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CHAPTER IV

Sound Money is Gold

The most significant political event of the twetiieentury has been the loss
of the concept of individual rights in the Unitetht®s.

It is now commonplace to totally ignore what then€titution says about
individual rights while concentrating on a distariaterpretation of the
general-welfare clause that prompts thousandsasf lreandating economic equality,
guota systems, hiring practices, pay scales, inseraules, and a lot of other
nonsense. (Chapter 1)

Running a close second in harm done has been teuvémtionist foreign
policy pursued throughout most of this centurg. this policy of meddling overseas
and entering carelessly into "entangling alliaricagainst which George
Washington so rightly warned, that has caused soymanecessary military
casualties and greatly jeopardized America's sgci€hapter 2)

The most important economic event in this cent@ay been the rejection of
the gold standard, along with the establishmeiat pdwerful central bank. The
United States has led the world to the brink cdficial collapse by ignoring the
Founding Fathers' directive to avoid paper mondwe @stablishment of the Federal
Reserve System, our central bank, in 1913, andesuiesit deliberate elimination of
the gold standard, has permitted the accumulatiaielot around the world on a
scale never known in the history of man.

The irredeemable dollar, used as the reserve ay@rihe world since
1945, has allowed all nations of the world to Wwih inflation
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and deficits of gigantic proportions. Although #ige of today's problem is
overwhelming, the seeds of destruction were plaagty in this century when the
special interests, who are served by paper mostgbhleshed the Federal Reserve
System.

America is destined to pay a price for our extrarddiving through a
depression of gigantic proportions. The issuesdividual rights, foreign policy,
and monetary policy are not separate entities. Wheerisis hits, we will be forced
to reassess all our values and once again rek@teds the Founding Fathers did
200 years ago. Careful study and understandingooietary policy is crucial if we
hope to effect positive changes during the nexadec

The Constitution and Money

The Constitution allows for a silver or gold stardjgrohibits paper money,
and does not authorize a central bank. Congressigitly given power to coin
money in Article 1, Section A, but no similar poweais given to print fiat money.

The low respect for constitutionally guaranteed
individual tightsis precisely the same reason we as
a nation have totally ignored the admonitions and

directives of the Founding Fathers regarding money.

The debates at the Constitutional Convention gleadicate a rejection of
the proposal to "emit bills of credit” (irredeemalplaper money). Even without the
Convention's specific vote rejecting paper monespexific authorization is required
if paper money is to be issued, since the Tenth#dment prevents Congress from
assuming power to create money and credit outinfdin as it does today.

In Article 1, Section 10, the Constitution expligiprohibits states from
emitting bills of credit and directs all statesus®e only gold and silver coins as legal
tender in the payment of debts.

The low respect for constitutionally guaranteedvrttbial rights is precisely
the same reason we as a nation have totally igrtbeeddmonitions
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and directives of the Founding Fathers regardingeyo

The Founding Fathers were well-informed and wecevering from a
currency crisis with the continental dollar wheeythmet in Philadelphia to draft the
Constitution. "Not worth a continental” was an omgpreality for all of the
attendees. Interstate trade barriers and runaviiayiam with the continental dollar
were the two main reasons the convention was cat/eédome today would distort
the intention of the framers of the Constitutiortharegard to money, but that is only
to serve the interests of those who benefit froftation.

It is interesting and important that, within thergasentence that Congress is
given the power to coin money, it is also given plogver to fix the standard of
weights and measures. Clearly it was intendedtki®atonetary unit be fixed in a
precise weight of gold or silver The phrase to ttate the value thereof" has been
grossly misinterpreted in the twentieth century.

Our leaders and courts have chosen to misintetipgephrase to regulate the
value of paper money by perpetual inflation -- eckesy of the Founder's intentions.
The phrase permits Congress to designate the ahtiomage, prescribe the weight
and fineness, and guarantee its authenticity. dasté guaranteeing an honest unit of
account (an absolute necessity for a healthy ecgh@uongress, with help from the
Federal Reserve, has guaranteed its destructionghrofficial counterfeiting.
George Read, representing Delaware at the ComstitdtConvention, wanted the
power to "emit bills of credit” to be stricken fraifme document. He thought the
words, if not removed, would be as alarming as i@k of the beast" in
Revelations.

John Langdon of New Hampshire felt equally as gframout the issue,
saying he would rather reject the whole plan thetain the power to create paper
money.

The strong motivation of the framers of the Constin, in limiting money to
gold and silver coinage, was to restore confidendemerican money after the
tragic events associated with the continental dolla

In 1792, the Coinage Act defined the dollar as 3/lgrains of fine silver.
Mistakenly, the Act also fixed the price of goldditver at 15-to-1. This concept,
called bimetallism, plus fractional reserve bankipiayed havoc with the monetary
system throughout the nineteenth century.

In 1834 the ratio of gold to silver was changed@eto-1. But this kind of
price-fixing between two commodities cannot worleg@nding on the market, either
gold or silver will be overvalued and tend to
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disappear from circulation. And that is exactly whappened periodically.

Today the free market places the ratio much higheound system needs
only to define the unit of account in one of thegous metals, preferably gold, and
the market can adjust the ratio of one to the obhnea daily basis.

Early Challenges to Gold-the Transition

The argument that gold is not practical due topttedlems of the nineteenth
century is not legitimate. Bimetallism and statd anivate bank inflation were
responsible for the problem. Twice we saw atterapestablishing a central bank,
the First and Second Banks of the United StatesmBs Jefferson ended the First
Bank of the United States and Andrew Jackson ettde&econd, and up until 1913,
we did quite well without one.

We must remember it was the government's abudeeajdld standard and
bank privilege that gave us our booms and buststoch the anti-gold people of
today blame capitalism and gold. Frequently duvag, governments abandon the
gold standard in order to inflate the currencyag fhe bills. This was certainly true
during our Civil War, even though the Constitutgimes no authority to inflate and
strictly prohibits anything but gold and silver iindoeing used as money. This Civil
War suspension was the first time since the adoptfdhe Constitution that our
government had tried to make paper legal tenderjtgsrompted the historic legal
tender cases.

Chief justice Salmon Chase in one of the legaléecdses said:

Most unquestionably there is no legal tender aedetisan be no legal
tender in this country under the authority of thevernment of any
other but gold and silver, either the coinage afraints or foreign
coins at rates regulated by Congress. This is atitotional principle
perfectly plain and of the very highest importariCiee states are
prohibited from making anything but gold and sileetender in
payments of debt, and although no such expressdubyiion to
Congress, as yet Congress has no power granteahtthis respect but
to coin money and regulate the value of foreigmc@iongress
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has no power to substitute paper or anything @lsa toin as a tender
in payment of debts and in discharge of contracts.

Since Congress has no power other than that whiahthorized by the
Constitution, it's obvious that it has neither power authority to make paper legal
tender as it has done for the last seventy-fivesyea

Throughout the nineteenth century, the U.S. mawetha gold standard,
although imperfectly. Anytime the system was abusedler minds prevailed and
we returned to gold. This always involved a costl panics and crashes occurred
periodically. However, the government followed aths-off economic policy during
the nineteenth century and the corrections weré.swi

Even the major changes after the Civil War, with teturn to gold
convertibility on January 1, 1879, were done smigoffhe philosophy of runaway
deficits had not yet been accepted by the peoptkitze people trusted their elected
officials.

Finally, the Panic of 1907 was instrumental inigetthe U.S. Congress to
pass the Federal Reserve Act of 1913. Insteadedd\ilift correction characteristic of
the nineteenth century, the Federal Reserve Aarashn the age of great
depressions, rapid inflation, and massive governnméerventionism in the
marketplace.

After the Wall Street panic of October 1907, thees a cry for reform of the
monetary system. The financial manipulators saw tf@nce to establish a central
bank whose control would be "private” and unint@tiby congressional action. The
deal was struck that if the central bank accomnemtiabngressional spending,
Congress would leave the bank alone in its comtirtthe money. Public pressure
prevented total control over money and credit atirece, but the plans were laid for
the disintegration of the gold standard which waalized in August 1971,
fifty-eight years after the passage of the Fedeeserve Act.

The Monetary Control Act of 1980 codified the pogvérat the Fed assumed
over the years and filled the vacuum created bg'gaethronement. This law
greatly enhanced the powers of the Federal Resexdenade the problems of
central banking worse.

It's more than a coincidence that the money sugglyneasured by M1 (cash
and checking account deposits), has more thardrigihce 1971; gold has gone up
more than tenfold. And yet the most serious proBlarherent in central banking
have only begun in the United States.
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The Origins of the Fed

The Federal Reserve cartelizes the banking indusiiowing individual
banks to inflate together, earning them and theegonent enormous profits, while
making sure that they are never held accountabliéné&r fraudulent practices.

