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Foreword 
 

 
This work originates from a study on the Federal Reserve policy 
1924-1931, which we present in Ch. 1, and which began with a se-
ries of discussions on the 1920’s history of policy and theory with 
Prof. Holtfrerich, at the J. F. Kennedy Institute for North American 
Studies, Freie Universitaet Berlin.  
 
After completing this study, I presented the evidence I had ob-
tained to Prof. Riese, director of the Institute for Economic Policy 
Theory at the FU Berlin, and head of the “Berlin School of Mone-
tary-Keynesianism”, entering thus the Institute and the School. The 
Institute had been devoting its energies to the theory of money, 
outside of the usual constrictions of mainstream economic thought. 
 
My study on the Fed caught the attention of the Institute, where, 
by intuition, the element of innovation contained in Bagehot’s 
thinking was understood, and as a result, the theory-input by this 
author from a new perspective started to be incorporated into the 
analysis of that School. 
 
Keynes represents a main reference to the Berlin School, so the link 
and the opposition between Bagehot’s and Keynes’ work appeared 
interesting from the beginning. It was stressed through the coinci-
dence, that I applied - in my work on the Fed - the bagehotian 
thought to the 29’s crisis and the subsequent recession in the US 
and abroad. This was the historical event originating also Keynes’ 
“General Theory”. I had gone a different path than Keynes, by ana-
lysing specifically the Fed’s monetary policy, and the way it had 
been impeded by its own statute to emit money, in a period when 
(open) money supply was urgently needed. I focussed on the way 
the Fed seemed to have damaged the whole economy, destroying a 
great part of its credit system, by somehow innocently keeping fol-
lowing the rules which had taken the country to “beat” the British 
Pound Sterling, and to become the leader and key-currency of the 
world. 
 
This study brought us to consider Bagehot’s thought under a com-
pletely different lens, because of the alternative interpretation of 
the 1920’s events and of their possible causes. This study revealed 
thus at once an anomaly in the history of economic thought, and at 
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the same time also the lack of attention given to Bagehot, offering 
a rich potential for innovation in economic thought. 
 
After years of application, and numerous studies on Bagehot al-
ready issued by the Institute for the Theory of Economic Policy, I 
attempt here to present my conclusions, a work which I hope can 
be further deepened by other scholars and practical economists. 
 
The difficulty lies in the task of translating Bagehot’s thought into a 
theoretical approach so that it can be compared to other authors  
without losing his specificity and difference. It takes to “decode” 
and acknowledge the content of a – in the precise will of its author 
- practical work on policy, whose concrete expression is moreover 
often linked to the history of the time it was conceived and written. 
 
I thank Prof. Riese for his genius and unlimited support, and the 
whole Institut fuer die Theorie der Wirtschaftspolitik of the FU for 
their teachings. I also thank very much Prof. C. J. Holtfrerich, J. F. 
Kennedy Institute, FU Berlin, for his stimulating guidance, which 
helped me so much in my orientation at the beginning of this re-
search. Thanks to Prof. M. Nitsch, my second "Doctorvater", from 
Lateinamerica Institut (LAI), FU Berlin, not only for his help and 
friendship, but also for his trust towards my work. Some colleagues 
sustained me in expressing in a better english my original ideas, 
they are Prof. Riccardo Lucchetti from the University of Ancona with 
his wife Leslie, dear colleagues and great friends, thanks from 
heart, Peter Bild in Berlin, Will Brown in London, and also Prof. M. 
Nitsch, who carefully revised the final manuscript; many thanks to 
you, all the remaining errors and inaccuracies are my fault. Also 
thanks to Frau M. Kasper, from Promotionsbuero WiWiss FU-Berlin, 
for her guide into the burocracy of the german phd-protocol, to my 
colleagues and friends Rita Wahlen and Flavia Cymbalista, for their 
presence; and, last but not least, to the very kind Frau Agel, from 
Dipro gmbh Berlin, for her pacient and strong support in the digital 
publishing of this work. 
 
I dedicate the work to my parents and family. 
 
 
 


	Contents
	Foreword
	Introduction
	Introduction to the chapters

	Ch. 1- Impracticable ceilings
	Case study I: The Federal Reserve's policy 1924-1933
	1 - Main interpretations of FED's policy 1924 - 1933
	2 - The Empirical Tests of Toma and Wheelock
	3 - Federal Reserve credit and gold flow
	3a - Open market operations
	3b - The Federal Reserve Act

	4 - The issuing function: Federal Reserve notes vs. gold certificates
	5 - The “Buffer Credit Mechanism”
	6 - The credit buffer, the management of currency composition and gold outflow
	7 - Free gold
	8 - The reserve ratio as a guide to credit and issue policy
	9 - Shifting from the open market to the discount shoulder
	10 - Free gold as a measure of credit supply: 1930 and 1931
	11 - The crucial year of 1928
	12 - The 1932 reform and the gold "fetish"
	Conclusions

	Case Study II: Bank of England, 1844 and after
	Case study III: Bundesbank's Operations
	1 -The instruments used by the Deutsche Bundesbank
	2 -Open market operations and money supply aims

	Case Study IV- Bank of England today
	1 -Structuring the money market and setting the interest rate
	2 - The practice and its theoretical interpretation

	Case study V: ECB and the Lender of Last Resort function
	1 -Separation of central banking and banking supervision
	2 -The central bank’s goal
	3 -Moral hazard
	4 -How credit matters for money theory


	Ch. 2 - Introduction to the macroeconomics of money
	1. The object: central banking guides into money theory
	2. The arguments
	1- Money market is separate from other markets
	2 - Money in capitalism is fragile
	3 - Huge central reserves against fragility: contra

	3. The market meaning of trust
	4. Concluding remarks on trust and modern finance
	5. The results: monetary policy goal revisited; the money market as the “bomb” of the economic system

	Ch. 3 - The Macroeconomic Function of Money
	1. Monetary Economy Redefined (1.)
	2. The unstable credit market
	1- Barter systems' stability
	2- Classical credit market structures
	3- Classical credit market structures and the central bank

	3. The stable money market
	1- Supply
	2- Demand
	3- Price: interest rate

	4. Money function
	1- Money nature
	2- Legal tender

	5. Convertibility
	1- Interpretations around convertibility

	6. Money function revised
	1- Extraordinary money demand
	2- Endogenous instability
	3- Definition


	Ch. 4 - The Money Theory of Open Supply
	1. From pre-monetary to monetary theory: monetary economy
	2. Towards open money supply theory

	Ch. 5 - From LOLR to an Open Money Supply Model
	1. LOLR in mainstream theory
	1- Definition
	2- The suspicion towards LOLR

	2. Recent models of the dynamic of panics
	1- Liquidation costs
	2- Micro efficiency
	3- Prevision and information
	4- Central bank
	5- Moral hazard
	6- Overreaction, volatility, panicked actors
	7- Complete markets
	8- Coordination problem and policy transparency
	9- Fragile financial connections
	Conclusions

	3. A model inspired by Bagehot
	1- General assumptions and features
	2- The model
	3- Main features of the model
	4- The money market
	5- The credit market
	6- Income definition
	7- Existence and equilibrium conditions
	8- The dynamics of the model
	9- Concluding remarks


	Ch. 6 - Bagehot’s Open Money Supply Theory Approach:
	Appendix
	BIBLIOGRAPHY
	Bagehots Theorie des „Offenen Geldangebots“
	Beschreibung der Hauptresultate
	Weitere Resultate

	Akademischer Lebenslauf



