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Over the last century America’s money—the dollar—has come to dominate the global monetary system. It is used not just by Americans, but is used in other countries, in the global black market, by importers and exporters, and is the primary reserve currency for central banks. This status is what the author rightly calls the “exorbitant privilege” because it confers numerous benefits to individuals, companies, and government. Collectively, it also includes the ability to consume beyond our ability to produce.
Professor Eichengreen chronicles the rise of the dollar to world dominance, what that means to the US and then explores the possibilities of its demise and possible crash. The author should be commended for at times thinking outside the mainstream box, where such issues are often ignored.
He believes that the world is heading to a state where there are several reserve currencies, notably the euro and the Chinese renminbi. He bases that belief on the idea that reserve currency status is based on economic strength and that Europe has economic strength and that China and India are growing in economic strength.
This is the type of change to expect and even applaud because it would mean the end of the monopoly on reserve currency and force the Federal Reserve to behave better. He does not foresee a complete breakdown of the dollar because that is not even in the interests of countries like China. He (p. 8) finds that the only thing that could create a flight from the dollar is “serious economic and financial mismanagement by the United States.”
The book begins with a quick history of money, banking and trade. Although the author has a theory that economic dominance leads to monetary dominance, the US became the world economic power by the end of the 19th century, but the dollar had virtually no international role well into the 20th century.
In fact, the US only was able to make its “debut” after having established a central bank to help organize the money markets and after WWI had made a US role a necessity. I was glad to see the author’s openness and honesty when describing the people who established the Federal Reserve and their motives. Eichengreen (pp. 24-25) openly described it as a conspiracy by “big finance” against the general public.
After WWII the US dollar was by far and away the dominant currency. It used this influence to establish the fundamentally flawed Bretton Woods system. This system established the dollar as the world’s reserve currency convertible into gold at $35/ounce. The system was abused by the over issue of dollars which started to generate pressure for convertibility as early as the late 1950s.
Ludwig von Mises was a leading opponent of the Bretton Woods system and the leading proponent of returning to a real gold standard. This is an important point because one of Mises’s followers was Jacques Rueff, the popular economic advisor to French leader Charles de Gaulle. Eichengreen (pp. 52–53) correctly describes the French as the leading opposition to the Bretton Woods:
Rueff acquired de Gaulle’s ear. He also acquired the public’s (due to his successful inflation-fighting policies). When de Gaulle attacked the dollar at a press conference in early 1965, castigating the Bretton Woods System as “abusive and dangerous” and arguing that the world should return to a gold-based system, he was channeling Rueff.
Of course the French would continue to pressure the dollar and eventually force it from its perch. The rest of the chapter on the dollar’s dominance provides a concise history of the 1960s and 1970s. Here the author provides real value by drawing the reader’s attention to important considerations of the period that now apply to similar issues that China faces today, like what to do with all their depreciating dollars.
The next chapter discusses the improbable euro. While the book makes Americans look like arrogant brutes, this chapter makes Europeans look like immature wimps, and Germans are depicted as dupes. Overall, it provides a convincing indictment against the idea that government should run the monetary system.
Given the post-WWII history of government management of money and banking, it was astonishing to me that Eichengreen blamed the current economic crisis on inadequate regulation and too much competition. There are over 100 regulatory agencies that supposedly oversee the financial industry and over 12,000 financial regulators in Washington DC alone. At the state, federal, market, and international levels virtually everything in financial markets is regulated by multiple agencies except a few things where turf battles between agencies remain and activities are unregulated.
Eichengreen is correct to criticize the Federal Reserve for adding too much fuel, i.e. money and credit, to the economy. It should be obvious that this was the primary problem—the necessary condition.
However, there are two more big problems with the Fed. First, by continuing to bail out financial markets, over decades, they have created an enormous moral hazard problem that encourages participants to incur too much risk in their investments and operations. Second, by acting as a cheerleader for things like credit default swaps and collateralized debt obligations, the Fed creates a moral suasion problem of directly encouraging the use of these things amongst inexperienced participants.
When it comes to conclusions we find that the dollar still dominates the world. The euro is an existing rival and the Chinese renminbi is a future rival. This rivalry should make the dollar a more responsible currency. If this book goes into a second edition, then this chapter will require some editing.
He (p. 147) does mention gold, but only to dismiss it. “Finally, there are some minor alternatives to be dismissed. Gold has its bugs.” (p. 147) It is dismissed largely on grounds that gold is “inconvenient” and because central banks have not shown interest in it. There is really nothing inconvenient here. Gold, silver, and copper coins minted in various weights could easily serve as money, could be transferred electronically, and could be done so either in its own denominations (i.e. 5 gram, 10 gram, 25 gram, etc.) or in other denominations (e.g. dollars, euros, etc.).
Eichengreen seems to downplay the possibility of a crash of the dollar and the loss of its currency reserve status. He finds that the dollar could crash for three reasons: China dumping the dollar, loss of confidence by investors, or continuous runaway government spending. He finds reasons why each of these causes is a low probability event.
In contrast, I view the three causes as united and to be a higher probability event. Continuous runaway government spending seems to be firmly baked into the cake of future events. Ballooning deficits and a exploding national debt being monetized by the Federal Reserve are shaking investor confidence in the long run value of the dollar and this includes other central banks, such as the Bank of China.1