The Federal Reserve cartelizes the banking industry

Here's how we got saddled with this monstrositythimearly 1900s -- during
the so-called Progressive Era -- the U.S. governinegan a radical program of
intervention into the economy. Pundits hailed #idostering a new "spirit of
cooperation” between business and governmentctntfee new system was a
precursor of socialism and fascism.

Government-business cooperation took several foathef which conferred
special privileges on favored firms, insulatingrthi'om the competition of the free
market. Individual businesses and whole industabbied and bribed government
officials for laws that benefited them at the exgenof the consumer, and the whole
operation was sold to the public as anti-monopadasures. This illegitimate and
unconstitutional process happened time and timaagad government intervention
became a permanent part of manufacturing, railrcagisculture, and many other
industries in the U.S.

This was the era when the U.S. free market receaMegiting and, for lovers
of liberty, its effect was much worse than the N2eal's.

In the free market, opportunity is granted to alll privilege to none. Laws
affect all equally, businesses seek to meet thdsnekthe people, and the consumer
is king. But in a system of government interventimaustries are no longer
accountable to the needs of the people. They resgecial privilege and status
from the State. They are guaranteed profits, priaed sales. Liberated from the
dictates of the people, businesses are free tdqgadhiemselves in plundering
consumers. These were the years of many evilsndegne tax, "making the world
safe for democracy” through World War |, centrdi@a through direct election of
Senators, the imperial Presidency, Prohibition, thed-ederal Reserve System.
Academics, as is still the case, provided intellattover for these
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crimes. Thornton Cooke, writing in the pro-big-gowvaentAmerican Economic
Reviewin 1911, explained why banking needs to be can&dl "American banking
has made little use of the principle of cooperatiat for a generation that principle
has been the greatest single factor in American@oes." The railroads have their
"community of interest arrangements" and manufaufuihas been integrated” so
now, he said, it's time to consolidate banking.

But in a system of government intervention, industries
are no longer accountable to the needs of the people.

Cooke was arguing for a government-enforced bangamtgl, similar to the
railroad industry's. The new "collective spirit"tble American economy naturally
leads to centralizing money and credit to arguébok cartelization:

American banks, however, remain independent, almsokited
units. The effect of isolation has been heightdmethe lack of
power in any of the 2,300 units to issue a crediénlt is
unnecessary to rehearse the arguments showinguhbaink note
currency is absolutely inelastic ... There is nm country bank,
however small, that has assurance that any comespb, however
large, is powerful enough to save it if it needd@rsgin a general
panic.

Cooke's arguments were typical, repeated agairagaith, by promoters of
the Fed. They said: the current system was inadegitiavas out-of-step with the
times, it caused banker isolation, and most impdistabankers needed stronger
guarantees of monetary inflation when it was negdedthey wanted bailouts and
guaranteed profits.

About the then-current National Banking System (NE3oke was lying. In
fact a true gold standard monetary system with atrfree banking had not existed
since two decades before the Civil War. The NB&albt represented a halfway
point between free banking and central banking. Axéd have problems, but these
existed because of the government.

Chiefly responsible for passing the National Bagkéct of 1863 was
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Ohio investment banker Jay Cooks, who gained argavent-granted monopoly on
public debt underwriting. His success in the bouosifess gained him enormous
influence with the Republican Administrations dgrthe Civil War and after, and
especially with Salmon Chase, Secretary of thestngafrom Ohio and Senator
John Sherman from Ohio. Together they were abprish through Congress and
past the public the National Banking Acts, all dfieh would benefit banking
tremendously. Fractional reserve banking was gueearby the govemment at 15
and 25 percent reserves. A 10 percent annual taxab@ bank note issues was
required, to force state banks into the NBS. Leégjadler status was imposed on the
National bank notes.

There was plenty of government intervention inltheking system already.
The banks were not "isolated” and independent@advocates of the Federal
Reserve Act suggested.

Because of a general dissatisfaction with the N&®king reform
movements began to emerge in the 1890s. Most inat@ccounts tend to
concentrate on the political movements for refdrke the pro-inflation free-silver
position of Bryanite populism and the argumentsliier“correct” gold/silver ratio.
The future, though, did not lie with these politinaovements. The reform to follow
was more far-reaching and more fundamental.

Most of these vocal political movements had dietland were rejected by
both parties by 1914. From the beginning of theatielthe business and banking
community who wanted cartelization opposed the dgerf the political movements
without any equivocation. Bankers wanted refornthef banking system, but of their
own kind, for their own ends.

Many proposals for monetary reform were preseragddngress after the
NBS-generated monetary panic of 1893, all of thesighed by elements within the
banking community. There was ignorance concerriiegcomplexities of banking
from virtually every other sector. Typical was Thece Roosevelt who, like many
politicians, bragged of his ignorance saying: "I intend to speak ... on the
financial question -because | am not clear whatin.." Among the first to call for a
modern totally centralized bank was Lyman J. GRgesident McKinley's Secretary
of the Treasury and former president of the AmeriBankers Association.

The central banking movement began to grow a yefaré the Panic of 1907
in New York. Jacob H. Schiff, an investment bankersuaded the New York
Chamber of Commerce to advocate banking reform.
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A committee was established, led by the most pawerestment and commercial
bankers in New York, which concluded that the sofutay in establishing a central
bank "similar to the Bank of Germany."” The Chairno&the Board of Chase
National Bank (now Chase Manhattan), A. Barton Heppbcame next with his plan.
He did not openly advocate a central bank; he ucgeating regional
clearing-houses that would issue bond-securedmtyr@ varying amounts. These
would be guaranteed by a common fund built up kgdan the notes.

The Panic of 1907 brought about a sudden lossrdfdence in the banking
system, and the bankers seized the moment. Nogawerhowever, wanted further
centralizationThe New York Timestanding alone, concluded that government
intervention in the economy at all levels was resge for the loss of confidence.
Their opposition to a central bank was snuffed dbey were, of course, speaking
against the desires of the Establishment of powbtfsinessmen and bankers.

The Time$olled Congress and found that they were eithanotinghly
confused, had a limited understanding over monetHiayrs, or that their proposals
were too vague to characteriZzde Timedglid find, though, there was a consensus
that any changes should be in the direction ofirimiate connection between the
currency and legitimate trade. "They wanted "et#tgtl' the ability to inflate on
demand. Into this vacuum stepped influential basiker

In 1908 Congress passed a bill similar to Hepbuypias called the
Aldrich-Vreeland Act. (Senator Nelson Aldrich [R]RV¥as the son-in-law of John D.
Rockefeller.) It was established as a temporarysonesto provide liquidity during
emergencies. It wasn't used until after the FedReakrve was established six years
later, so the measure was relatively insignific&ott it did contain a clause that
would prove to be highly significant. It called falNational Monetary Commission
to study the National Banking System and make reegendations for future
monetary reform.

The National Monetary Commission (NMC) was comptisénine senators
and nine representatives. Heading up the commiskading the seat as chairman
was Nelson Aldrich, Rockefeller's "man” in the Sené&s with most congressional
commissions, much of the work was done by intaligistand powerful figures from
outside Congress who came in to help with reseandhwriting. Among these were
Henry P. Davison, a J. P. Morgan-partner, and GebtgReynolds, president of the
American Bankers Association.

Also associated directly or indirectly with the NM&re the most
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vocal advocates of centralized banking reform: OWISprague of Harvard, Edwin
W. Kemmerer of Princeton, M.L. Muhleman, James keaae Laughlin of the
University of Chicago, H. Parker Willis of Washiongt& Lee University, Thornton
Cooke, William A. Scott and many others.

The Commission produced a huge pro-central-bankrdeat, assumed to be
definitive, though really a boring monetary histaryder the National Banking
System. The document's real function was to ses\tbeaunanswerable critique of
the status quo. Today, the Federal Reserve's owo&es and Functions of the
Federal Reserve System identifies the Commissies&arch as the primary
historical case for establishing the Federal Reserv

The Commission was given an unlimited budget aonddinvestigative
power, and they used them in part to travel to perto observe their central
banking systems. It was during these travels teatfr Aldrich educated himself
about the intricacies of central banking and becamepen advocate of central
banking.

The bankers themselves were not unified on thaggeature of the reform
they wanted. And by 1909, as an issue, bankingmetbscussion was limited to a
small segment of the banking community. The bangeasched the whole year for a
unified plan which they could support, and by thd ef that year, they emerged
unified. Their communications were generally aitiedugh the Banking Law
journal.

