This is supposed to stimulate
the economy. What it actually does is
mislead investors into embarking on
investments that the artificially low
rates seem to validate but that cannot
be sustained under existing economic
conditions. Unprofitable investments
are made to seem profitable, and over
time the result is the squandering of
untold resources in lines of investment
that should never have been begun.

Iflower interest rates are the result of
increased saving by the public, those
greater saved resources provide the
means with which to see the additional
investment through to completion. But
the situation is very different when
lower interest rates result from the Fed’s
creation of new money out of thin air. In
that case, lower rates do not reflect an
increase in the pool of savings from
which investors can draw. Fed tinker-
ing, in other words, does not increase
the real stuff in the economy. The addi-
tional investment that the lower rates
encourage therefore leads the economy
down a path that is not sustainable.

That is how the Austrians knew the
present bust was coming. The preceding
boom had been based not on real fac-
tors but on bubble conditions created by
the Fed’s artificial credit expansion. It
had to end in a bust, as Mises and Hayek

said. That’s also what they said in 1928
and 1929, as respectable opinion has-
tened to assure everyone that business
cycles were a thing of the past.

To be sure, while the Fed is slowly but
surely becoming an issue for discussion
in politics and the media, as yet only a
small segment of the population
opposes—or indeed knows much
about—the central bank. But because
thisissue is one about which most Amer-
icans are lethargic or uninformed, that
small and growing segment can influ-
ence public life on a scale out of propor-
tion to its numbers. And the presence of
this once-excluded point of view makes
it harder for the regime to pretend that
economic crises have no cause, that no
person or institution is to blame for
them, and that the federal government
and its central bank have the solutions.

Paul is said to be finishing a book on
the Federal Reserve for 2009 release. If
it should become a bestseller, the pro-
file of the anti-Fed campaign will be
raised still higher.

The End the Fed movement likewise
is pressing forward. Organizer Steven
Vincent says the group is coordinating a
series of rallies in 40 cities on April 25, to
be followed by an event at the National
Press Club at which they will present the
fruits of their nationwide petition cam-
paign in support of Congressman Paul’s
Federal Reserve Board Abolition Act.

As the economic crisis continues to
worsen, it will become harder and
harder to portray old-school Keynesian-
ism as “change,” and the potential audi-
ence for the Austrian message will only
grow. That, one hopes, is a silver lining to
the disaster the Fed has unleashed. B

Thomas E. Woods Jr. is the author of
nine books, most recently Meltdown:
A Free-Market Look at Why the Stock
Market Collapsed, the Economy
Tanked, and Government Bailouts Will
Make Things Worse.
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Stuart Reid

lixperience Over Hope

You've got to watch your step in my household. I do, at any
rate. On Jan. 20, at about 12:40, I rang my wife at home
and asked, “You watching this?” She said that she was.

“That speech, eh?” I said, preparing
for a sneer and a jeer. “We will roll back
the specter of a warming planet.” What's
that about?”

“Iliked the speech,” she said coldly. “I
thought Obama was good.”

“Oh, right,” I said.

Later that evening, however, I had
another try. My wife had just returned
from choir practice, and we were watch-
ing a news summary. There was The
Speech again.

“Blimey,” I said. “What cod Biblical
rhetoric. No, what cod 18th-century...”

She gave me a warning look. “Ilike it,”
she said.

Ours is a mixed marriage. My wife is
an American. At college she would
sometimes hang with the SDS crowd,
and once, many years ago, she called
me a “l12-year-old knee-jerk fascist,”
which was about right. Since then we
have moved on and occasionally share
a position in the extreme center. We
both liked Ron Paul and Mike Huck-
abee and, with caveats, Ralph Nader.
Neither of us ever liked, to put it mildly,
Hillary Clinton or Rudy Giuliani.

But Obama has appealed to the better
angels of Mrs. Reid’s nature, and I fear
that it will be some time before I can
express myself freely—that is, with
savage disregard for truth, moderation,
and decency—on the matter of Amer-
ica’s King of Cool.

It’s not just my wife, either. In the
public square the love for Obama is pal-
pable, and you can see why. By wasting
no time in ordering the closure of Guan-
tanamo Bay and the ending of rendition

and enhanced interrogation, he has
shown that he wants to give peace a
chance, and who doesn’t? But it seems
clear he is going to give war a chance,
too. What we have here, surely, is
another imperial presidency. From
London, at any rate, it looks as though it
is going to be business as usual—unless
the slump reduces us all to barter and
cannibalism. If that happens, Obama
will be so busy putting down local insur-
rections that he’ll have to leave our colo-
nial possessions to muddle through on
their own.

It is precisely the imperial aspect of
the Obama administration that appeals
to many so-called conservatives in
Britain. These people—radical liberals
who five years ago were right behind
George W. Bush—are often quite soppy
about the new president. Even as
Obama waited to place his hand on
Abe’s Bible, the recovering hawk Iain
Martin was waxing almost tearful on
the Daily Telegraph website about a
man he considers “at core a leftie” (if
only...):

The pictures from Washington DC
are hypnotic. The excitement ... is
contagious. [Colleagues] have told
their young children to watch the
great moment in the hope that they
can remember it in 70 years or so
when most of us will be gone. ...
One of the greatest nations on
earth is in the process of demon-
strating once again its extraordi-
nary capacity for regeneration,
renewal and reinvention.

The one issue that is not an issue here
is abortion. Very few on Britain’s radical
Right—or anywhere else for that
matter—are troubled by Obama’s deci-
sion to overturn the ban on federal fund-
ing for overseas agencies that provide
abortions. Most of these people, further-
more, will be delighted when the presi-
dent renews funding for embryonic
stem-cell research. In other words, most
Britons who call themselves conserva-
tives have no interest at all in the only
feature of the Bush years that was actu-
ally conservative.

And now comes the scary bit. I find
myself warming to the former presi-
dent, feeling protective of him. The
booing of Bush at the inauguration was
sickening, the smugness on the liberal
Left intolerable. “The nightmare is
over!” said Jon Snow, anchor of Chan-
nel 4 News. You'd never guess from the
response of the great and the good, the
well-educated and the nicely dressed,
that the United States is a democracy
and that, hanging chads notwithstand-
ing, Bush was twice elected president.
You'd think there’d been a massive cam-
paign of civil disobedience and that a
brutal tyrant had been thrown out.

I can hardly believe I am saying this. I
have spent much of the past seven years
bad-mouthing Bush. I was against the
war on terror from the moment the first
plane flew into the World Trade Center.
I have always loathed Bush’s chippy
swagger, his inappropriate John Wayne
salutes, and his frat-boy smirk. Trickiest
of all is that I consider him to be a war
criminal, objectively speaking anyway.
The big question now is: can Mrs. Reid
learn to live with a man who has aban-
doned all claims to moral and intellec-
tual consistency? The next four years
will tell. B
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