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Control freaks
(CFMs) can be useful for supporting
macroeconomic policy adjustment
and safeguarding financial system
stability. It may be difficult at times
to assess quickly the appropriate macroeconomic stance owing to rapidly
changing underlying economic conditions, and CFMs can help gain time
for such assessments.”
Controls come in a variety of disagreeable flavors. Thus, Brazil depreciates the value of its real, Iceland
keeps $8 billion of its kronur locked
up in domestic assets and the Swiss
banks “encourage our customers to
keep their Swiss franc balances as low
as possible,” as UBS put it on Tuesday. The new impetus to block and
tax and redirect the flow of money
across national borders is part and
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parcel of the broader policy of “financial repression.” Manipulating interest rates and asset prices, the central
banks make cool money hot. They
bring it on themselves.
“How Effective Are Capital Controls?” was the question posed in the
title of a 1999 paper in the Journal of
Economic Perspectives. “Not very,” was
the answer of the author, Sebastian
Edwards, a research associate of the
National Bureau of Economic Research and an economics professor
at the Anderson Graduate School of
Management at UCLA (he had observed then-recent experiments in
capital controls in South Korea and an
earlier episode in Chile). Controls are
easily evaded, and they breed corruption. In monetary officials, they instill
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In shocking the world by reversing
its longstanding opposition to capital
controls, the International Monetary
Fund was actually reverting to form.
Controls were an integral part of the
Bretton Woods framework when
the fund came into being at the end
of World War II, money then being under the wartime governmental
thumb. America, a sometime philosophical opponent of governmenterected barriers to the free movement
of capital, did an about-face in the
1960s to try to contain a persistent
balance-of-payments deficit (it was
unsuccessful). We write to sound the
alarm, or, rather, to re-sound an alarm
repeatedly gonged by John Dizard of
the Financial Times: Capital controls
are on the agenda again.
They might seem like an anachronism. Do not all enlightened people
of the 21st century support capital
mobility and free trade? They do not,
though opponents of those things usually avoid the provocative word “controls.” However, the tax collectors
and central bankers are free enough
with the telltale euphemisms: “tax
compliance,” “exchange-rate stability,” “quantitative easing” and—a
little less subtly—“currency wars.”
So anodyne was the IMF declaration of Dec. 3 that you could hardly
tell that the governments of the world
were slipping their fingers into your
pockets again. “In certain circumstances,” says the fund in a staff paper entitled, “The Liberalization
and Management of Capital Flows:
an Institutional View,” “introducing
capital flow management measures
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complacency. Then, too, said the author, controls treat the symptoms of
balance-of-payments imbalances and
financial mismanagement, not their
underlying causes. “[O]nce controls
are in place,” Edwards wrote, “the
authorities usually fail to implement
a credible and effective adjustment
program. Quite the contrary, once the
controls are imposed—or tightened—
the extent of the macroeconomic disequilibria tends to increase, rather
than subside.”
The United States would be a logical defender of the ideal of the free
movement of capital, importing as
much of it as it does. But, as colleague
Charley Grant observes, “it is increasingly untenable for this country to
have a credible voice against the restriction of capital movement with
every weekly release of the Fed’s balance sheet (assets footed to $2.84 trillion on Dec. 5). This is especially obvious now that the IMF, in that Dec.
3 broadside, notes that ‘push factors
have been well documented to contribute to capital flows.’”
And what might those “push factors” be? Money conjuring, for one:
“[I]t is recognized that expansionary
monetary policy in advanced economies, which has been necessary for
fighting the risks of a prolonged
global slump, played a role in pushing
net capital flows to emerging economies.” “Currency wars,” the Brazilians call them.
Switzerland, too, is making waves
by printing money. To protect Swiss
exporters against the depreciating
euro, the Swiss National Bank has
materialized francs and bought euros. Since 2007, the balance sheet of
the SNB has expanded by fivefold
(vs. a mere tripling for the Fed’s).
These vast interventions have disturbed exchange rates and interest
rates far and wide.