Several ingredients tied all reform plans togethentral banking, the ability
to inflate, and regional banking centers of theetgpdorsed by the American
Banking Association. Also important among the baskeas avoiding the
appearance of a banking system controlled by Wedle® This was a strategic move
designed to avoid the strong anti-Wall Street seait in America at that time.
During 1910 the issue would have been dormant wewa for the influence of Paul
M. Warburg, who played a primary role in establighihe Fed. He emigrated from
Germany and became a member of the distinguish&drizahouse of Kuhn, Loeb
and Co. Long an advocate of central banking, hisnokthe-scenes work propelled
the NMC toward the direction of the German banlergerience.

Warburg argued, as do current advocates of cdmdraling, that certain
sectors of the economy are unnecessarily straingdgisome seasons but not in
others. For example, he argued, certain cropsitkeat are harvested seasonally,
and merchants and buyers are strained for sufficesh to purchase what they
might need for supplying the commodity
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during the upcoming months. The farmers then kelkiheat for below market
prices, "dumping" it, which ultimately causes cgaliprice fluctuations within the
market for crucial commodities. These market flatitons cause losses in all sectors,
producers and sellers, and provide a disincentiyeadduce.

I nflating the money supply benefits the banker
who isin charge of distributing credit

Would an emergency currency help solve the problamWarburg says in
his 1907 pamphlet "A Plan for a Modified CentrahRg it would not because
during a crisis "the run of the depositors wouldénbeen carried into the ranks of
the note holders, to the disaster of the entireey@ystem. The answer, he says, lies
in patterning the American banking system afterEheopean model, in which
money as credit is centralized and circulating si@te issued against sound
commercial paper. These notes would meet the additdemand during seasonal
changes, and the amount would naturally contrathesbligations are paid off.

As Warburg explained:

Most of the paper taken by the American banksatifisists of simple
promissory notes, which rest only on the credihef merchant who
makes the notes, and which are kept until matibgtthe bank or
corporation that discounts them. If discountedlahay are generally
passed on without endorsement, and the possibflgglling any note
depends on the chance of finding another bank winia} be willing
to give the credit. The consequence is that whilEurope the liquid
assets of the banks consist chiefly of bills reablg, long and short,
which thus constitute their quickest assets, theAean bank capital
invested in commercial notes is virtually immoleliz

The proposal was then for a modified central banth) shares to be owned
half by the U.S. government and half by the nafitwasaks, and a capital base of
$50-100 million ($1 billion in real terms). The Bawould be a depository for the
Treasury and also be a bank's bank. It
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would be able to issue notes of legal tender statusse notes would circulate the
process of banks' exchanging them for commercidipandorsed by a member
bank-limiting the number that could circulate ay given time. The commercial
paper itself could also serve as money, if doubly @iply secured by the
endorsement of the bank. It would do so by theviddial bank itself issuing a note
verifying the holding of such commercial paper.Séventually became the
foundation of the Federal Reserve System.

The bankers, by now more properly called Banksteasited the ability to
inflate together uniformly. Why inflate? In the sanvay counterfeiting benefits the
counterfeiter, so inflating the money supply betsetie banker who is in charge of
distributing credit.

Warburg as much as admitted that was their goal:

We need some centralized power to protect us agatiners and to
protect us from ourselves-some power able to peofodthe
legitimate needs of the country and able at theesime to apply the
brakes when the car is moving too fast.

Under his system, he assures us, banking criseklweuminimized, if
noticed at all.

Whatever causes may have precipitated the ..s¢Rsinic of 1907], it
is certain that they never could have brought abmibutrageous
conditions, which fill us with horror and shamew¢ had had a
modern bank and currency system.

Further, he argued, America was way behind, arkeép up with
modern" banking methods, the National Banking Sygtet America “at the same
point that had been reached by Europe at the tirtteedMedicis, and by Asia, in all
likelihood, at the time of Hammurabi.”

Warburg always insisted his plan did not provided@entral bank, but
rather a "modified” version. His plan, though, @néd the elements considered to
be part of centralization: all reserves would betaaled by central authority,
enforced through governmental, i.e., coercive, ragan

Warburg's brother-in-law became the chief advooétie plan, Edwin R. A.
Seligman of the investment banking family J. & Véli@nan and Company.
Seligman was chiefly responsible for assuring thielip
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that Warburg's plan did not involve total bank calation and that his modified
version would not be controlled by Wall Street.d@ll recently showed 59 percent
of the bankers wanted a system that appearedftedé&om "Wall Street or any
monopolistic Interest.")

During the year 1910, the NMC was releasing itppsals for monetary
reform. Their plan bore remarkable resemblance séobitg's. It called for
substantial backing of notes with commercial pap#rer than public or private
bonds, and banks would obtain money through salediscount of "notes and bills
of exchange drawn for agricultural, industrialcommercial purposes, and not
including notes or bills issued or drawn for thegmse of carrying stocks, bonds, or
other investment purposes. "

The new bank, the National Reserve Association,twvéssue notes secured
by one-half gold, and a technical provision wouldwa banks to back currency with
U.S. Government bonds at par value to the extehalbttheir value. This
little-noticed provision would later become theibad open market operations in
the Federal Reserve System.

The authority over the quality maintenance of netesld rest entirely with
the NRA. On the issue of the quantity of notesiinutation, the Commission again
adopted the view of Warburg: market demand for ganeuld determine that by
member banks' rediscounting their commercial pajitér the National Reserve
Association and issuing notes on that basis. Tphemaould mature and the notes
expire after demand returned to normal.

The only disagreement that occurred between
the conferees at Jeckyll | land was over the
issue of partial or total centralization

The Commission offered a seventeen-point criticvgith- alternatives-of the
then-current banking system. They complained, fangle, that the current system
"has no provision for the concentration of caslemess of the banks and for their
mobilization and use wherever needed in time aftile.” What they tried to make
appear as a shortcoming was actually a blessingeasw know.

Rockefeller and Warburg played a greater role endfafting of the
Commission's actual bill than providing passivelilectual influence. Just before the
release of NMC's final legislative recommendations,
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someone associated with Aldrich (no one knows vgioposed getting all leading
big bankers and advocates of banking reform togétine secret meeting and
drafting a bill. The super-secret meeting was thidld at the Jeckyll Island Club in
Georgia. The press reported only that they weraggthiere for a duck-hunting
expedition. The members all assumed names andedawr a private railroad.
During that week at the luxury resort, the billttHee Commission would release
(what would later become the Federal Reserve Aag) dvafted. Among the shady
participants at the important Jeckyll Island megtirere:

Senator Nelson W. Aldrich (Rockefeller in-law) Hgiit. Davison
(Morgan partner)

Paul M. Warburg (Kuhn Loeb & Co.)

Frank A. Vanderlip (VP of Rockefeller's NationaltyBank)
Charles D. Norton (president of Morgan's First hiadil Bank of
New York)

A. Piat Andrew (Harvard economist, assistant torislidon the
National Monetary Commission, and banking expert)

The result of this meeting was the Commissionlisthié Aldrich Plan, the
basis of the Federal Reserve Act. The only disagee¢ that occurred between the
conferees at Jeckyll Island was over the issueadfagb or total centralization. All
wanted total centralization, but some were mordipally astute than others and
knew that Congress would never approve of a totadlyker-controlled central bank.

Senator Aldrich, who strangely did not understamy wentralization could
not be presented outright, was overridden by theemolitically astute Warburg,
who endorsed the Morawetz version of regional bamkienters under the cover of
decentralization. The board of directors in thegjioal Aldrich plan was to be chosen
solely by bankers, but that was later changedarsfirit of decentralization to make
half of them appointed by the President of the &thiBtates.

The bill was delayed for one year and finally preéed before the Congress
in January 1912 so that support for the bill cduddconsolidated. This was done by
means of a conference in Atlantic City during Feloyul911 where 22 top bankers
met to discuss the Aldrich Plan. It was warmly eisdd with the resolution written
by Paul Warburg. As Gabriel Kolko says: "Indee@, ptan was endorsed at the
outset. The real purpose
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of the conference was to discuss winning the bap&mmunity over to
government control directed the bankers for thein @nds."

There was still the stigma of the bill's being gneduct of Wall Street,
Rockefeller interests, and Senator Aldrich. To edhe problem, Warburg and other
New York bankers created the National Citizens'dueafor the Promotion of a
Sound Banking System. This would be a "grassrdotdiying group headed up by
economist J. Laurence Laughlin of the Universitfbicago. Its purpose was "to
carry on an active campaign for monetary refornthengeneral principles of the
Aldrich Plan without endorsing every detail. "Thid,course, wasn't a "grassroots”
movement. It was a get-rich-quick scheme promotethé top-brass bankers in the
country.

