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The Euro Crisis from the Perspective  
of the Preceding Debates on Fixed versus Flexible  

Exchange Rates and the European Currency Union*

By Rudolf Richter, Saarbrücken

I. Preliminary Remarks

To clarify right from the outset: The introduction of flexible exchange 
rates and the establishment of European Monetary Union are not the 
consequences of applying economic expertise. The first is a consequence 
of the normative power of facts: the breakdown of the Bretton Woods 
System in 1973; the latter a consequence of political wisdom or shrewd
ness: the Maastricht Treaty of 1992. All economists did was to provide 
the arguments to rationalize flexible exchange rates (after the break
down of the Bretton Woods System) and its opposite (absolutely fixed 
rates) in the European Monetary Union. Both should be seen together. 

The debate on fixed versus flexible exchange rates had its impetus in 
Milton Friedman’s critique of the Bretton Woods System (Friedman 
(1953)). He argued that a system of flexible exchange rates would be “ab
solutely essential for the fulfilment of our basic economic objective: The 
achievement and maintenance of a free and prosperous world commu
nity engaging in unrestricted multilateral trade.” ((1953), 157) That was a 
revolutionary proposal at a time of foreign exchange control, of import 
restrictions, and of people still thinking in categories of the gold stand
ard. To many, paper money seemed to be “unsuitable in the service of 
world trade”1 (v. Wieser (1927), 684). It was feared that flexible exchange 
rates would cause enormous exchange rate fluctuations – considerable 
over and under shootings of purchasing power parities (PPP). By con

* Revised and translated version of a paper presented in German at the Eco
nomic Research Colloquium of Professor Dinko Dimitrov at the Faculty of Law 
and Economics of the University of Saarland Feb. 27th 2012. I wish to thank Pro
fessor Kenneth E. Scott at Stanford Law School for his critical comments and 
corrections.

1 Own translation from the German. 
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trast, Friedman was convinced that exchange rate speculation would 
limit exchange rate deviations from PPP (Friedman (1953), 175 ff.). 

II. Basic Arguments of the German Debate  
on Foreign Exchange Rates2

The three main German protagonists of the exchange rate debate were 
members of the Saarbrücken Department of Economics: Egon Sohmen 
(1961 / 1969) and Herbert Giersch fought vigorously for the introduction 
of flexible exchange rates, while Wolfgang Stützel (1960a) defended fixed 
exchange rates. The debate was driven by the concern of a further rise in 
West German inflation rates (it had more than doubled in 1960–1963 as 
against 1952–1959 (2.8 % compared with 1.26 %). The German Council of 
Economic Experts, of which Giersch was a member, supported flexible 
exchange rates and maintained3 that without a central authority fixed 
exchange rates would have disintegrating effects. Two years later, after 
Stützel had become a member, the Council of Experts published in its 
annual report Stützel’s idea of a “hardened foreign exchange standard” 
as part of his argument for absolutely fixed exchange rates.4 Yet different 
from the Bretton Woods Agreement, fixed exchange rates would have  
to have absolutely fixed upper and lower points of intervention and par
ticipating states would have to guarantee, without reservation, to ex
change their money into as many units of foreign exchange (read US dol
lars) as corresponded to an absolutely fixed upper point of intervention. 
Moreover, member states would not be liable for the liabilities of other 
members – a no bailoutclause as that of the later Maastricht Treaty.  
The no bailoutclause together with the guarantee of full convertibility 
of national money into foreign exchange at a fixed rate would secure fis
cal discipline among member states.5 As Stützel put it, his “hardened for
eign exchange standard” would serve as “taskmaster of governments,”6 
while flexible exchange rates would accelerate rather than decelerate the 
creeping inflation in Germany and possibly lead to an exchange rate war 
as in the 1930’s that resulted in a serious decline of international trade. 
Not surprisingly, Stützel argued early on for a common European cur

2 Following Richter ((1999), 537).
3 SR JG 1964 / 65, 179.
4 SR JG 1966 / 67, 147.
5 SR JG 1966 / 67, 149.
6 Stützel ((1960, 1973), 95).
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rency, so did also the German Council of Economic Experts (SR JG 
1971 / 72). 

III. What Happened to the DM / $ Rate After  
its Release March 3rd 1973?

Given imperfect foresight and the influence of a few great political 
players, and given transaction costs, the markets for foreign exchange 
deviate strongly from the classical ideal of perfect markets. Thus, what 
we observe are the results of a market whose forces are heavily polluted 
by effect of sunk costs of exporting firms,7 herd behaviour of investors,8 
interventions of central banks,9 political manoeuvres of governments,10 
etc. As a consequence, the control effect of purchasing power parity (PPP) 
on exchange rates – based on the law of one price – is considerably loos
ened, and the hopedfor stabilizing effect of exchange rate speculation 
may be impaired. 