There is a good deal of good information in this book and some interesting discussions of such things as the roles oil markets and the military plays in reserve currency status. The main problems with the book come in areas of interpretation, where the author fails to question the status quo.


  	1The reviewer believes that events occurring between the time this review was written and submitted and the time it went to press have increased the probability of monetary crisis, and that the crisis will come sooner rather than later.




      



                
        CITE THIS ARTICLE

        
          
            Thornton, Mark. Review of Exorbitant Privilege: The Rise and Fall of the Dollar and the Future of the International Monetary System, by Barry Eichengreen. The Quarterly Journal of Austrian Economics 16, No. 1 (Spring 2013): 95–98.


      
        

        

    

          All Rights Reserved ©

    

    
  



  



                  

                  
                            
  
    
      
    
    
  
  
    
      
      
      

  


  



  
    Subscribe to   Quarterly Journal of Austrian Economics

      
    
  
  
  


  

  



    

            




  


  
      
      Latest Articles

    

    
      
      
    
    
  
  
    
      
      
      
  
  
        
          Is the Violence in Haiti a Preview of a Libertarian Society?

    

    
      
  03/20/2024


        •
    
  Mises Wire

                                                                                                                                                                            •
        Connor O'Keeffe
                                


    
        As the internationally recognized government in Haiti loses its grip on power, the small Caribbean country is descending into violence. The media reports about the situation are quick to, either...


    

  



  
  
        
          Tapping 401ks to Pay the Bills

    

    
      
  03/20/2024


        •
    
  Power & Market

                                                                                                                                                                            •
        Douglas French
                                


    
        For lower income folks the landing is already hard. Chief investment strategist at Charles Schwab Liz Ann Sonders posted on X (and reported by Almost Daily Grant’s ) that the tally of domestic...


    

  



  
  
        
          Reimagining Public Safety – The Case for Privatizing Security

    

    
      
  03/19/2024


        •
    
  Power & Market

                                                                                                                                                                            •
        Grey Haneberg
                                


    
        Since the conclusion of World War II, each biennial session of Congress has ushered in a staggering 4-6 million words of additional legislation. However, amidst this flood of legal text, the State's...


    

  



  
  
        
          50 years of Democratic Marxism and the Illusion of “Liberty”

    

    
      
  03/19/2024


        •
    
  Power & Market

                                                                                                                                                                            •
        Paulo Ferreira
                                


    
        “One nice day in 1974 Europe woke up and heard that an army revolt was taking place in Portugal and that a large number of career officers turned out to be Marxists of all colors and stripes. We...


