POLITICAL UNIFICATION OR CURRENCY STABILITY:

LESSONS FROM THE GOALS OF NINETEENTH

CENTURY MONETARY UNIONS

The economics of monetary unions are always the same – but the reasons why countries joined monetary unions in the late nineteenth century were radically differ​ent from current monetary unions such as the European Monetary Union. That is the conclusion of new research by Dr Matthias Morys.

No one saw monetary unions as a first step towards political unification then – and nineteenth-century economists were not even aware of the loss of macroeconomic flexibility that comes with monetary unions. What really mattered was the stability of the currency, and that, contemporaries realised, could only be guaranteed by tying their currencies to gold – hence the emergence of the gold standard, which spanned almost the entire world at the onset of World War I.

Why did the vast majority of countries tie their currencies to gold in the late nineteenth century, while there was only one country – the UK – on gold in 1850? Economists have long ar​gued that nineteenth century monetary unification – as epitomised by the gold standard – was driven by the same factors as late twentieth-century attempts at monetary unification such as the euro: reduction of transactions costs, increase in trade and foreign investment, and, poten​tially, monetary unification as a first step towards political unification.

This research examines the monetary discussions in countries switching to gold in the 1860s and 1870s, drawing on a wide range of contemporary sources from France, Ger​many, Italy, Spain, Belgium, the Netherlands, Austria-Hungary and Sweden: monetary commissions, discussions in parliament, chambers of commerce etc. Countries switched either from silver to gold – Germany for instance in 1871 – or they switched from gold and silver – usually called bimetallism – to using the more precious gold only (as was the case with France in 1873).

The research shows that nineteenth century monetary discussions were radically different from, say, current discussions on whether the UK should join the euro. Some standard arguments of our days were entirely absent: No one saw monetary unions as a first step towards political unification, and nineteenth century economists were not even aware of the loss of macroeconomic flexibility that comes with monetary unions

Other argu​ments, the research shows, were far less important than previously assumed: silver standard countries, for instance, wanted to join the gold standard even if the main trading partners remained on the silver standard (as the case of Austria-Hungary shows).

The main obstacle to understanding nineteenth century monetary unification – as epitomised by the gold standard - is that we no longer have commodity money, but paper money. This makes it difficult for us, the research suggests, to understand why people wanted to switch to gold.

The monetary commissions show that the growing sentiment in favour of gold was motivated by the physical properties of the two metals: gold could encapsulate more value in the same volume than silver, and gold coinage was more accurate and less prone to wear and tear than silver coinage.

This led to ever more countries leaving silver and joining gold, with fatal consequences for the value of silver. Due to massive silver demonetisations, silver became relatively cheap and could no longer serve as store of value – consequently, gold became the only metal to fulfil this function, and the world united around this mone​tary standard. 

ENDS

‘Monetary Unions in the late nineteenth Century’ by Dr Matthias Morys was presented at the Economic History Society's 2007 annual conference at the University of Exeter Friday 30 March to Sunday 1 April.
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