For the first time, during the year 1911, academoonomic, and banking
journals were overflowing with praise for the AlchiPlan. In June, William Scott of
the University of Wisconsin wrote that the Aldrieftan would solve the "most
fundamental defects in our currency system, nanislyack of elasticity; the
uneconomical use of banking reserves, their cororeutith the stock market, and
their control by Wall Street.” The Plan would "tegtly increase the efficiency of
our banking reserves" and would eliminate the "effécts of our present
independent Treasury system."

According to Scott:

Persons who suspect that any measure proposechbyoBaldrich
must necessarily be designed to play into the hahtlise interests’
will look for a joker in his plan. They will haveonsiderable difficulty,
however, in finding it.

Further:

Wall Street could control the new institution obly absolutely
controlling a majority of the banks that will puede stock in the new
institution, and even then its control would be pened by the
influence of the Federal Government ... which Wwélgreat.

So the plan should be adopted because it would pimmand perfect

our present national banking system It is, theeefolear that the articles contained
all the information thought most important by thealgue, Rockefeller, and Warburg.
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Strange, isn't it, that an academic journal wotlldohcentrate primarily on
debating the economic virtues and vices of the Batlwould concentrate on selling
it to the public?

In the same issue, Harvard economist O.M.W. Spragasely aligned with
the Commission, called the Plan an "equitable me&banking reform" that reflects
"the skillful handiwork of its experienced authoEvVery specific objection or fear
which has been expressed ... has been successilly The rest of the article was
spent arguing for the placement of some regionaké€a the West to insure that
Wall Street would not control the new institutiamce again reflecting what
Warburg and Aldrich saw as the main obstacle t&lzantelization: the public's fear
of Wall Street.

Thorton Cooke's echo argued for the plan in theesaranner. He had
glowing praise for the plan and assured the retuddr'Wall Street cannot 'make
money' out of the activities of the Associatio.He bank will only "furnish
sufficient reserve of credit for ordinary seasamegds," just as Warburg argued.

In May of that year, the American Bankers Assooratpproved the Aldrich Plan
and endorsed a broader number of notes eligibleeftiscounting.

Only later in the year did a split occur within tteaks. The split was not
over the goals of cartelizing the banking industrfygourse, but again over political
tactics of doing so. President of the Citizen'sduesaJ. Laurence Laughlin was a
political realist and knew that Aldrich's name hadbe removed from the bill. H.
Parker Willis, his good friend and close aide, tiaained him about this earlier and
now Laughlin was convinced. Even Warburg later szted himself in public from
the name Aldrich but, of course, this had no begoin the facts.

The Aldrich plan was presented to Congress in Jgmafal912, but with
Aldrich about to retire and the Democrats abowvitoa victory later in the year, the
bill never came to a vote; and banking reform wdsad issue for awhile.

The Citizens League continued, though, to functisra powerful and large-scale
propagandist for banking reform, issuing pamphéei brochures all over the
country, especially in the South and West, eduggigople on the evils of the
National Banking System and the benefits of ceizidlbanking reform and a
conglomerate banking cartel.

The League's periodical "banking reform" was mauie a book with 23
chapters dealing with all aspects of banking refdsut 11 were written by H. Parker
Willis, a student of Laughlin's, who received $1000
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(over $9,100 in real terms). Willis had taught aadifington and Lee University, and
two of his ex-students recommended Parker to th#ier to be his administrative
assistant. Their father was Carter Glass of Viagiranking member of the House
Committee on Banking and Currency. Willis accept@ldss needed an assistant for
two reasons: first he had no technical knowledgiebanking business, and
secondly, he was given responsibility of considgrnmonetary reform and working
against the efforts of Arsene P. Pujo to assigrptbblem of banking reform to the
Pujo Subcommittee who was soon to hold hearingt®fiMoney Trust. "

In June of 1912, Willis drew up a bill for Glassdareported to Laughlin in a
letter: "After a good deal of talk with Mr. Gladsjrew up a bill along the lines of
which you and | spoke, and turned it into him." Fwgo committee swung into high
gear with its investigation into alleged abuse @ivpr emanating from Wall Street.
The result, though inconclusive, was to stir thbljgunto a frenzy over Wall Street.

Through some remarkable "spin control,” the news&lagislation (the Fed
bill) was promoted as an anti-Wall Street bill,Iding on a foundation established
earlier with the Aldrich Bill. The Pujo Committeever won the legislative control
from the Glass Committee, which still left Glase.(i Willis, Laughlin, and
ultimately Warburg) in charge of the bill.

A final bill setting up the Federal Reserve wasspdsn December 1913 by a
large majority in the House (the Aldrich Plan ahd Glass bill were virtually
identical). As Kolko says:

The entire banking reform movement, at all crustages, was
centralized in the hands of a few men who for yege linked,
ideologically and personally, with one anothethe major function,
inspiration, and direction of the measure was toesthe banking
community in general, and large bankers specificall

Who authored the bill? No one knows. The controyemang up
immediately but was never resolved.

H. Parker Willis later denounced the institutiortioé Federal Reserve and its
inflationary policies and became extremely critigsst prior to the great depression.
Laughlin also attacked the Fed during his latergeathough like Willis, not to the
extent of repudiating his own role in its estabigmt.

There is one reason why we have a Federal Resgstenstoday, and it has
nothing to do with what the Fed's publications Saye Federal Reserve exists to
give a special privilege to the banking industrpdA
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they have profited greatly from it. But at what erpe? The banksters have deluded
the value of the 1914 dollar to about eight ceatsl its value is still shrinking.

As the Federal Reserve expands the money suppédutes the value of all
existing dollars. The process happens, though,amgwecause not all prices rise at
the same time. The first party to get the new maragyspend it at its old purchasing
power. Only after filtering through the economy sitlee money bid up prices for
goods.

The Federal Reserve existsto give a
special privilege to the banking industry

But who gets the new money first? Who experienicesbon from the credit
injection? The bankers and insiders, of courseyTmuldn't have it any other way.

As Ludwig von Mises has shown, the Federal Ressriesponsible for the
business cycle as we know it today. With credéatipns, the Fed lowers interest
rates causing businessmen to invest in new catapment. They produce goods
that consumers can't afford, and they eventualky that their plans don't pan out.
This process spreads throughout the entire ecormmicreates ever-growing waves
of booms and busts. A gold standard economy wduhdn'e such a problem.
There is no economic, constitutional, or moralificgttion for giving special
privilege to big bankers over the rest of busirssdustry. They should be subject
to competition in the free market, and the legalstmints against fraud, like
everyone else.

The Nature of Money
According to Ludwig von Mises:

The gold standard makes the determination of merpy’chasing
power independent of the changing ambitions andrites of
political parties and pressure groups. This isandéfect of the gold
standard, it is its main excellence ... What gorents call
international monetary cooperation is concertetadbr the sake of
credit expansion.
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The most important role money plays is that of aion@ of exchange. It also
serves as a measurement and storage of value. Maceyrding to Mises, must
originate in the market as a useful commodity isheorto function properly.

The most acceptable liquid commodity always becomesey. The
particular commodity has varied from culture totatre, but gold has been
overwhelmingly chosen as the favorite with silvei@se second. Even today in an
age of official gold hatred, we find gold is heldliuge amounts by the central banks
of the world as well as by the International Momgteund.

Whenever | proposed the public sale of the treagaly or the return of the
IMF gold to the United States, the paper-money adigs correctly retorted that
they could not give up the gold because it wagytheernment's only asset.
Politicians may warp a monetary system to theingkbut they cannot repeal
economic laws that determine the nature of monaythTabout money cannot be
changed by legislative shenanigans. Distortion@mduption through monopoly
control can benefit the few at the expense of nfanjong periods of time, but
eventually the irrefutable laws of nature will win.the process of monetary
debasement and the subsequent resurgence of cotymnaxtiey, tragically, a great
price must be paid by many innocent people. If arktd recognize the serious
importance of money, the reforms needed will baykd and the suffering
prolonged. However, an opportunity is presentisglitsince the system no longer
can endure, and the necessity of monetary refoupas us.

Commodity money is precisely defined and has rakles This makes
economic calculation and modern commerce possileen money is depreciated
and its value deliberately destroyed by increagmgupply, we have inflation, and
prices go up. This creates conditions which areasdiad as if we had no money at
all, but much worse than if we had a commodity nyo@ontinued inflation will
eventually reach a stage, if policies are not cednghere the dollar will not
function and we will be forced back to barteringaslless of our desires. Then the
conditions will become worse.

