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NATO air force training slated for Czech Republic 
A large NATO aviation training with the participation of pilots and soldiers from 11
allied countries will take place in the Czech Republic in early September, Magdaléna
Dvořáková, from the general staff press department, told ČTK.
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What is going on in Azerbaijan?
Widespread clampdown on human rights activists and a Twitter rant by president
of country currently presiding over the Council of Europe, Azerbaijani President
Ilham Aliyev has had a lot on his mind in recent days, and he has made a point of
letting the world know what he is thinking.
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Zeman supports Czech aid to Kurds fighting Islamists
Czech President Miloš Zeman fully supports the planned Czech armament aid to
Iraqi Kurds in their struggle with Islamic radicals from the Islamic State movement,
presidential spokesman Jiří Ovčáček told journalists today. He said Zeman would like
the forthcoming NATO summit to debate the anti-terrorism struggle.
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LETTERS TO THE EDITOR 
The editors of The Prague Post would like to hear from you, our readers. Tell us what you think about the articles we publish. Tell us which people or companies
you’d like to see us write about more — or less. Praise us, criticize us, and ask us questions. We always welcome feedback, so visit us at facebook.com/praguepost,
follow us @praguepost or comment on the articles at the website, www.praguepost.com. Thank you.

RAYMOND JOHNSTON (EDITOR IN CHIEF, THE PRAGUE POST)
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Alarge NATO aviation

training with the par-

ticipation of pilots

and soldiers from 11 allied

countries will take place in

the Czech Republic in early

September, Magdaléna Dvořáková, from the general staff

press department, told ČTK.

Along with Czech Gripen fighters and Soviet-made Mi hel-

icopters, there will be the F-16s combat aircraft and Apache

helicopters, Dvořáková said. The Czech government ap-

proved the exercise called Ample Strike 2014 this January.

Dvořáková said it would be the biggest international exercise

to be held this year in this country.

A joint training of allied troops is its task. Pilots and sol-

diers will train the guidance to the ground targets when sup-

porting ground operations, Dvořáková said. This kind of

cooperation can be used in the operations in Afghanistan.

The Ample Strike will be held between Sept. 3 and Sept. 15.

There will be 1,400 soldiers, 300 of whom are from abroad,

Dvořáková said. There will be 30 aircraft and helicopters as

well as 50 pieces of ground equipment.

“The flights will take place daily between nine in the morn-

ing and eleven in the evening, mainly in the military areas of

Náměšť, Libava, Boletice and Bechyne,” commanding officer

Miroslav Svoboda said. “The night flights will be restricted to

the minimum number,” he added.

Participation has been promised by Belgium, Britain, Den-

mark, Estonia, Germany, Hungary, Latvia, Lithuania, the

NATO AIR FORCE TRAINING SLATED
FOR CZECH REPUBLIC
Gripens, F-16s, Apaches and Soviet-era choppers to be involved
WORDS ČTK
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Netherlands, Slovakia and the US. They will send either their mil-

itary equipment or forward air controllers. The NATO Air Force

command in Ramstein, Germany, will assist the exercise .█ 

Azerbaijani President

Ilham Aliyev has had a

lot on his mind in re-

cent days, and he has made a

point of letting the world know

what he is thinking. On Aug. 7,

a skirmish broke out between

Azerbaijani and Armenian soldiers in the Nagorno-Karabkh

region, an internationally unrecognized breakaway republic

inside Azerbaijan, where the atmosphere has been tense

since a ceasefire ended the Nagorno-Karabakh War in 1994.

President Aliyev’s response was immediate, and it was

frantic. He fired off a tweet on his official English-language

Twitter account, stating that “[a]s a result of attacks launched

by Armenian occupying forces, our army suffered losses.

Several servicemen have become martyrs.” Within the next

few hours, this initial message was followed by no fewer than

55 separate tweets before concluding with a call for the terri-

tory of Nagorno-Karabakh to return to Azerbaijan: “We will

restore all of the occupied and destroyed cities. We will re-

turn to this land, we live and will live with this idea.”

The deep-seated distrust between Azerbaijan and Armenia

(the former does not issue a visa to foreigners if a visa to the

latter appears in the passport, and vice versa; likewise, there

are no diplomatic relations between the two countries) was

also made clear in some of the messages, as President Aliyev

labeled Armenia “the aggressor state” and said, “The Azer-

baijani state will never tolerate a second Armenian state on

its territory.”

