
The 1919-1939 interwar period taught us four lessons: 
 
1. In order for the world economy to be prosperous, adjustment to macroeconomic 
disequilibrium needs to be undertaken by both "surplus" and "deficit" economies--not by 
"deficit" economies alone. 
 
2. If the world economy is to have any chance of avoiding or limiting crises, an integrated 
banking system requires an integrated bank regulator and supervisor. 
 
3. In order for crises to be successfully managed, the lender of last resort must truly be a lender 
of last resort: it must create whatever asset the market thinks is the safest in the economy, and 
must be able to do so in whatever quantity the market demands. 
 
4. In order for any monetary union or fixed exchange rate system larger than an optimum 
currency area to survive, it must be willing to undertake large-scale fiscal transfers to 
compensate for the exchange rate movements to rapidly shift inter-regional terms of trade that it 
prohibits. 
 
I, at least, thought that everybody--or everybody who mattered in governing the world 
economy--had learned these four lessons that 1919-1939 had so cruelly taught us. Now it turns 
out that the dukes and duchesses of Eurovia had, in fact, learned none of them. History taught the 
lesson. But while history was teaching the lesson, the princes and princesses of Eurovia and their 
advisors were looking out the window and gossiping on Facebook. 
 
How did this come about? Why didn't Maastricht set up a single Eurovia-wide banking regulator 
and supervisor to align financial policy with monetary policy? Why didn't Maastricht set up the 
fiscal-transfer funds that would be needed when--as would inevitably happen--some chunk of the 
future Eurovia went into recession while other chunks were in boom? Why did Maastricht leave 
a good chunk of lender-of-last-resort authority in the hands of national governments that could 
not print money and so fulfill the lender-of-least-resort function rather than placing all of it in the 
European Central Bank, which could? And why--given that one country's exports are another's 
imports--does the adoption of policies in deficit countries to reduce their imports and boost their 
export not automatically trigger the adoption of policies in surplus countries to boost their 
imports and reduce their exports? 
 
Some of it was a belief that specifying details at Maastricht would postpone the project for years 
or decades, and that the logic of events would inevitably lead to the organic growth and 
development of the missing pieces. The first large regional recession in the monetary union 
would call forth fiscal transfers. The first major banking crisis would see the European Central 
Bank immediately adopt the lender of last resort function, and would be swiftly followed by 
banking union. Hankwind have politicians ever turned down an IMF-blessed demand that they 
expanded their economies? Underlying everything was a background gestalt that Maastricht was 
in large part Germany Renewing its commitment to the closer integration of Europe In the 
aftermath of the rest of Europe's strong support of the Bundesrepublik's absorption of the 
German East, And that if it turned out that somebody need to pay somehow for not clearly 
foreseen consequences of Maastricht, Germany would pay. 



 
It may well work out. 50 years From now historians may well be writing that the mastery treaty 
was a gamble, but a gamble that turned out well. 
 
Perhaps not. 
  
And surely most of it right now is the consequence of the fact that the princesses and princes of 
Eurovia were indeed looking out the window and gossiping on Facebook while history taught the 
lesson. 
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