Money, when its value varies dramatically due teggament manipulation
of its supply, fails in its key role as a mediumeathange and as the common
denominator in economic calculations. The more igetree inflation, the greater the
difficulty encountered.

Man's ingenuity is remarkable for adjusting to thanging value of
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money in the short run. In the long run it gets endifficult. If inflation is getting out
of control and the monetary managers refuse, gsubally do, to stop the inflation,
politicians inevitably resort to wage and price ttols, the worst thing they can do.
The conditions that result from controls are simitathose existing as if we had no
money at all. Bartering then will be resorted td &tack markets will arise, since
money's function of serving as the medium of exgedms been removed.

The nature of money must be understood. Just gad#ise cannot operate
without freedom of speech, the economy cannot épevihout a sound monetary
system.

Even though today's price inflation is still coresied moderate, more and
more citizens are resorting to bartering servicebgoods domestically and
internationally. Our tax code and IRS harassmeocb@rages this activity, but the
difficulty in calculating business transactionstwén unstable money and an
international-floating-exchange rate acceleratesttbnd.

Money must be part of a whole concept of freedoth@msistent with it; it
cannot be separate. When prevailing political aswhemic attitudes promote deficit
financing on a grand scale, along with governmennemic planning, sound honest
money is impossible.

Sound money is characteristic of a free societyantarket economy. Under
a dictatorship and socialism, government force bddky a gun can pretend to
dictate production, regulate distribution, set @sicand force its citizens to use
anything it wants--even pieces of paper for money.

When a society accepts irredeemable fiat moneycande sure the
fundamentals of freedom itself are being threateaed it's only a matter of time
before an abusive dictatorship emerges that canalbhspects of our lives if the
concept of fiat money is not rejected.

Under the chaotic conditions that result from itifla of the money supply,
government force substitutes for the practical peaceful method of setting prices
in distributing goods. All decisions become pohlticmot economic, and reason and
justice are both rejected.

Ludwig Von Mises was the first to show that sosialicannot achieve the
very complex calculation required to establish ak®igprice. Free choice in the
market is the only way economic calculation can e@nout. The market is
remarkable and can overcome great obstacles piacesdvay by government
manipulation of the money supply, but it cannotliis indefinitely.

F. A. Hayek, another great Austrian economist andent of Mises
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was asked if he thought the United States woule&e&pce runaway inflation as
seen in Europe in the past:

Oh, | believe | can assure you that you'll neveryperinflation in
the sense in which the Germans experienced itIMwabably get
something much worse. You see, an open inflatiomhith prices
are allowed to adjust themselves to an increatigeiguantity of
money, is a very great nuisance and very disturlisog so long as
the market is allowed to determine prices, the eopncan still
function.

There is something much worse than an open inflaitd I'm
afraid that's what you're headed for, a continnedsiase in the
guantity of money with government prohibitions agiprice
rises-repressed inflation" as | like to call it.ig'Fs a situation in
which the process of monetary expansion continugsgovernment
clamps down on one price after another, believinag it can disguise
inflation by not allowing prices to rise.

Hitler followed this practice throughout his regini¥espite
the colossal monetary expansion, prices remaintanhbecause
people were shot if they raised prices. As a rakelivhole
self-ordering system of the market was suspendestead of having
to pay higher prices, people had to submit to iamatg system. It
meant not getting things at all rather than havmpay higher prices
for them. You are probably marching into such d@esysof wage and
price controls, where prices and wages cease app®priate guides
for economic activity; where scarcities no longemfiest themselves
in high prices but in nonavailability of what yowant. It will be
rationing by ration tickets instead of cash in ypackets.

We already see this happening in the United Staitdsthe distribution of
government-paid hospital care.

Even though the market adjusts to government iseea the money
supply, it cannot do so indefinitely, nor can itstofairly. Although current market
mechanics permit the economy to function, avoidiognplete economic collapse,
these adjustments cannot prevent distortion anaiménsfer of wealth that
continually gnaws away at the social fabric. Witkoaind currency and market
economy, everyone who is honestly seeking a libiagefits and only those looking
for a shortcut to riches
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suffer.

If tampering with the money supply affected eve@qgually -- as was
supposed before Mises demonstrated differentlpd-ifprice controls were never
imposed, the detrimental effects would be limitedeed. However, this is not the
case, for one group always benefits at the expeinaeother under the condition of
inflation. It never serves the general welfarentitate a currency, but it does benefit
power. Even though this is the case, exact predistas to who and to what degree
each group will benefit or suffer are not possible.

Money had always been thought to be "neutral” &edptice of a product
depended only on the supply and the demand ofdbdgysold. The supply of
money was not thought to be critical in determirtimg specific price. This was even
tacitly accepted by the early Austrian economists,it took Mises to prove the
non-neutrality of money. It was thought that if negrwere neutral and the money
supply changed, all prices changed simultaneotd$iis. is the current monetarist
view.

This very important fact is critical because it kps why inflation becomes
a tool of the special interest and is so unfaialdb tells why it is so destructive and
yet so persistent. Mises explains:

A change in purchasing power of money causes patdgferent
commodities and services to change neither simediasly nor
evenly, in that it is incorrect to maintain the obas in the quantity of
money brings about simultaneous and proportionahghs in the
level of prices.

Expanding on this in his great book Humanigkg Mises says:

As money can never be neutral and stable in puircha®wer, a
government's plan concerning the determinatiomefjuantity can
never be impartial and fair to all members of styci#&/hatever a
government does in the pursuit of aims to influetheeheight of
purchasing power depends necessarily upon thésplersonal value
judgments. It always furthers the interest of sgrips of peoples at
the expense of other groups. It never serves \shatlied the common
wheel or the public welfare.

When money is manipulated at will by the politicgait always leads to
chaos, unemployment, and political upheaval. Ferriason it is
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imperative that we identify a money that cannoabesed, that prohibits inflation,
and allows responsible working citizens to prospet,the deceitful.

Dr. Murray Rothbard says that one of the world'snimportant lessons to
learn is the simple fact that, "Money is a commygtiiand this commaodity is unique
in that it is demanded mainly as a "medium of ergea "

Either the money managers in Washington today haver learned this
basic fact or they think they can defy the econamigerative that says we must
have a commodity for money or face inflationaryaha

It is generally said that money must also measndestore value; yet these
are simple functions supporting the one essentraitfion of money-acting as a
medium of exchange. Prices are expressed in mareep@ measured by it.
Money's essential attribute is that it facilitatkesle by acting as a medium of
exchange, and if it is an honest money, it willweyntrust and confidence and allow
price adjustments of various goods and serviceslationship to each other to occur
smoothly, efficiently, and fairly.

With sound money, the unit of account is stable predisely defined; the
goal is not to seek rigid prices. Ironically, albnetary managers seek stable prices
with their policies and they give us instabilityh&re sound money ignores the goal
of stable prices and yet it gives us great stgbaith growth.

The main purpose of money is not to measure amd gtdue, but to act as a
medium of exchange. When fiat money circulates, dses today, gold helps
individuals to survive by storing value. Howevéram honest currency circulated,
there would be no need for gold to be hoardedolild/be more advantageous to
invest this capital than to hide it.

To tamper with a nation's money is to tamper witbrg economic aspect of
every citizen's life: how one gets paid, how munk saves, and what one pays in
nominal terms for every purchase made. The busingds is now understood,
thanks to the work of the Austrian economists,dalbe solely to the manipulation
of the supply of money and credit by the centralkod herefore, the availability of
jobs, the rate of unemployment, the standard afdjvare all a reflection in large
part of the monetary policy a nation pursues,

Since inflation -- the deliberate depreciationhs thoney -- causes serious
international trade problems, and protectionisiwhisracteristic of an age of
inflation, it can be said that sound money goaesg way toward
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preventing international conflicts.

Inflation and nationalism have not yet gotten s@oses as to provoke
hostilities as occurred in the 1930s, but inflati®a common tool for the financing,
in a deceitful way, of unpopular wars. War, whest jand in the national interest,
and supported by the people, will be paid for tiglolegitimate borrowing from the
people or through taxation, not through inflatigvith sound money, it would be
impossible to fight undeclared, unpopular wars sagNietnam.

In all free societies, or relatively free societies,
when the people are permitted a choice, they
always choose commodity money over paper.

The question that must be answered in attemptisgdare a sound monetary
system for a nation: Is it essential that commonrigney be used and fiat money be
rejected? The overwhelming historic evidence shgsthe answer to this question is
Yes.

In dictatorships, where there is no personal lijpdrat money can be used.
But under totalitarianism sound money serves no@eic benefit because in
non-market economies, economic calculations ar@ssiple anyway. For this
reason there is no practical reason for dictatotsatre a tool such as sound money
for measuring economic value and acting as a medifugmchange. Yet, even under
the most oppressive dictatorships, market pricasbeafound in the black market.