Tax rates are another story, and
one just as big as the others. A European subscriber advises: “The
higher tax regimes in the UK and
now France are incentives for high
earners to move their capital and income abroad, probably in legal ways
in most cases. (Like some smart guy
said: Show me the incentives and I’ll
show you the result.) The effect is
that the tax income the finance ministries are counting on will be lower
than estimated (a warning to Obama).
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But they can’t force the capital to stay
without capital controls.”
In June, Switzerland and the United States entered into an agreement
to implement America’s Foreign
Account Tax Compliance Act, or
FATCA. This is legislation intended
to bring into IRS compliance those
reluctant who hold untaxed assets
abroad. Not corporations, mind you:
Google moved $9.8 billion of revenues into a Bermuda shell company
and thereby saved itself about $2 billion in global income taxes in 2011,
according to Bloomberg. But the corporate tax law says, “Go right ahead.”
The Swiss tax authority submitted
to Washington, D.C., as it has submitted to other sovereign tax agencies.
And in so doing, it sounded a tone
of wistful defeat. “FATCA,” said a
June 21 Swiss press release, “basically requires foreign financial institutions (FFIs) to enter into a FATCA
agreement with the Internal Revenue
Service that imposed reporting requirements on them regarding U.S.
accounts. A financial institution has
to obtain the client’s consent in order
to submit such reports. A client who
does not consent is considered recalcitrant. In the case of such clients, financial institutions have to withhold
30% on all payments coming from the
United States.
“The implementation of these provisions is generating high costs and
legal uncertainty worldwide,” the
Swiss release went on. “Switzerland’s

refusal to implement FATCA would
cause major disadvantages for the financial center. The prohibitive withholding tax of 30% on all payments
from the United States and the likely
consequence that foreign financial
firms would terminate their business
relationships with Swiss financial institutions in the medium term would
result in exclusion from the world’s
largest capital market.” So, by reports,
the Swiss banks are busily peeling off
their American clients. “Swiss bankers say they are restricting or denying
service to ‘the few American clients’
they have because compliance with
new U.S. tax law is cost-prohibitive,”
said an Oct. 20 bulletin from the UPI.
The three-way intersection of tax,
capital controls and gold bullion is a subject for Simon Mikhailovich, managing
member of Eidesis Capital, New York.
Having grown up in the Soviet Union,
Mikhailovich speaks from knowledge
about predatory governments.
On the phone last week, he said
that he approaches the breach of
Swiss bank secrecy as a sign that governments are seeking information as
well as revenue. Suppose, says he,
you were a government contemplating the eventual imposition of capital
controls—not so farfetched, considering the IMF’s volte-face or the goings on in Switzerland. What would
you do? You would try to pinpoint the
money: “If we want to control capital,
the first thing to know is where capital is located.” So governments cre-
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ate data bases connecting owners of
capital with wealth domiciled on the
financial grid in regulated banks.
Now, Mikhailovich goes on, you
want to be law abiding and you want
to be tax compliant. But you do not
necessarily want to invite the government to sit in on your meetings with
your accountant. “It’s OK to be in the
government data base,” he says. “You
just don’t want to be in that data base.
You want to be in a very big, ubiquitous data base where there are many
people conducting normal activities.”
Which is where gold comes in. The
barbarous relic is that rare store of
value that one can hold outside the
financial system. It is, Mikhailovich

points out, “the only nonfinancial asset that is globally liquid. It’s as liquid as monetary assets, and it’s much
more liquid than any other physical
asset. . . . It is the only ubiquitous
valuable commodity that is sufficiently valuable per unit of weight,
that is easily movable and can be tendered anywhere at virtually the same
speed as cash around the world. It is
universally accepted, understood, acknowledged and respected. And that
is the only nonfinancial asset that has
that property.”
Not that a revenue-famished government wouldn’t want to know the
location of one’s gold. The U.S. Treasury did in 1933, and the government
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of France did in 1945. We have before us a dispatch from The Wall Street
Journal, dated Jan. 22, 1945, which
reads as follows:
“Paris—Three ordinances published over the weekend mark what
is certainly the most determined and
thorough attempt yet made in this
country to discipline capital, which,
fleeing from the franc, has taken refuge in foreign securities, foreign currencies or gold.”
To “discipline” capital? Better if
the capital did not make itself available to be disciplined.
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