Nagorno-Karabakh, whose population comprises Armeni-

ans almost exclusively, declared independence from

Azerbaijan in 1992, escalating a long-simmering conflict that

had started in 1988 and sparking a war that would last until

1994 and lead to deaths in the order of 30,000 people, with

between two and three times as many people wounded in the

fighting. 

A ceasefire agreement has been in force since 1994, but al-

though the Organization for Security and Co-operation in

Europe Minsk Group has been tasked with finding a resolu-

tion to the conflict for 20 years, the scuffle two weeks ago

reminds the world how little progress has been made.

Armenian President Serge Sargsyan, first elected to office

in 2008 and re-elected in 2013, has a personal stake in main-

taining the status quo, namely that Nagorno-Karabakh not

be returned to Azerbaijan, as he was born in the capital,

Stepanakert. The same was true of his predecessor.

After the verbal offensive mounted by Aliyev, he and

Sargsyan met with Russian President Vladimir Putin, for

whom peace in the region is of particular importance while

the situation on the border with Ukraine remains tense. On

Saturday, Aug. 9, Putin met with each of the two presidents

separately and then mediated talks between them the next

day in Sochi. According to a truncated transcript of the dis-

cussions, provided by the Kremlin’s Presidential Press

Service, the talks were cordial and focused on resolving the

longstanding conflict without further bloodshed.
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WHAT IS GOING ON
IN AZERBAIJAN?

Widespread clampdown on human rights
activists and a Twitter rant by president 

of country currently presiding over the
Council of Europe

WORDS ANDRÉ CROUS

Azerbaijani President Ilham Aliyev has recently cracked down on dissent within the
country at great speed. Photo: President.az.



The tone of this meeting stood in stark contrast to Aliyev’s

Twitter rant earlier in the week and to the tenor of their pre-

vious meeting, at the Eastern Partnership summit held in

April in Prague. At that event, Sargsyan’s reference to

Turkey’s genocide of the Armenian people 100 years ago

drew condemnation from Aliyev. Azerbaijan is a longtime

ally of Turkey, and Aliyev took Sargsyan to task for criticizing

a country that is in no position to defend itself as Turkey did-

n’t have any representatives at the meeting. Aliyev ended his

speech with a suggestion that the European community im-

pose sanctions on Armenia for its occupation of Azerbaijani

territory, meaning the Nagorno-Karabakh region.

Aliyev has been president since 2003, having followed up

the only other post-Soviet president of an independent Azer-

baijan: his father, Heydar Aliyev. A referendum in 2009

ended the restriction on presidential term limits, meaning

Aliyev can continue to run for re-election indefinitely. Ac-

cording to official results, he was elected by 85 percent of the

electorate in the most recent election at the end of 2013.

Besides the volatility of the events in Nagorno-Karabakh,

there has been evidence of an even more disturbing trend in

Azerbaijan. Noted human rights activist Leyla Yunus, direc-

tor of the Institute for Peace and Democracy, was detained

Jul. 31 on charges of treason and tax evasion, among others,

according to Human Rights Watch. Less than a week later,

on his way to deliver a food parcel to her in her prison cell,

Yunus’ husband, Arif, was also arrested and charged with

treason and fraud.

The very same day, July 31, Rasul Jafarov, another promi-

nent human rights activist, was arrested when he tried to

cross the border to Georgia, and he was subsequently

charged with tax evasion, illegal entrepreneurship and abuse

of office, according to The Guardian.

Shortly after Arif Yunus’ arrest, a prominent human rights

lawyer named Intigam Aliyev was arrested and charged with

treason for allegedly working with pro-Armenian NGOs. 

On Aug. 8, a travel ban was imposed on Emin Huseynov,

founder of the Institute for Reporters' Freedom and Safety

(IRFS), and the offices of the IRFS ransacked, and the BBC

is reporting that Huseynov’s whereabouts are currently un-

known, with initial reports that he had taken refuge in the

U.S. Embassy denied by the staff at the diplomatic mission.

What is peculiar about the current crackdown on dissent

is that it is taking place in the middle of Azerbaijan’s rotating

presidency of the Council of Europe, which it holds until

November. A condition to membership of the 48-member or-

ganization is that the country signs the European

Convention of Human Rights.