In all free societies, or relatively free societieben the people are permitted
a choice, they always choose commodity money oapep The two, sound money
and a free society, go together. Without the onegannot have the other.

If a market economy tries to operate with an imiigffiat currency,
productivity and capital investment become veryiditt, if not impossible. As the
money is destroyed, government power and interéeramthe market increase in an
attempt to maintain order. Government officialsisef to admit that economic
planning does not work until it's too late. Andriiebecomes obvious that the
government's attempt to compensate for "printimgrnimich money" only makes
things worse.

Credit allocations, indirect or direct, never aeki¢hat which is intended.
For instance, if credit is created to build houseghe poor, a
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the number of poor without houses increases whdeshrewd businessman gets
wealthier in the process.

The bureaucrats certainly will thrive under theseditions. Deficits, run up
for so-called humanitarian purposes, will be mareztiwith more printing-press
money; the hungry will get hungrier, the poor, moir he subsequent
unemployment and the high prices brought on byetlsvise government actions
will provoke many to demand more inflation, notliaag inflation was the cause of
the problem in the first place.

The worst thing a government can impose on the@uografter the
politicians become concerned about the mess they ¢r@ated, is wage and price
controls. Controls eliminate the most importanerble market plays-economic
calculation in the voluntary setting of prices. @ots cannot substitute for the lack
of trust in the money.

Money, Liberty, Morality

Sound money is closely related to liberty and miyrtabound money, it
might be said, is only possible with liberty, aigklty is only possible with a high
regard for morality.

S. Herbert Frankel, in his excellent essay, "Moaeg Liberty," credits John
Locke as being, "the first to set out the basicahmsues raised by money," by
showing that money helps to transfer subsistenoeanics, and in the process
releases man from a narrow dependence on natuckeldwes not separate his
views on money from his great interest in persdibalty. Frankel explains this
clearly and places proper emphasis on the reldtipns

A second strand in Locke's thought which has uofately been
largely neglected, is his treatment of money assmential element in
the protection of the free personality of the indial. For Locke, the
right to possess, use, and to store up money dafaental. Like the
ownership of property, it is not conferred on thdividual by society,
but rather civil society has been established ¢beat this right.

This view is important for a proper understandihgur present monetary
difficulties.

Defending individual liberty and money together weasential for Locke, for
the two cannot be treated separately. A free sothett can
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not maintain a sound currency cannot achieve ecangrowth. Making and
keeping contracts requires money of real value,eaypdhat can be trusted at home
and abroad.

Frankel adds: "For Locke, the right to possessumedmoney is man's natural
right just as it is his natural right to preseni fproperty, that is, his life, liberty and
estate. "

Trust, or lack of it, in the money throughout tlyea has been a reflection of
the government's attitude toward liberty in genarad money in particular. When
government compels its citizens through legal-tetaigs to use a depreciated
currency in spite of the continuing erosion ofviédue, the people eventually catch
on and lose trust in the money. When this trusatally destroyed, economic and
political chaos result.

For orderly trade to occur, the monetary unit ninzste a precise definition in
order to prevent wild fluctuations in prices antenest rates. Clearly, the change that
the U.S. dollar has gone through in the last tweades certainly cannot be an
example of stable money.

From an historical viewpoint, whenever
the people had something to say about
it, they demanded commodity money.

Trust in money cannot be achieved by hollow goveminpromises to print
less money, tax less, spend less, or fix exchaatgs.rit will require a money that
the people control, not the government or the bamkdistory proves that
governments rarely fulfill their responsibility maintaining the value of money,
whether they gain this power legally or surreptisly.

Even when gold was used, governments changed lweand were not
always disciplined by it. Even though the ninetbesgntury was our best example of
a time when the world accepted the notion of reah@y, and governments followed
the rules relatively well, our leaders violatedsttrust and tampered significantly
with the money during the Civil War.

From an historical viewpoint, whenever the peogd Bomething to say
about it, they demanded commodity money. If a govent abuses a gold standard,
the people react by taking possession of the geddf|
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which places restraints on the monetary authorérescalls a halt to the fraud.
However, governments knowing this, usually attagkspnal liberties (as they did in
the United States in the 1930s) by prohibitinggheate ownership of gold and
reneging on its bad gold-clause promises-thus rémgdhe real protection of a gold
standard.

The most important characteristic of sound monelgaestrust associated with
it. Even paper money works when the people unknghyitrust it. Lack of trust in
the money is translated into what is called "inflaary expectations.” This term
directs one's thinking to the impending price hikesand to come in the near and
distant future. "Inflationary expectations" would better called the anticipation that
the money will be further destroyed by the arbitriacrease in its quantity by the
government. As inflation worsens, more and morefgebecome aware that
irresponsible government spending and deficitstageeasons behind the increase in
the money supply. Until the people understand alig\e that government will
mend its ways and live within its means, they widhtinue to "anticipate that the
money will be further destroyed. "

When everyone loses trust in the money, the whaltem breaks down and
currency reform becomes necessary. There is dis@mi chance that this will
happen by the 1990s.

Inflation and the Poor

Henry Hazlitt in Economics In One Lesson points ooy unfair inflation is to the
poor:

The poor are usually more heavily taxed in peraggntarms
than the rich, for they do not have the same méarn®otecting
themselves by speculative purchases of real eguitiene rate of the
tax imposed by inflation is not a fixed one: it nahbe determined in
advance...

Like every other tax, inflation acts to determihe tndividual
and business policies we are forced to followidtdurages all
prudent thrift. It encourages squandering, gamblmgl reckless
waste of all kinds. It often makes it more profl&ato speculate than to
produce. It tears apart the whole fabric of st&alenomic
relationships. Its inexcusable injustices drive ramard desperate
remedies. It
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plants the seeds of fascism and communism. It lessto demand
totalitarian control. It ends invariably in bittéisillusion and collapse.

Even if by some quirk paper money provided a naeebeto the economy, it
would still have to be rejected for moral reasdrse power to create credit out of
thin air is the moral equivalent to counterfeitidgplying the Robin Hood ethic,
robbing the rich to help the poor, cannot justifg process. Money creation dilutes
the value of money already earned. It is a dedddfy unseen by all but a few and is
equivalent to a farmer diluting his milk supply vivater. Counterfeiting is a
criminal offense when a private citizen attemptsuitd the same rules of conduct
should be applied to government or Federal Res#figals. Inflation never helps
the poor as is intended and enriches a specia alasd the collapse.

There are no-long term benefits to inflation sditatians should never be
tempted to endorse the system. But since thergham-term benefits to inflation to
some special interest groups, this makes the teéimptaresistible for the politicians.
The pain and suffering that comes from inflatioe delayed and scattered, and the
victims are rarely aware of what's happening tontt@epolicy to which politicians
easily adapt.

Trust

Maintaining trust in the money is a must, and tae only be done when we
have a government that is trustworthy and a mooeyralled, not by the politicians,
but by the people. Trust in money usually lastgérthan one would predict. For
instance, today the money has no guaranteed wati&,functions rather well as
money due to the residual trust placed in it. Thist exists out of ignorance, as well
as out of false hopes that the government will aadly do something about the
problem.

Claims are made that the productive capacity ohtit@n backs the dollar,
but this is nothing more than wishful thinkingpliices soar, there is no way that the
currency one holds can be redeemed in somethiugloé. Even though there now
is more trust placed in the money than it desemespme point, when the people
panic, more confusion and chaos will result thamilde expected. Prices then can
rise even faster than the rate the governmentigasing the money supply. In the
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end the trust in the money is of the utmost impartain determining whether or not
the money will function in a useful manner.

Of all symbols that are associated with governmmtey is one of the most
important. Once total loss of this trust occurss ibllowed by economic upheaval
and radical social change. Frankel addressed tieaa danger:

For money symbolizes the very matrix of societyitiust or mistrust
by which the personal and political interrelatiaists members stand
or fall. Once trust in money has been lost throwbhatever
circumstances, the freedom of the men and womeadiety will be
correspondingly diminished or ultimately destroyed.

The stakes are high-not only because the econoeniefits we all receive are
threatened by not having a sound currency with wtocrade-but because of the
close association between honest money and freedaniiberty can be lost as well.

The magnificent feature of a true gold standard
iIsthat the government can always be held in check
iIf the people begin to mistrust the government.

In periods of significant inflation, the people aw@ only disturbed by the
untrustworthiness of the system, they become aafgegrtain groups that benefit or
appear to benefit from inflation. The unfairnessndiation’s transfer of wealth from
one group to another becomes more evident as fladonary process worsens. The
magnificent feature of a true gold standard is thatgovernment can always be held
in check if the people begin to mistrust the gowaent.