The following graph shows development of DM / $ exchange rates dur
ing the first 14 years after the freeing of the DM / US$ rate on March 19th 
1973. 

An appreciation of the DM was expected after the freeing of the DM / $ 
exchange rate in March 19th 1973 but not its heavily fluctuating down
ward movement to 1.71 DM / $ in Jan. 3rd 1980, followed by a steep in
crease up to 3.47 DM / $ in Feb. 26th 1985, and then by a fast decline. The 
cause of the latter was the American pressure on major central banks to 
help reverse the enormous appreciation of the US Dollar: In their “Plaza 
Accord” the governments of France, West Germany, Japan, the United 
Kingdom had agreed with the United States to depreciate the US$ in re
lation to the Japanese Yen and Deutsche Mark by intervening according
ly in foreign exchange markets. The following decline of the DM / $ rate 

7 Example: “… the foreign firms that entered the U.S. market when the dollar 
appreciated did not exit when the dollar fell back to its original levels.” (Dixit 
(1989), 620 on hysteresis of investments by foreign firms).

8 Shiller (2000); Stützel (1960, 1973) argued early on that exchange rates are to 
be seen as asset prices. 

9 For a list of agreed upon Bundesbank exchange rate interventions (until May 
1983), see the Annual Report of the Deutsche Bundesbank ((1983), 76–77). 

10 Such as in the “Plaza Agreement” of September 22nd 1985 between the United 
States, France, West Germany, Japan, and the United Kingdom – or the “Louvre 
Accord” of Feb. 22nd 1987 between the G 6.
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was stopped by the Louvre Accord of Feb. 22nd 1987 among the G 116.12 
From then on the US dollar rate was roughly stabilized within the range 
of 1.40 to 1.80 DM / $ until the end of the Deutsche Mark in Jan. 1st 1999 
(its final mean value was 1.66 DM / $)13.

With the establishment of the European Monetary Union, foreign ex
change movements lost much of its public interest. After the first five 
years of adaptive movements, the $ / € rate fluctuated within the range of 
1.20–1.50 $ / €, baring some outliers in 2008 (monthly average in Feb. 2012 
= 1,32  $ / €). Agreements between main players may have continued to 
play a role. However, there was no currency war after the collapse of the 
Bretton Woods Agreement (as opponents of flexible exchange rates had 
feared), no worldwide inflation (so far at least), no downturn of world 

11 Calculated by the West German Statistische Bundesamt, in relation to the 
American and the German commodity basket.

12 Group of the six leading industrial nations (Germany, France, Italy, Japan, 
USA, GB).

13 From Richter ((1999), 146).

Source: Richter (1989, 276). 

The figure shows the daily averages of the spot DM / $ rate and the monthly aver
ages of consumer price parity (Verbrauchergeldparitäten) between West Germany 
and the USA.11 In addition it shows the average value of these two parities. To 
simplify matters, take the average consumer price parity as a measure of 
purchasing power parity between the two countries. The actual exchange rate dif

fers for long periods considerably from this “PPP”. 
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trade. Thus, flexible exchange rates did not cause the gloom and doom 
predicted by their opponents, probably not least because of the coopera
tive attitude among major Western industrial nations as compared with 
the period between the two Great Wars.

IV. Contractual Preparations of the European Monetary Union (EMU) 
and Preceding Debate Between German Economists

The debate on flexible versus fixed exchange rates was replaced by the 
debate on the pros and cons of a European Monetary Union (EMU), 
though the idea of introducing a common European currency was dis
cussed more or less seriously within the European Economic Union since 
1962. Yet after the official freeing of the USdollar rate in 1973, the need 
arose for a stable accounting unit as basis for the annually renegotiated 
transfer payments within the European Economic Union. In 1988 Jaques 
Delors, the energetic president of the European Commission undertook 
to develop a much wider plan of a European Economic and Monetary 
Union.14 The plan was outlined in the Delors Report (Delors (1989)); it 
was soon elaborated in detail and passed by all EU member states, ex
cept Denmark and the United Kingdom, at Maastricht in February 1992. 
The European Monetary Union (EMU), as part of the Maastricht Treaty, 
was to be realized by 1999 at the latest. The Treaty was submitted to the 
national parliaments (the German Bundestag adopted it overwhelmingly 
in December 1992, the Bundesrat passed it unanimously), and entered 
into force on November 1st 1993. The euro [€] was introduced in January 
1st 1999 as book money, and three years later in the form of cash (coins 
and banknotes). 