“The situation of human rights in Azerbaijan, a member

country of the Council of Europe, is indeed a source of deep

concern for our organization,” Can Fişek, media officer at

the Council of Europe, told The Prague Post via e-mail. 

“We continue to follow developments in Azerbaijan close-

ly. In this respect, reconvening a meeting of the joint

committee bringing together the presidential administration

and representatives of civil society, in the presence of a

Council of Europe representative, is a specific objective. In

his phone conversation with [Council of Europe] Secretary

General [Thorbjørn] Jagland, President Aliyev agreed to re-

convene this committee.”

The Council of Europe’s commissioner for human rights,

Nils Muižnieks, released a statement earlier this month em-

phasizing his concern about the crackdown in Azerbaijan.

Referencing the human rights advocates above, he noted

with regret that they “followed a long list of arrests of activists

[in the country] who are now muzzled behind bars.”

With a recent editorial in The Washington Post (http://prag-

po.com/1kUbAdy) also lamenting the state of affairs for

human rights activists in Azerbaijan, and the country seem-

ingly quashing dissent wherever possible, it would appear

this Central Asian nation has a way to go to live up to the

words of the convention it signed, which reaffirm a “profound

belief in those fundamental freedoms which are the founda-

tion of justice and peace in the world and are best maintained

on the one hand by an effective political democracy and on

the other by a common understanding and observance of the

human rights upon which they depend.” █ 

- André Crous can be reached at acrous@praguepost.com
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Czech President Miloš

Zeman fully supports

the planned Czech

armament aid to Iraqi Kurds

in their struggle with Islamic

radicals from the Islamic

State movement, presidential spokesman Jiří Ovčáček told

journalists today. He said Zeman would like the forthcom-

ing NATO summit, to be held in Wales in early September,

to debate the anti-terrorism struggle.

The Foreign Affairs Ministry announced last week the

Czech Republic is preparing a supply of military materiel to

"Iraqi democratic forces." The ministry said it could contain

ammunition and light firearms with delivery at the end of Au-

gust. Diplomacy is now deciding whether this will be direct

inter-government aid, which would be subject to the Czech

government's approval, or a standard business contract that

would require an Industry and Trade Ministry license.

"The president fully supports the Czech Republic's aid to

Kurdistan as it was announced," Ovčáček said. Presidential

Office foreign section head Hynek Kmoníček, who has

been in contact with the Kurdish side for

some time, agrees with Zeman's opinion.

"I expect us to be supplying some military

technology there. In the past four or five

years, Kurdistan has been the part of Iraq

with which there has been no financial prob-

lems, and the Kurds have always paid,"

Kmoníček said in a interview with the Czech

News Agency.

However, he admitted that foreign military

aid to the Kurds might support their desire to

establish their own state, which could stir up

further tension in the Middle East.

"It will be dangerous, but let us admit that

each of us in the West will prefer talking to a

democratically elected representative of Kur-

distan about their national aspirations than to

Dr. Baghdadi," said Kmoníček, hinting at Is-

lamists' leader Abu Bakr Baghdadi.

The United States and France have announced they have

already complied with a request by Masoud Barzani, presi-

dent of Iraqi Kurdistan, and the United Kingdom and

Germany are considering the step.

The Czech Republic also has economic interests in the

Iraqi Kurdistan. Czech firms run business in railway trans-

port, waste water treatment and agriculture there,

Kmoníček noted.

Moreover, the Czech diplomatic mission in Erbil is to be

raised to an honorary consulate, he said, adding that the

exact date is not known yet.

The aggravated situation in Iraq will probably be dis-

cussed by the NATO summit Sept. 4–5. The Czech

delegation will be headed by Zeman.

"The president believes the NATO should not omit the

struggle with international terrorism whose acuteness is

growing with the growing extent of operations by Islamic

fundamentalists in Iraq," Ovčáček said. █ 
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ZEMAN SUPPORTS
CZECH AID TO KURDS
FIGHTING ISLAMISTS
Czech Republic looks to strengthen its relationship with

Kurdistan by upgrading its diplomatic mission in Erbil to an
honorary consulate

WORDS ČTK

A flag of the autonomous Kurdistan region flies as Iraqi Kurdish Peshmerga fighters take position to monitor the
area from their front line post in Bashiqa AFP PHOTO/AHMAD AL-RUBAYE.