John Maynard Keynes maintained that the averag®peshould not be
allowed to hold gold coins, for this locks up weadind represents waste. He either
never understood the benefits of the gold stanaarde believed power over the
economy ought to be placed in the hands of bardmigyovernment officials.
Governments have a poor record in limiting the suppmoney and are forever
yielding to the temptation of financing debt by arding the money supply. Keynes
placed
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His trust in government rather than in the peopie the free-market choice for gold.

Need for Leadership

Another outstanding student of Mises, Hans Sennlnolzis bookThe Age of
Inflation, states there are "few tasks, if any ... more g to the champion of
freedom than the creation of a sound monetary sy$tehere should be no doubt
whatsoever of the need and urgency for establishisgund monetary system in the
United States and every other country claimingedrbe.

Jacques Rueff, in a 19Barron’s interview, agrees with Senholz and warns
that chances of success are limited even it aiqallieader is available to us: "If
political circumstances prevent him (the leadesjrfremerging, man's destruction is
as inevitable as that of a man falling from thef @foa skyscraper. "

Leadership is critical and great changes in hiskaye come about as a result
of efforts made by certain individuals. Yet pol#icircumstances and general
understanding by the people cannot be ignored.

Today we have an unanswered question of whetheotahe welfare ethic
and interventionism that promote the inflation syst(that so many have grown to
love) will preclude making the necessary, and sonest unpopular, decisions
required to preserve freedom and establish soungeyno

Motivation

A major reform of our monetary system must comearber to plan for that
reform, we must not only understand the nature afey, but we must understand
the motivations of those who promote paper moneliidhation.

There are four major reasons why governments aliticgams reject gold's
discipline and promote paper money:

1. The twentieth century economists have tauglegetigenerations of Americans that
gold is a relic of the past and fiat money is madand workable.

2. A gold standard limits government deficit finargcand both liberals and
conservatives, although for different reasons, reeeéntral bank
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to monetize debt.

3. The knowledgeable elite who are in charge offfifesrs of state use control of the
money to control the wealth of the nation.

4. Ignorance of what money is and how the FedeeakER/e operates prompts many
citizens and members of Congress to avoid gettimglved in the issue.

Economic Reasons

Government intervention in the economy has beescaapted policy
throughout most of the twentieth century. The degriethis acceptance was greatly
increased during the Great Depression of the 1938)difty years now, essentially
all economists teaching at our major universitiesified economic intervention,
credit creation, and deficit financing. The ressitvhat we have today: a Congress
filled with members who know little else, staffevho spout their professor's cliches,
and a press that regurgitates the same nonsense.

Interventionism clearly teaches that governmengrams are necessary to
maintain full employment and prosperity. Althoudpe fpeople choose security over
self-reliance, the evidence is clear that not alygovernment programs fail but
they are the major source of our problems.

The liberal Keynesians have grabbed the moral gighnd, and anyone
concerned about his fellow man is made to feekgiigovernment intervention is
not wholeheartedly endorsed. Sincere, dedicatef@gsors, members of Congress,
staffers, and media people promote the nonsensehétbest of intentions,
believing that economic conditions can be improtredugh government spending
and planning. Very few remember that the fifth plaf the Communist Manifesto
advocates the monopoly control of money and creidit a powerful central bank.

Keynesian economic beliefs about money are baseldeoassumption that
inflation of the money supply stimulates the ecog@nd true economic growth
results.

Even the conservative supply-siders promote sinfdlalishness,
rationalizing in their own mind that balanced budgere an old-fashioned concept,
claiming inflation is not related to the FederakBeve's monetary policy. Paper
money managers are arrogant enough to believéhténatcan adjust interest rates
and control supply and demand to such a degreathe&lthy prosperous economy
will result. Many who spout this fallacious econartheory sincerely believe it's the
best policy to follow

129



Freedom Under Siege — Ron Paul, 1988

for the greatest prosperity and do not do so fosg®al gain. Regardless of the
motivation, however, if the theory is wrong, suiifigrresults nonetheless.

Monetization of Debt

With an honest gold standard, politicians canneate credit out of thin air
to pay for deficit financing. This procedure -- whthie Federal Reserve
accommodates the politicians' spendthrift ways Unyirly the treasury bills or bonds
with credit created out of thin air -- is called medization of debt. History shows that
any time this tool is available to politicians, yredways abuse it by creating
excessive amounts of debt and credit.

The supply-siders, led by Congressman Jack Keregstaewd enough to
know that the gold standard is a good politicalésdHowever they are not anxious
to use the gold standard in the way it was intentiedontrol spending, deficits, and
credit creation along with the size of governm&upply-siders do not advocate
elimination of the Federal Reserve nor its powantmetize debt. Deficits are not a
concern of the supply-siders. A supply-side gotshdard is correctly called a pseudo
or fraudulent gold standard.

This distinction is of utmost importance, becausemthe time comes that
monetary reform is seriously considered, it's @alitiat the advocates of the fake
gold standard are not in control of the reform.

Deficit financing is the friend of the politiciatt.permits political promises
that assure constituent satisfaction and re-eledtiothe representative.
Championing every cause regardless of cost malkeesyt for the incumbent to be
re-elected. A recent survey of Texas members ofyé&ss, including two Senators,
asked them to evaluate their previous year's padoce. Both conservative and
liberal members bragged either of securing govennobs for the district or
influencing policy enough to send more federal ftatheir district.

Deficits under a gold standard would have to be fai directly through
borrowing or taxation, causing a more immediatelbaron the economy, and would
obviously be less popular. Monetizing the debt yiethe ill effects of the expanded
credit; the victims are not easily identified. Tpr@cess is popular with both the
politicians and their constituents who desire treggensive programs.

Conservatives and liberals both endorse the praxdedsbt monetization
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even though they do not agree on particular prografie coalition of the two,
however, guarantees that the Fed’s power and lisgviess to manage the
government deficits will not be challenged by thases representing us in
Washington.

For public consumption though, Paul Volker as shan of the Fed routinely
chastised the Congress for running huge defidéitembers of Congress never
hesitate to do a little Fed-bashing by blamingdésetral bank for high interest rates,
inflation and recessions.

The truth is that they need each other. The Feahsinued existence and
independence depends upon tacit congressional\apamd Congress needs the
Fed to monetize the huge deficits.

Conservatives, especially the supply-side hawkasiservatives, need the
Fed to finance, indirectly through credit expansitie military-industrial complex,
foreign aid to supposedly loyal allies, internatibbankers, privileged corporations,
expenditures for the infrastructure — dams, higtsyaprts, bridges, etc.

Liberal programs are different, but nonetheless #s expensive. Their
programs include: welfare spending, internatiosaistance to left-wing dictators,
social programs, federal subsidies to educatioth naany of the programs
conservatives support as well.

The benefits to the politicians of the Federald®es's willingness to
monetize debt makes it irresistible for them to s he fact that it serves both
conservatives and liberals means that neither gnolligver challenge the system on
philosophic principle. It also means that the @ree must eventually pay for our
extravagance will be delayed.

For this reason we can expect the debt and drabibtle to expand until it
bursts sometime in the near future. Understanthagolitical forces supporting
such a system and understanding the economic cogisees of such foolishness is
crucial to our survival.

Power and Economic Control

The third major reason we have a powerful cefttaak that maintains
monopoly control over credit is that those in cleaof policy are granted
overwhelming political and economic power. Theiwdlals who, behind the
scenes, pull the monetary strings are very muchie@ofathe power they have.

Some have said that the Chairman of the Fed isdbend most powerful
man in the world, the President being the most pfulveA strong

131



Freedom Under Siege — Ron Paul, 1988

case can be made for the Chairman of the Fed'g beine powerful than even the
President. The dollar is the reserve currency eibrld, and the Chairman has
more to say about the dollar than the Presiderdn&uic and political events can be
endlessly manipulated by U.S. monetary policy. 8iogr policy is in the hands of
dedicated internationalists and the dollar is tiiernational unit of account, world
events are totally dependent upon the dollar'sevahd interest rates.

Third-world debt, foreign aid programs, the IMFe tWorld Bank, and
international trade are all closely related to FabReserve policy. Continued
monetary inflation to keep the debt system afledhe essential element of today's
policy. Propping up illiquid debtors domesticallydsinternationally by inflation is
clearly a process penalizing the innocent middéslAmericans who are being
victimized by the process.

Economic law will not permit endless inflation of the
money supply without a subsequent increase in prices.