The preceding German debate among economists was much less ana
lytically oriented than the earlier exchange rate controversy – an amaz
ing fact given the seriousness of the planned enterprise. Among leading 
German economists favouring EMU were Peter Bofinger15 (Würzburg), 
Olaf Sievert (Saarbrücken), Rüdiger Pohl (Halle). Also the German Coun
cil of Experts supported EMU – albeit only “as a longterm goal” (SR JG 
1989, 15). The scientific advisory council at the German Federal Ministry 
for Economics rejected the concern of various governments that EMU’s 

14 The goal was a combination of European Union member states into a cohe
sive economic system, most notably represented with the adoption of the euro as 
the national currency of participating members. 

15 A former student of Stützel.
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rules would infringe on their financial autonomy. The council argued that 
it would suffice to clarify that there was no joint liability of member 
states. The council followed Olaf Sievert who argued in the style of Ger
man “system policy” (Ordnungspolitik)16 that “fiscal policy of member 
states will be disciplined through the allimportant fact that states have 
to pay back their debt with money, which they cannot produce them
selves” (1997, 2; own translation).17 Thus, for Sievert the nobailout rule 
of the Maastricht Treaty is essential and so argued De Grauwe (1996). 

Among leading German Euro sceptics or opponents were Manfred J. M. 
Neumann (Bonn), Renate Ohr (StuttgartHohenheim, now Göttingen), 
Joachim Starbatty (Tübingen), Roland Vaubel (Mannheim), Rudolf Rich
ter (Saarbrücken). Joachim Starbatty together with Wilhelm Hankel, Wil
helm Nölling and Karl Albrecht Schachtschneider submitted, albeit with 
no avail, a constitutional appeal against EMU at the German Constitu
tional Court (Frankfurter Allgemeine Zeitung, Jan. 13th 1998, 13). 60 
leading German economists published a Memorandum on the planned 
European Monetary Union on June 11th, 1992.18 They questioned not on
ly the effectiveness of the Maastricht criteria and the assurance of the 
independence of the planned European Central Bank, but also expressed 
their concern regarding the regional differences in productivity and com
petitiveness which could result in increasing unemployment.19 The sig
nificance of this memorandum was directly downplayed by two opinions: 
one by the chief economists of three major German banks (see Hrbek 
(1992), 161–164), the other by a group of European economists initiated 
by the European Investment Bank (loc.cit., 169–170). However, the “ideal” 
counterargument had been provided already by Delors (1989b). He sim
ply compared the still rather loose European Union with already existing 
federal States like the USA or Switzerland: i. e., with political structures 
that had solved the problem of controlling the individual policies of their 
states or cantons. In fact, Delors’s paper is a rhetoric masterpiece that 
overshadows the very clear contribution (and correct predictions) by 

16 In a speech of 1997; reproduced in Deutsche Bundesbank, Auszüge aus Pres-
seartikeln Nr. 49, 3. Sept. 1997. 

17 Note the similarities and differences to the above described Stützel’s “hard
ened foreign exchange standard.”

18 Published in Frankfurter Allgemeine Zeitung of June 11th 1992; see also 
 Hrbeck ((1993), 159–161). 

19 “As so far no agreement exists on the structure of a political union there is 
also no sufficient democratically legitimated regulatory system.” (Hrbek (1993), 
160, own translation).
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Doyle (1989) published in the same “Collection of papers submitted to 
the Committee for the Study of Economic and Monetary Union”20 of the 
material underlying the Maastricht Treaty.

Shortly before its implementation 50 German professors of economics 
(among them the German Nobel Prize winner Reinhardt Selten) advo
cated the introduction of the euro. The central message of their appeal 
was: “The Euro must not fail on the deficit threshold” (of the Maastricht 
Agreement, see Manager Magazine, Sept. 1997). A couple of months later 
some 150 professors of economics warned, “The Euro comes too early!” 
(Frankfurter Allgemeine Zeitung, Feb. 9th 1998, 15). Their main objection 
was that the Maastricht criteria for acquiring EMU membership and the 
control of fiscal discipline would be unconvincing. Apart from that, 
doubts were raised again as to whether all EMU member states would be 
able to cope with the sudden loss of the policy instrument of national 
currency depreciation. That would become a great problem for states 
with relative low labour productivity like Greece whose labour produc
tivity is less than half that of the Federal Republic of Germany. The 
 problem is best illustrated by the “disastrous results” (Karl Otto Pöhl) 
of  German reunification, which drastically shows what “convergence” 
 actually means.21 So much for the German debate.

American economists criticized in particular that the territory of the 
planned Euro zone would not be an optimal currency area (Eichengreen 
(1990, 1993); Krugman (1993); Feldstein (1997); Mussa (1997); Friedman 
(1997)).22 Feldstein (1997b) questioned also the claimed peaceguaran
teeing function of the euro.23 On the other hand, Mundell (1997) ignored 
“his own” problem and favoured the establishment of EMU, as did Dorn-
busch (1997) and Kenen (1995, 1997).24 As for the British, Ralf Dahren
dorf, in an interview with Der Spiegel (Dec. 11th 1995),25 expressed seri

20 Thus Doyle ((1989), 74) writes: “For EMU to be sustainable, the economies of 
the countries forming the union must be similarly competitive or else some coun
tries would be faced with the equivalent of a constant balanceofpaymentsdefi
cit which, in EMU, would be reflected in terms of stagnation and unemployment.”