Czechs do not feel ha-

tred for Russian food,

and they are still

going to shops that offer

Russian specialties, despite

the Agriculture Ministry's call

for them to buy more domes-

tic products because of the Russian embargo on European

goods, daily Lidové noviny (LN) writes today. 

There are about 30 shops offering Russian goods in

Prague, and many others across the country. All offer typical

Russian food, such as caviar or borscht, with the text on

them written in Cyrillic script. But no purely Russian shop

exists in the Czech capital, LN writes. It writes that caviar

comes from Lithuania, borscht was made in Ukraine, and

other foodstuffs come from Kazakhstan, for instance.

The shop called Alphabet of Tastes (Azbuka vkusa) in the

Smíchov neighborhood only sells Russian sweets and vodka,

and the rest of their produce comes from other

countries of the former Soviet Union, LN

writes.

It writes that often not even the shop owners

are Russians. The Alphabet of Tastes, for in-

stance, is owned by a man of Belarusian origin,

called Saskevich.

Czechs are the strongest group of shoppers

at the Alphabet of Tastes after Russians. "Russ-

ian products do not dishearten them, even

during the Ukraine crisis. They know they will

get quality food for a good price here," Saske-

vich told LN.

He said the Russian-speaking community liv-

ing in Prague meets in his shop. They are

Russians, as well as Ukrainians, who have no

grudge against each another.

"As people, we still feel connected: We eat

the same food, our families live in Russia, we

enter into marriage," Saskevich told LN.

"The problem is not with the nations themselves; it is all

about money, politics and four people: Putin, Poroshenko,

Merkel and Obama," Saskevich said.

The shop customers often discuss the developments in

Ukraine, but they are mostly reluctant to take sides, saying

the situation is not black and white, LN writes. █   
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CZECHS CONTINUE TO
BUY IN RUSSIAN SHOPS

DESPITE EMBARGO
Science fiction concept becomes a reality and helps disabled people

WORDS NEWS DESK

Shops offering Russian food, like Alphabet of Tastes in Prague's Smíchov neighborhood, don't yet seem to be hit very
hard by the sanctions imposed by the European Union on Russia. Photo: André Crous.
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Police detained seven

protesters who sat in

the street to block the

passage of the Prague Pride

parade as it passed the Con-

vent of St. Agnes on the embankment of the Vltava River.

The protesters had been waiting in a covered bus stop due

to the rain and ran out and sat down just as the head of the

parade approached. At least one of the protesters was wear-

ing a white-red-and-blue ribbon next to a dark

orange-and-black ribbon of St. George, colors associated

with Russian nationalism and Victory Day.

Anti-conflict police, who had been accompanying the pa-

rade since it started at Wenceslas Square, attempted to

reason with the protestors, who blocked the parade for some

15 minutes.

When that failed, Czech Police in riot gear came in and

dragged them off one at a time. They were placed in vans and

taken away. Many marchers near the front were unaware of

the reasons for the delay, and did not know about the protest. 

One onlooker from the parade was prepared for such trou-

ble and had a sign saying “F*ck This Guy,” which he pointed

at the sitting protesters.

Once the protesters were removed the parade continued to

its finish at Letna Park. In total, the police dealt with 15

minor offenses, which were mostly attempts to block or dis-

turb the parade, according to the Czech News Agency.

"Nothing dramatic occurred. There was no serious trouble,"

police spokesman told ČTK. █   
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PRIDE PARADE DE-
LAYED BY PROTEST

Anti-LGBT group sat in the street, 
removed by riot cops

WORDS/PHOTOS

RYAMOND JOHNSTON

Protester is hauled off by police. Photo: Raymond Johnston



Ever since the Czech

Republic became a

part of the European

Union a decade ago, discus-

sions regarding the country

joining the eurozone have be-

come more frequent. At the

time of joining, the Czech Republic planned to adopt the

euro as its official currency in 2010, but this deadline has

been constantly pushed forward.

Recently, the European sovereign-debt and related euro-

zone crises have negatively impacted the Czech Republic’s

desire to join the eurozone. In fact, Miroslav Singer, the gov-

ernor of Czech National Bank (ČNB), has professionally

opined that the country will not adopt the euro before 2019.                              