    

  



  
  
        
          Price Inflation Accelerates for Second Month as Biden Blames "Greed"

    

    
      
  03/19/2024


        •
    
  Mises Wire

                                                                                                                                                                            •
        Ryan McMaken
                                


    
        According to the Bureau of Labor Statistics' latest price inflation data, CPI inflation in February accelerated for the second month in a row, and price inflation hasn't proven nearly as transitory as...


    

  




    

            




    

  



  
      
      Meet the Writer

    

    
      
      
    
    
  
  
    
      
      
      


      
      
  
  
            


          




      



    

    
    
          Mark Thornton

    

              
          Mark Thornton is the Peterson-Luddy Chair in Austrian Economics and a Senior Fellow at the Mises Institute. He is the...


      

        



    
    
  
  
    
      
      
      
  
  
        
          The Oregon Problem: It’s Not Drugs! It’s the Socialistic Political Culture

    

    
      
  01/16/2024


        •
    
  Mises Wire

                                                                                                                                                                            •
        Mark Thornton
                                


    
        Not many people know that Oregon decriminalized all drugs through a ballot initiative. The Wall Street Journal recently ran an article: “Oregon Decriminalized Hard Drugs: It Is Not Working.” The...


    

  



  
  
        
          What is a "Fed Pivot," And When Is It Likely to Happen?

    

    
      
  01/13/2024


        •
    
  Mises Wire

                                                                                                                                                                            •
        Mark Thornton
                                


    
        Chairman of the Federal Reserve, Jerome “Jay” Powell, recently sent mysterious shock waves into financial markets with comments that suggested that Fed rate cuts might come sooner than expected. Stock...


    

  




    

            





    

            




    

  




                                  
              

    

              
  
  
      
    
  
    
              
            Support Liberty

      

                    


  
            The Mises Institute exists solely on voluntary contributions from readers like you. Support our students and faculty in their work for Austrian economics, freedom, and peace.


      



                    Donate today
          


          
        
            


          



      

      

      


  



    
          
          
  
    
      
        Browse Library
      

              
        	
        Who is Ludwig von Mises?
              
	
        What is the Austrian School of Economics?
              
	
        Quarterly Journal of Austrian Economics
              
	
        Journal of Libertarian Studies
              
	
        Mises Wire
              
	
        Human Action Podcast
              
	
        The Misesian
              


    


          

    
      
        About the Mises Institute
      

              
              	
        Fellowship in Residence
              
	
        What is the Mises Institute?
              
	
        Driving Directions to the Institute
              
	
        Become a Member
              
	
        Mises Events
              
	
        Mises Bookstore
              
	
        Faculty & Staff
              
	
        Finances and Board
              
	
        Subscribe to Email Lists
              
	
        Support Mises
              
	
        Privacy Statement
              
	
        Contact Us
              


  


          

    
      
  
    Contact Us
  

  
    Mises Institute
    518 West Magnolia Avenue
    Auburn, Alabama 36832-4501
  

  
    Phone: 334.321.2100
  

  
    Fax: 334.321.2119
  

  Email Us
  Join our Mailing List
  
    
      

  
    Mises Facebook
      
    
  


  

  
  
    Mises X
      
    
  


  

  
  
    Mises Instagram
      
    
  
  
  


  

  
  
    Mises itunes
      
    
  


  

  
  
    Mises Youtube
      
    
  
  


  

  
  
    Mises RSS feed
      
    
  
  
  


  

  



  




    

    
      

  
    Tu ne cede malis, sed contra audentior ito
  

  
    Website powered by Mises Institute donors
  

  
    
  
  
    Mises Institute is a tax-exempt 501(c)(3) nonprofit organization. Contributions are tax-deductible to the full extent the law allows. Tax ID# 52-1263436
  




    

  





      
    
    
  




  


    
    


  