21 See The Wall Street Journal, March 20th 1991, p. 11. 
22 How right these authors were is confirmed by the economic experiences of 

the years 1999–2011 as Wynne / Koech ((2012), 2) show.
23 “Instead of increasing intraEuropean harmony and global peace, the shift to 

EMU and political integration that would follow it would be more likely to lead 
to increased conflicts within Europe …” Feldstein (1997b).

24 On this point and more see also Richter (1991b). 
25 http: /  / www.spiegel.de / spiegel / print / d9247341.html

OPEN ACCESS | Licensed under CC BY 4.0 | https://creativecommons.org/about/cclicenses/
DOI https://doi.org/10.3790/kuk.46.1.13 | Generated on 2025-01-06 13:05:17



20 Rudolf Richter

Credit and Capital Markets 1   /   2013

ous doubts about the viability of EMU, saying, i.a., “The European Cur
rency Union is a great mistake, an adventurous and failed objective that 
will not unite but divide Europe.” (Own translation).

There was no serious debate on the stability of financial markets in the 
EMU,26 and no debate at all on the national default of a member state 
and its possible effect on comembers. The analytical shallowness of the 
debate is amazing from the German perspective, because of Germany’s 
high specific investments in the brand name capital of its currency, the 
deutschmark, in comparison to the low international regard of some 
 other EMU members’ former currencies (Richter (1991), 97). 

As argued above, the debate on EMU can be seen as an offshoot of the 
debate on fixed versus flexible exchange rates. Friedman, the leading 
protagonist of flexible exchange rates, admited that permanently fixed 
exchange rates, combined with unmitigated freedom of international 
payments, might be an attractive system – provided all countries submit
ed their internal policy to external control. 

Really effective ‘coordination’ would require essentially either that nations 
adopt a common monetary standard like gold and agree to submit unwaver
ingly to its discipline or that some international body control the supply of 
money in each country, which in turn implies control over at least interestrate 
policy and budgetary policy. … [He continues to ask] is it desirable that such 
farreaching powers be surrendered to any authority other than an effective 
government democratically elected and responsible to the electorate? (Friedman 
(1953), 199)

In other words, Friedman put his finger on the sore spot of any cur
rency community. Amazingly, his name and arguments can hardly be 
found in the debate on EMU during the ’90s.27 

A different way to look at EMU is from the perspective of New Institu
tional Economics as described by Williamson (1985) in his transaction 
cost approach. Following Trachtman ((2008), 17), it may be also applied 
to international contracts such as the European Union or EMU. 

26 Apart from two IMF economists, Prati / Schinasi (1999), who studied the allo
cation of lenderoflastresort and banking supervision responsibilities among the 
European Central Bank and the national central banks, the national supervisors, 
and national treasuries of the (at that time) eleven member countries.

27 See, e. g., the contributions published in Hrbek (1993). 
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V. New Institutional Economic Interpretation of EMU

The Williamsonian approach to the new institutional economics (NIE) 
– his Transaction Cost Economics (TCE) – deals with contractual agree
ments (“transactions”) between two parties, say A and B, in which A un
dertook much higher transactionspecific investments than B. Now, spe
cific investments are to a large degree sunk cost28. After contract conclu
sion both parties are “lockedin” to their contractual relationship with 
the heavy specific investor A being more vulnerable than B who, to a 
 degree, may force A to change their contract in his favor (Williamson 
calls this “expost opportunism” of B). In addition, Williamson takes into 
account that the parties don’t know what the future will bring (i. e., 
Knightian uncertainty exists29). Applied to EMU, the specific investments 
of Germany comprised the high brand name capital of the Deutsche 
Mark reflected, i.a., in low interest rates on German government bonds. 
Clearly, Germany becomes vulnerable to expost opportunistic behavior 
of some of its contractual partners.30 Furthermore, because of Knightian 
uncertainty, contracts like the Maastricht Treaty are unavoidably incom
plete. 