Under the Treaty of Accession to the EU, the Czech Re-

public is bound under its covenants to adopt the euro. 

How has the country managed to remain amongst the se-

lect group countries within the EU that have clung on to

their own currency?

The 1992 Maastricht Treaty requires that all

members of the EU adopt the euro once the

key economic criteria are met — the Czech Re-

public currently fulfills four out of the five

criteria. Before joining the eurozone, a state

must spend at least two years in the European

Exchange Rate Mechanism (ERM - II) — and

the Czech crown is currently not part of this

mechanism. 

The Czech Republic realistically has the

means, but it doesn’t seem likely that it will join

anytime soon; in December 2013, the Czech

government actually approved a recommenda-

tion from the Czech National Bank and

Ministry of Finance against setting a formal

target date for euro adoption or joining ERM

II, in 2014.

THE OPINIONS OF KEY STAKEHOLDERS ON THE ISSUE

The debate is heavily swayed by businesses

attempting to get into the euro club versus

skeptics who feel uneasy at the thought of Czech Republic

joining the seemingly unstable currency system that would

require them to potentially surrender monetary policy inde-

pendence and perhaps require spending their tax money on

bailing out other eurozone countries.

The previous president, Václav Klaus, a well known Eu-

roskeptic, lived up to his nickname. He called the single

currency a mistake, compared the EU to the former USSR,

and even refused to hang the EU flag at Prague Castle, the

office of the president.

The current president, Miloš Zeman, however, is a polar

opposite. He is pro-EU, and has even suggested that the

country should replace the crown with the euro by 2017, stat-

ing that despite the consequences of recent eurozone crisis,

the euro adoption would usher in economic stability for the

country. 

He also criticized the Czech National Bank (ČNB) for

complicating euro adoption for fear of losing its powers. Fur-

ther, Zeman supports having a referendum to resolve the

euro adoption issue.
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THE CZECHS & THE EURO
A decade after EU entry, the Czech Republic has yet to take 

steps toward the single currency

WORDS ISHA MAGGU

Seeing stars in the Eurozone



THE REASONS WHY MORE THAN 75 PERCENT OF CZECHS ARE AGAINST

THE EURO

The most recent Eurobarometer (a survey addressing major

topics regarding European citizenship) shows that only ap-

proximately 25 percent of the Czech population is in favor of

the euro. Why are Czechs so strongly against the euro?

Tomáš Evan, a researcher and economics lecturer at UNYP

and CIEE, said that there are good reasons why popular

opinion is against the single currency. “Firstly, there will be

one-time inflation. Secondly, Czechs would have to pay for

others when problems arise. Thirdly, we would lose our mon-

etary policy – for example, the ability to depreciate our

currency, as happened recently,” he said.

“The major reason in my opinion is the fact that the ex-

change rate allowed us to adjust to become richer. If we want

to become wealthier and yet cannot absorb much inflation,

the only other way to do it is through appreciation of the

Czech crown.”

Others agree with the issues that Evan touched upon. Mo-

jmír Hampl, a vice governor of the Czech National Bank who

was appointed by Klaus, stated in an interview what he be-

lieves the average Czech thinks. “Thank God we don’t have

to pay for these profligate Greeks,” he said.    

Others claim the reason is because of a constant mistrust

in the EU due to a historical Czech communist past. In fact,

several former Soviet Union states are still skeptical about

joining the eurozone, even after being part of the EU. For-

mer Czechoslovak Prime Minister Petr Pithart explains that

this is understandable. “Those wounds have not completely

healed,” Pithart said.

A local Czech of the older generation, Božena Janíšová,

gave us her opinion. “The Czech crown is ours. It is a matter

of national pride for the Czech people,” she said.

She also owns a local clock business with her husband in

Zlín, and explains that the euro wouldn’t benefit them as a

business either. “The euro is stronger, so we would lose out

on exchange.”

She compares Czech Republic to Slovakia, and believes

that the euro can cause much economic instability here as
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well. “I hope the euro won’t come to the Czech Republic for

a long time.”

Jan Zahradil, a member of the European Parliament from

the Civic Democrats (ODS), is very much against the euro.

In an interview with think tank Evropské Hodnoty, he ex-

plained that the ODS plan is to get out of the treaty

obligation of adopting the euro.