Two problems arise: How to adapt contractual relations to unforeseen 
future events and how to protect oneself against expost opportunistic 
behavior of ones counterparties. Both are answered in Williamson’s 
transaction cost economics by what he calls “efficient governance” – 
workable orderpreserving mechanisms for adapting to disturbances. 
Williamson describes a couple of examples of governance structures31 
that depend on the level of specific investments and frequency of transac-
tions with uncertainty assumed to be “… present in sufficient degree to 
pose an adaptive, sequential decision requirement.” (Williamson (1985), 
72) According to his classification scheme, an “efficient governance” of 
the Maastricht Treaty, in particular of EMU, would be what Williamson 
calls, “unified governance” (like vertical integration among firms) whose 
advantage is “… that adaptations can be made in a sequential way with

28 One that cannot be fully recovered through the market.
29 They don’t even know all relevant stochastic variables. 
30 Williamson ((1985), 47) defines opportunism as “selfinterest seeking with 

guile.” In other words, individuals are likely to be less than completely trust
worthy in the sense that they may disguise preferences, distort data, deliberately 
confuse issues, etc., in order to gain advantage. The current negotiations of the 
‘Troika’ with EMU debtor countries illustrate this point.

31 Williamson ((1985), 72 ff.).
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out the need to consult, complete, or revise interfirm agreements.” ((1985), 
78) Applied to international law (as exemplified by Trachtman (2008))32, 
the efficient governance structure of EMU would require sovereign EMU 
member states to merge into a federal state system, to enable EMU to 
adapt to unforeseen events as they arise, and to enforce the coordinated 
fiscal obligations of its member states.33 However, to become a coherent 
economic unit based on strict and enforceable rules is a more complicat
ed matter for the integration of states than for the integration of firms – 
because to work in the long term, EMU has to become a selfenforcing 
entity. That demands, following North (2005), not only the transfer of for-
mal sovereign powers but requires also an informal convergence of the 
national philosophies of life of the inhabitants of Euroland. In other 
words, crucial for sustainable “unified governance” of nation states is 
that their constituents are in the long term willing “… to unify wide ar
eas of their economic and social inner structure to statelike homogene
ity.” (Oppermann (1999), 388)34. That implies that the residents of EMU 
member states must be willing to develop “…  a common belief system 
[ideology], which embodies social norms consistent with the policies of 
the ruler.”35 The question is whether this can be achieved simply by ref
erendum.

However one proceeds, a central problem of the European Monetary 
Union is that individual EMU member states have a considerable politi
cal threatpotential if they get in financial difficulties.36 Economically 
weak states may have taken this into account when they applied for 
EMU membership. In fact, the Maastricht Criteria do not consider effec
tively the underlying adverse selection problems – as illustrated by the 
euro crisis of 2011–12. Given the legal and political difficulties of the 

32 He argues: “The higher the magnitude of asset specificity, the greater the 
 incentives for opportunism and the greater the need for institutional integration: 
for the transfer of authority to bureaucratic, legislative, or dispute resolution 
mechanisms.” (Trachtman (2008), 174)

33 According to the Second Senate of the German Federal Constitutional Court, 
EMU forms so far only a Staatenverbund (“group of states”).

34 Own translation from the German. Markus Spillmann speaks of a “compli
cated interlacement of supranational and national responsibilities” (Neue Zürcher 
Zeitung, 5. / 6. May 2012, p. 1; own translation). 

35 North ((2005), 104); see also Greif (1994).
36 Example: The claim that the withdrawal from the eurozone would generate a 

domino effect (see, e. g., J. Chatzimarkakis, Saarland EU representative in Saar-
brücker Zeitung, 9 May 2012, p. A3). Anyway, “… large debts of Greece are a prob
lem of the creditors.” (Neue Zürcher Zeitung, 14 May 2012, No. 111, p. 10).
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Maastricht Treaty to adapt to unforeseen events, this treaty reads more 
like a “holistic” or “Utopian” social order rather than an organizational 
form allowing for “piecemeal social engineering” (Popper (1957), 67). Re
quired is not only the transfer of formal national monetary and fiscal 
sovereignty to some Federal European agency but also some kind of in-
ternal or ideological European integration, i. e., the development of mu
tual consent among its inhabitants regarding not least their attitude to
wards monetary and fiscal policy – so to speak as a modern answer to the 
centuriesold problem of European Equilibrium – an ambitious target 
that can be achieved neither overnight nor easily. 

VI. Conclusion

As has been shown, the idea of EMU is interrelated – both chronologi
cally and substantially – with the debate on fixed versus flexible ex
change rates, which in turn followed Milton Friedman’s critique of the 
BrettonWoodsSystem that was still based on the idea of a goldex
change standard. Transition to a system of national paper standards with 
full convertibility and flexible exchange rates amounted for many people 
at that time to a proposal to leap into the dark. Accordingly strong were 
the reactions of monetary policy makers (like representatives of the Ger
man Bundesbank) and economists. Their concern was that flexible ex
change rates may cause large exchange rate fluctuations and provoke in
ternational disturbances like the devaluation wars of the 1930s. But 
when the Bretton Woods System broke down finally, it was not replaced 
by a new system of fixed exchange rates. Instead, the feared stage of flex
ible exchange rates started (at least within the “Western World”). For 
members of the European Economic Community (EEC), which is – among 
other things – a transfer union, flexible exchange rates caused problems 
of mutual settlement of their transfer payments. They tried various con
tractual approaches to keep the amplitude of fluctuating exchange rates 
between EEC member states within limits – with disputed success. Es
tablishing EMU finally solved this problem. One price for this step was 
the loss of the quasiautomatic budgetary control mechanism by national 
payments deficits. The Maastricht Treaty tried to replace this mechanism 
by contractually agreed upon limits to budget deficits and by limits to 
the level of national indebtedness, which had to be observed by threat of 
penalty payments – a dubious answer. What remained totally outside of 
consideration was that the establishment of EMU required specific in
vestments of different size that could invite ex post opportunistic behav
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iour of some contractual partners. Applying Williamson’s transaction 
cost economics to this problem, an efficient answer is to aim at some 
form of “unified governance” of EMU member states such as monetary 
and fiscal federalism. To become sustainable, however, the transfer of for-
mal monetary and fiscal sovereignty to some Federal European agency is 
not sufficient. Conditio sine qua non is its supplementation by forms of 
internal or ideological integration of residents of Euroland not least re
garding their attitude towards monetary and fiscal policy – so to speak as 
modern answer to the centuriesold problem of European Equilibrium – 
an ambitious target that can be achieved neither overnight nor easily. 

References

De Grauwe, P. (1996), “Reforming the Transition to EMU,” in: P. Kenen (ed.), 
Making EMU Happen, Problems and Proposals: A Symposium, Princeton Essays 
in International Finance No. 199, Princeton, NJ.: International Finance Section, 
Princeton University, 16–29. − Delors, J. (1989), Committee for the Study of Eco
nomic and Monetary Union, Jaques Delors, Chairman: “Report on economic and 
monetary union in the European Community”, pp. 11–43 in: Report and Collection 
of Papers, ISBN 9282606554, catalogue number CB5689401ENC. – Delors, 
J. (1989b), “Regional Implications of Economic and Monetary Integration,” pp. 81–
89 in: Committee for the Study of Economic and Monetary Union, Jaques Delors, 
Chairman: Report and Collection of Papers (as above). − Dixit, A. (1989), “Entry 
and Exit Decisions under Uncertainty,” Journal of Political Economy, 97, 620–638. 
− Dornbusch, R. (1997), “Fiscal Aspects of Monetary Integration,” American Eco
nomic Review, Papers and Proceedings, 87, 221–223. − Doyle, M. F. (1989), “Region
al Policy and European Economic Integration,” pp. 69–79 in: Committee for the 
Study of Economic and Monetary Union, Jaques Delors, Chairman: Report and 
Collection of Papers (as above). − Eichengreen, B. (1990), “One Money for Europe? 
Lessons from the USCurrency Union,” Economic Policy, 10, 118–187. − Eichen-
green, B. (1993), “European Monetary Unification,” Journal of Economic Litera
ture, 31, 1321–1357. − Eichengreen, B. and von Hagen, J. (1995), “Fiscal Restruc
tions and Monetary Union: Rationales, Repercussions, Reforms,” paper prepared 
for the Conference on Fiscal Policy and Monetary Union, October 1–2, 1995 at the 
Europa Institute, Sektion Wirtschaftswissenschaft, Universität des Saarlandes, 
Saarbrücken, Germany. − Eucken, W. (1950), Die Grundlagen der Nationalökono
mie, 6. Auflage (l. Auflage 1940), Berlin. − Feldstein, M. (1997), “The Political Econ
omy of the European Economic and Monetary Union: Political Sources of an Eco
nomic Liability,” Journal of Economic Perspectives, 11, Fall 1997, 23–42. − Feld-
stein, M. (1997b), “EMU and International Conflict,” in: Foreign Affairs, Nov. / Dec. 
1997, Vol. 76, No. 6. − Friedman, M. (1953) “The Case for Flexible Exchange Rates”, 
in: M. Friedman, Essays in Positive Economics, Chicago: Chicago University Press, 
157–203. − Friedman, M. (1997), “Why Europe can’t afford the euro,” The Times, 
November 19, p. 22. − Friedman, M. / Schwartz, A. J. (1963), A Monetary History of 
the United States 1867–1960, Princeton: Princeton University Press. − Greif, A. 