He sees the eurozone as a very unstable ecosystem, where

there are several unequal and incompatible economies that

discourage the stability of the currency. He names Greece,

Spain or Portugal as the countries that create the biggest

predicaments. He wants Czechs to have the power to influ-

ence their own economy. “It is correct that the Czech

National Bank still has the power to make currency fluctua-

tions,” he said.

Nevertheless, many see the euro as an opportunity for the

economy to prosper, rather than lose out in trade wars.

WHY THE EURO WOULD BENEFIT THE COUNTRY

Tomáš Sedláček, an economist who advised then-President

Václav Havel, said that Czechs are annually losing out bil-

lions of Koruna, primarily due to transaction costs. “Those

Czechs like Klaus, who think having the crown has saved us

from the crisis, are living in a dream world,” he said.

In response to a question regarding the effect the euro

would have on Czech-German business relations, Bernard

Bauer, the CEO/Board Member of The German-Czech

Chamber of Industry and Commerce, stated: “The euro

would reduce the transaction costs and risks for German in-

vestors, which in turn would in the medium and long term

further boost the German-Czech external trade.”

“The investment plans of German companies, however, de-

pend on various factors and are above all long-term in

orientation. Thus, in order to create long-term planning secu-

rity for them, it would be of great importance to German

investors to schedule a precise date for the introduction of

the euro and elaborate a reliable plan for implementing the

measures needed for the introduction of the common cur-

rency,” he said.

Škoda Auto, the Czech car company that is owned by Volk-
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swagen Group, deals mainly in

euros. “We have been support-

ing adoption of euro for a long

time,” explained Tomáš Kubík

from Škoda. The company ex-

ports 60 percent of its cars to

countries in the EU.

Another major stakeholder

favoring of the euro is inbound

tourists, who visit the Czech

Republic in millions every

year. In general, they find the

currency confusing, as they

often cannot work out the real

value of products and services

in a short time span. They find

the euro easier to deal with,

and don’t want to bear costs of

currency conversions.

SO WHERE DOES THE CZECH RE-

PUBLIC STAND?

Evidence shows the euro

would strongly help business-

es. Some economists point out

that in a country where 80 per-

cent of exports go to eurozone

countries, the economy is intri-

cately linked to the fate of the

euro, even if the Czechs use

the Czech crown instead.

Many businesses are losing

out because of inevitable fluc-

tuations of the exchange rates.

Tomáš Zidek, a former deputy

finance minister, acknowl-

edged that the ministry is

facing pressure from Czech

companies to join the euro. “Companies complain all the

time,” he explained. “Our exports are hit by the lack of ex-

change rate stability.”

However, there is threat of dependence on other eurozone coun-

tries, and having to deal with the consequences of their actions, in-

cluding bailouts. These bailout costs are no joke – some estimates

say that had the Czech Republic been part of the eurozone during

the time of last crisis, it would have had to funnel out more than 280

billion Kč over a three-year period.
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Ever since the Czech

Republic became a

part of the European

Union a decade ago, discus-

sions regarding the country

joining the eurozone have be-

come more frequent. At the

time of joining, the Czech Republic planned to adopt the

euro as its official currency in 2010, but this deadline has

been constantly pushed forward.

Last month, the BRICS countries (Brazil, Russia, India,

China, and South Africa) announced the establishment of

their own development bank, which would reduce their de-

pendence on the Western-dominated, dollar-focused World

Bank and International Monetary Fund. These economies

will benefit from increased monetary-policy agency and flex-

ibility. But they should not discount the valuable lessons

offered by advanced-country central banks’ recent monetary-

policy innovation.

In June, the European Central Bank, following the example

set by the Bank of England in 2012, identified “bank credit

for the real economy” as a new policy goal. A

couple of weeks later, the Bank of England an-

nounced the introduction of a form of credit

guidance to limit the amount of credit being

used for property-asset transactions.

Before the financial crisis hit in 2008, all of

these policies would have been disparaged as

unwarranted interventions in financial markets.

Indeed, in 2005, when one of us (Werner) rec-

ommended such policies to prevent “recurring

banking crises,” he faced vehement criticism.

This March, however, the Bank of England

acknowledged the observation that he and oth-

ers had made – that, by extending credit, banks

actually create 97% of the money supply.

Given that a dollar in new bank loans increases

the money supply by a dollar, banks are not fi-

nancial intermediaries; they are money

creators.