OPEN ACCESS | Licensed under CC BY 4.0 | https://creativecommons.org/about/cclicenses/
DOI https://doi.org/10.3790/kuk.46.1.13 | Generated on 2025-01-06 13:05:17



 The Euro Crisis 25

Credit and Capital Markets 1   /   2013

(1994), “Cultural Beliefs and the Organization of Society: Historical and Theoreti
cal Reflection on Collectivist and Individualist Societies, Journal of Political 
Economy, 102, 912–950. − Hrbek, R. ed. (1993), Der Vertrag von Maastricht in der 
wissenschaftlichen Kontroverse, Schriftenreihe des Arbeitskreises Europäische 
Integration e. V., 34, BadenBaden: Nomos Verlagsgesellschaft. − Kenen, P. B. (1995), 
Economic and Monetary Union in Europe. Moving Beyond Maastricht. Cam
bridge: Cambridge University Press. − Kenen, P. B. (1997), “Preferences, Domains, 
and Sustainability,” American Economic Review, Papers and Proceedings, 87, 211–
213. − Lerner, A. P. (1947), “Money as a Creature of the State,” American Econom
ic Review, 37, 312–317. − Mundell, R. A. (1997), “Currency Areas, Common Curren
cies, and EMU,” American Economic Review, Papers and Proceedings, 87, 214–216. 
− Mundell, R. A. (1961), “A Theory of Optimum Currency Areas”, American Eco
nomic Review, 51, 657–665. − Mundell, R. A. (1968), International Economics, New 
York: Macmillan. − Mussa, M. (1997), “Political and Institutional Commitment to a 
Common Currency,” American Economic Review, Papers and Proceedings, 87, 217–
220. − North, D. C. (1994), “Economic Performances Through Time,” American 
Economic Review, 84, 359–368. − North, D. C. (2005), Understanding the Process of 
Economic Change, Princeton. − Oppermann, Th. (1999), Europarecht, 2., vollstän
dig überarbeitete Auflage, München: Beck. − Popper, K. R. (1957), The Poverty of 
Historicism, London: Routledge & Kegan Paul. − Prati, A. / Schinasi, G. (1999), Fi
nancial Stability in European Economic and Monetary Union, Princeton Studies 
in International Finance, No. 86, August 1999, Princeton, N. J.: Princeton Univer
sity. − Richter, R. (1989), Money. Lectures on the Basis of General Equilibrium 
Theory and the Economics of Institutions, translated from the German by W. F. 
Stolper, Berlin et al: Springer. − Richter, R. (1991), “Europäische Währungsunion 
– Deutschland ist bereit, auf dem Gipfel in Maastricht große Opfer zu bringen“, 
WirtschaftsWoche, Heft 49 / 1991, 94–95. − Richter, R. (1991b), “Über Papierstand
ards, Währungsunion und das Ende der DMark”, Europainstitut, Sektion 
Wirtschaftswissenschaften, Universtät des Saarlandes, Saarbrücken, May 1991. − 
Richter, R. (1999), “German Monetary Policy as Reflected in the Academic De
bate”, pp. 525–571 in: Deutsche Bundesbank (ed.), Fifty Years of Deutsche Mark. 
Central Bank and the Currency in Germany since 1948, Oxford: Oxford Univer
sity Press. − Richter, R. (2012), “The Euro in a Delicate Situation,” Cayman Finan
cial Review, October 12, 2012.37 − Richter, R. (2012), German “Ordnungstheorie” 
From the Perspective of the New Institutional Economics, Schmollers Jahrbuch, 
Vol. I 473–500. − SR JG: Jahresgutachten, Sachverständigenrat zur Begutachtung 
der gesamtwirtschaftlichen Entwicklung, various years. −  Shiller, Robert J. (2000), 
Irrational Exuberance, Princeton: Princeton University Press. − Sievert, O. (1997), 
“Zur Europäischen Währungsunion – Das Eigentliche und der Unrat auf dem 
Wege dahin,” Vortrag bei der Hamburger Sparkasse am 13. August 1997 in Ham
burg, Deutsche Bundesbank, Auszüge aus Presseartikeln Nr. 49, 3. Sept. 1997. − 
Sohmen, E. (1967), “Fiscal and Monetary Policies under Fixed and Floating 
 ExchangeRate Systems,” 81, 515–523. − Sohmen, E. (1961), Flexible Exchange 
Rates, Chicago und London. − Sohmen, E. (1969), Flexible Exchange Rates, rev. 
ed., Chicago: Univ. of Chicago Press. − Stützel, W. (1960), “Währungspolitik und 

37 http: /  / www.compasscayman.com / cfr / 2012 / 10 / 12 / Theeuroinadelicate
situation / 

OPEN ACCESS | Licensed under CC BY 4.0 | https://creativecommons.org/about/cclicenses/
DOI https://doi.org/10.3790/kuk.46.1.13 | Generated on 2025-01-06 13:05:17