The growing recognition of banks’ true function will be a

game-changer in areas like monetary policy and financial

regulation, enabling officials to tackle effectively problems

like recurring banking crises, unemployment, and underde-

velopment. But it will take time to be fully accepted – not

least because it challenges a fundamental tenet of traditional

economics. Indeed, according to this new paradigm, savings,

while useful, are not an essential prerequisite to investment

and thus to economic growth. The United States, which ex-

perienced a prolonged period of growth without savings, is a

case in point.

In general, economic growth depends on an increasing

number of transactions and an increasing amount of money

to finance them. Banks provide that finance by extending

more credit, the impact of which depends on who receives it.

Bank credit for GDP transactions affects nominal GDP,

while bank credit for investment in the production of goods

and services delivers non-inflationary growth.

The problem lies in bank credit-for-asset transactions,

which often generate boom-bust cycles. By extending too

much of this type of credit, banks pump up asset prices to un-
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sustainable levels. When credit inevitably slows, prices col-

lapse. As the late-coming speculators go bankrupt, the share

of non-performing loans on banks’ balance sheets rises, forc-

ing banks to reduce credit further. It takes only a 10% decline

in banks’ asset values to bankrupt the banking system.

With an understanding of this process, policymakers can

take steps to avert future banking crises and resolve post-crisis

recessions more effectively. For starters, they should restrict

bank credit for transactions that do not contribute to GDP.

Moreover, in the event of a crisis, central banks should pur-

chase non-performing assets from banks at face value,

completely restoring banks’ balance sheets, in exchange for

an obligation to submit to credit monitoring. Given that no

new money would be injected into the rest of the economy,

this process – which the US Federal Reserve undertook in

2008 – would not generate inflation. In order to stimulate pro-

ductive bank credit – and boost the effectiveness of fiscal

policy – governments should stop issuing bonds, and instead

borrow from banks through loan contracts, often available at

lower rates than bond yields. This would bolster bank credit

and stimulate demand, employment, GDP, and tax revenues.

Finally, a network of small not-for-profit local banks should

be established to provide universal banking services, and

loans to small and medium-size firms, like the scheme that

has underpinned Germany’s economic strength and re-

silience over the last 200 years. Beyond making the banking

sector more robust, such an initiative would boost job cre-

ation per dollar in bank credit.

Of course, large multinational banks, which have long ben-

efited from the perception that economies need savings, are

likely to resist such reforms. For decades, these banks have

been selling “foreign savings” to developing countries by

lending at high interest rates and in a foreign currency, fuel-

ing the accumulation of massive amounts of foreign debt,

which would often be converted into equity. In other words,

they issued credit that contributed little to the local econo-

my, and then drained local resources through interest and

exploding foreign currency-denominated debt.

Just as the BRICS have rejected Western-led economic in-

stitutions, developing economies would do well to expel

foreign banks and allow local financial institutions to create

money for productive purposes. After all, successful eco-

nomic development – in countries like the US, Germany,

Japan, and China – has depended on domestic credit cre-

ation for productive investment.

During the Great Depression of the 1930s, Michael Unter-

guggenberger, the mayor of the Tyrolean town of Wörgl,

performed an experiment. In order to reduce unemployment

and complete much-needed public-works projects, he hired

workers and paid them with “work receipts” that could be used

to pay local taxes. With the local authority effectively issuing

money for work performed, the local economy boomed. The

central bank, however, was not pleased, and decided to assert

its monopoly over currency issuance, forcing Unterguggen-

berger to scrap the local public money and causing Wörgl to

fall back into depression. Some 80 years later, the English city

of Hull has begun to implement a similar scheme, using a dig-

ital crypto-currency that is, so far, not prohibited by law.

The unfettered creation of money by large private banks

has generated overwhelming instability, undermining the

fundamental principle that money creation should serve the

public good. This does not have to be the case. By imple-

menting safeguards that ensure that credit serves productive

and public purposes, policymakers can achieve debt-free,

stable, and sustainable economic growth. █  

- Karl-Theodor zu Guttenberg is Chairman of Spitzberg Part-

ners and a former German minister of the economy. Richard

Werner is Professor of International Banking and Director of the

Center for Banking, Finance, and Sustainable Development at

the University of Southampton. © Project Syndicate, 2014.
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