26 Rudolf Richter

Credit and Capital Markets 1   /   2013

Wirtschaftsverfassung – zurück zum monetären Nationalismus?”, Beilage zu den 
Mitteilungen der IHK, Dortmund, 7. Oktober 1960, leicht geänderter Auszug in: 
Stützel (1973). − Stützel, W. (1973), Währung in Weltoffener Wirtschaft. Lehrstücke 
der Währungspolitik – unter der Herausforderung des Tages, Frankfurt a. M.: 
Knapp. − Theurl, Th. (1996), “Währungsunionen ohne politische Integration: Die 
Lateinische und die Skandinavische Münzunion,” Bankhistorisches Archiv, 
Zeitschrift zur Bankgeschichte Beiheft 30, 15–34. − Trachtman, J. P. (2008), The 
Economic Structure of International Law, Cambridge: Harvard University Press. − 
Wieser, F. v. (1927), Artikel “Geld” im Handwörterbuch der Staatswissenschaften, 
4. Band, 4. Aufl., L. Elster, A. Weber, F. Wieser (Hrsg.), Jena: Fischer. − Williamson, 
O. E. (1985), The Economic Institutions of Capitalism, New York: The Free Press. 
− Wissenschaftlicher Beirat beim Bundesministerium für Wirtschaft (1989), Eu
ropäische Währungsordnung, Gutachten, BMWI, StudienReihe 61. − Wynne, M. A. 
and Koech, J. (2012), “OneSizeFitsAll Monetary Policy: Europe and the US,” 
Economic Letters, DALLASFED No. 9, September 2012.38

Summary

The Euro Crisis from the Perspective of the Preceding Debates on Fixed versus 
Flexible Exchange Rates and the European Currency Union

The development of the European Monetary Union is related to Milton Fried
man’s critique of the Bretton Woods System that started a vigorous debate about 
“fixed versus flexible exchange rates.” This paper briefly contrasts the arguments 
pro and con flexible exchange rates at this time. After the breakdown of the Bret
tonWoodsSystem the exchange rate debate was replaced by a somewhat less 
vigorous discussion on the desirability and drafting of a European Monetary 
 Union (EMU). Predictions of proponents and opponents of EMU are briefly de
scribed, and it is shown that specific investments of contractual parties play an 
important role that may invite ex post opportunistic behaviour of contractual 
parties – a central problem of the New Institutional Economics in the style of 
Oliver Williamson. Formation of “unified governance” (integration) is the adequate 
answer. However, to become a coherent economic unit based on strict and enforce
able rules is a more complicated matter for the integration of states than for the 
integration of firms – because to work in the long term, EMU has to be a selfen
forcing entity. That demands not only the transfer of formal sovereign powers to 
some centre but also its supplementation by informal or ideological European in
tegration, i. e., by the achievement of some mutual consent among the inhabitants 
of Euroland regarding not least their attitude towards monetary and fiscal policy 
– so to speak as modern answer to the centuriesold problem of European Equi
librium – an ambitious target that can be achieved neither overnight nor easily. 
(B52, F15, F31, F33, F34)
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Zusammenfassung

Die Euro-Krise aus der Perspektive der Debatten über feste versus flexible 
Wechselkurse und über die Europäische Währungsunion

Die Entwicklung der Europäischen Währungsunion ist im Zusammenhang mit 
der vorausgegangenen Kritik von Milton Friedmans am Bretton Woods System zu 
sehen, die eine lebhafte Debatte zum Thema „feste versus flexible Wechselkurse“ 
auslöste. Die Debatte wurde kurz nach Zusammenbruch des Bretton Woods Sys
tems von der Diskussion über die Wünschbarkeit und Realisierung einer Zone fes
ter Wechselkurse innerhalb Europas fortgesetzt. Beide Debatten werden von uns 
skizziert und gezeigt, dass der Übergang zu einer internationalen Währungsge
meinschaft vertragsspezifische Investitionen erfordert, die einzelne Vertragspartei
en zu opportunistischem Verhalten einladen können. Genau das ist ein zentrales 
Problem der Neuen Institutionenökonomik vom Typ der Transaktionskostenöko
nomik von Oliver Williamson. Seine Antwort lautet: Zum Schutz gegen expost 
opportunistisches Verhalten von Vertragspartnern sollen sich die Parteien zu einer 
Union unter einheitlicher Führung zusammenschließen – zu „unified governance“. 
Für souveräne Staaten ist dieser Schritt jedoch problematischer als für Einzelper
sonen oder Unternehmungen, deren Verträge nationalem Rechtszwang unterlie
gen. Die Europäische Währungsunion – ein internationaler Vertrag – muss dage
gen selbstdurchsetzend sein. Das erfordert mehr als nur die Übertragung nationa
ler Souveränitätsrechte an eine europäische Zentralstelle. Es verlangt dazu die 
Entwicklung gegenseitigen Einvernehmens der Bürger aller Mitgliedsstaaten hin
sichtlich ihrer wirtschaftspolitischen Vorstellungen – sozusagen als zeitgemäße 
Antwort auf das jahrhundertalte Problem des europäischen Gleichgewichts – ein 
Ziel das weder leicht noch im Eilverfahren erreicht werden kann. (B52, F15, F31, 
F33, F34)
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