Since nothing in life is ever free, someone hgsay In this case the middle
class suffers through job losses and a loweredlatdrof living. Both the political
and economic elite benefit by accumulation of nyever and wealth. The
inflationary process allows some to benefit atdkpense of others. Since
transferring wealth through inflation is more diffit to understand than a direct tax,
it continues for long periods of time before itégected by the people (who must
find new leadership to redirect events.)

Economic benefits accrue to those knowledgeablatdbederal Reserve
policy. Paul Volcker once admitted to me (to mypsise) before a banking
committee hearing, that leaks did indeed occurrcBgg secret monetary policy. We
also clearly know that appointments to the Fedirecapproval from the
international bankers led by David Rockefeller. Kieg positions are always held by
establishment-appointed bankers: the Federal Resbtiairmanship is the
presidency of the New York Fed. The president efflew York Fed is always on
the Federal Open Market Committee, while otheraegii presidents rotate their
positions on the committee. Frequently, this posits a steppingstone to the
chairmanship of the Fed.

132



Chapter 4 -Sound Money is Gold

Monetary policy can be instrumental in presidenta@hpaigns. The strength
of the economy and the level of interest ratesrmake or break a President seeking
reelection. There is clear evidence that monetaligyis frequently manipulated for
presidential elections.

Since every transaction is measured in terms ofribieetary unit, the power
to artificially alter the unit's value literallylaivs the monetary authorities to control
the economy. A free market is very sensitive telfrdluctuating prices and interest
rates. The Fed, on an hourly basis, manipulates eatd yet follows an announced
policy of stable prices. Of course their goals Hradr achievements are not always
the same, but their efforts play havoc with thogedstly trying to make a living
without any benefit of inside information.

As powerful as the Fed is, the markets eventuaillyout. Economic law will
not permit endless inflation of the money supplyheut a subsequent increase in
prices. Since gold is the ultimate money of thepgbeacurrency depreciation always
leads to higher nominal prices for gold and theepfirecious metals.

The breakdown of international trade eventually eemhen enough people
discover that the monetary policy is a charadeaafrdud. A contest between market
forces and government forces then erupts. The mditie game for the monetary
authorities is maintaining power over the economy political events. When paper
is rejected by the market, governments inevitabtgliate by enforcing rules
regarding currencies, flow of capital, financiaiaicy, and freedom to travel.

The conflict is already visible and we can expet get much worse
(including a new paper currency) before it's akiov

The monetary crisis will end when one side is victes. If paper wins, an
authoritarian government will be required. If golihs, a free society will prevail.

Ignorance and Innocence

Groups that support the Fed for economic reasansetated to those who
support the Fed out of ignorance or complacencystMeembers of Congress that |
know do not have a real understanding of how tloegss of debt monetization and
credit expansion work. The majority of the memlrsiot support the Fed because
of strongly held economic beliefs and they dorceree any direct economic or
political benefits from it. But neither are theyimed to delve into the complex
issue
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of the Federal Reserve system. Subtly, they protddot’'t want to know, because
the system seems to work and a vague understaofithg Fed still permits
demagogic criticism of its policy if that is potiilly advantageous.

The so-called benefits of economic stimulation
with credit creation and government spending
programs can only come about through the
transfer of wealth from productive individuals.

While I was in Congress, the issue of paper momggus gold was rarely
discussed on the House floor. A politician can &fftm be complacent with a subject
as complex as our banking system. And for thisoeasost members and their staffs
ignore the subject and are not interested in dgogseeded reforms.

This ignorance can be used to our advantage beaause enough citizens
are informed, they can exert pressure on the ntgjofithe members of Congress
who have neither emotional nor self-serving inter@s maintaining a powerful
central bank. Once the banking system weakenseiyréimd it's clearly in the interest
of members' constituents to reform the systemgfforts to restore integrity to the
monetary system will receive political support.

Since the Federal Reserve System is poorly unaetstur educational
efforts are equally as important as political attilh is, however, not too early to
persistently point out to our representatives im@ess the evils of unlimited credit
creation as it exists today, and why $200 billion@al deficits are not possible
without such a system in place. Honest money maistttpe moral highground and
remove the corrupt political paper system. Althopgper money is defended by
high-minded people claiming prosperity for everyahéads instead to poverty and
suffering for millions of innocent victims.

The inflation of the 1920s gave us the Great Degioesof the 1930s; the
monetary inflation of the late 1970s brought usgbeere recession of 1980-1983;
the inflation of 1982-1987 will give us the greafpdession of the late 1980s. The
victims are those who lose their jobs and whosedstals of living are continuously
eroded with higher costs of living. The so-calleshéfits of economic stimulation
with credit creation
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and government spending programs can only comet éitoamwgh the transfer of
wealth from productive individuals. This transfémweealth, regardless of how
complicated the process is, is no more moral threibeneficiaries took a gun and
robbed their neighbors.

Honest money must come into circulation throughdsbrvork and effort and
be a commodity, voluntarily used by all the papaoits in the transactions. No
legal-tender laws are needed to compel its use ffceest monetary system is in
place.

Reforms

Control over money conveys great power to thoseagiag the system and
is not going to be given up easily. The people Haean taught to believe that
inflation is to their benefit, even if they do rfatly understand the mechanism by
which it comes about.

Mises said inThe Theory of Money and Crediinflation is the true opium of
the people administered to them by anti-capitaligtivernments and parties."

Opium can Kkill, yet initially it makes one feel ghol'he same is true of
inflation. The whole misconception about inflatioomes from assuming that credit
or currency creation is synonymous with wealth toga Yet the opposite is true, for
inflation destroys wealth, misdirects the econoang brings on social strife. The
early stimulation and apparent benefits broughtiabyg new money are always at
the expense of someone else and rob rather thatecre

Samuel Johnson in tliRamblersaid that this attempt to create wealth without
effort was, "the reigning error of mankind." Attaig wealth and a decent standard
of living by mysticism, deceit, or fraud cannot Wwan the future and never has
worked in the past. Instead, the results of indlathave always been anger, loss of
trust in the government, economic and social tuknaoid frequently war.

It is not difficult to get the average person talerstand, with a brief
explanation, why excessive money and credit is sewi he bigger problem is to get
a consensus on how to stop the federal deficitd@edd the process of credit
creation by the Federal Reserve System. The mlpi@blem of cutting any portion
of the budget is overwhelming. The transition tarsbmoney is feared even by
some of its advocates, due to the magnitude gbithlelems we face.

Instituting sound money is fraught with problemst im comparison
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to the problems associated with runaway inflattbey are not nearly as dangerous.
Fearing the pain of a lifesaving operation showdan prompt one to reject it.

Is Monetarism a Solution?

The Monetarists claim the answer to our monetaoplem is to increase the
money supply at a slower rate; for example, betwaparcent and 5 percent a year.
They correctly see the relationship between theapaupply and the subsequent
higher prices, the economic distortion, and thempleyment, yet they cling to the
belief that a modest, steady monetary inflation solve all the problems inherent in
the unwise system of the past 50 years.

Monetarists fail to see that all prices do not gssymmetrically. With any
inflation at all, economic distortion and malinvesint will take place.

Milton Friedman inFree to Chooselaims money growth at ten percent a
year, if steady, "would do no great harm,"” but dises such a policy because it
would then be too "tempting" for the money manageisflate at a greater rate.
Friedman adds:

All of these adjustments are set in motion by clearig the
rates of monetary growth and inflation. If monetgrgwth were high
and steady, so that, let us say, prices tendeddqear after year by
10 percent, the economy could adjust to it. Evedybeould come to
anticipate a 10% inflation; wages would rise apgfcent a year more
than they otherwise would; interest rates would B@ercentage
points higher than otherwise-in order to compentadender for
inflation; taxes would be adjusted for inflationdaso on and so on.

Such an inflation would do no great harm, but rezitlould it
serve any function. It would simply introduce unessary
complexities in arrangements. More important, ichsa situation, if it
is ever developed, would probably not be stablé.were politically
profitable and feasible to generate a 10 percdiattion, the
temptation would be great when and if inflation resettled there, to
make the inflation 11 or 12 or 15 percent. Zerdaindn is a politically
feasible objective! A 10 percent inflation is ndhat is the verdict of
experience.
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Friedman claims that if money is increased at figecent a year and
productivity is five percent a year, prices remstiable and there is "no inflation." It
is true that average prices may remain stableif'butot true that there is no inflation
or malinvestment.

The Austrian economists' view-that all prices, iegt, and wages do not go
up evenly is vitally important in understanding wdwen a four or five percent
inflation in the money supply per year will stitbhese harmful and serious cumulative
effects. When money is increased at five percenygar, someone or some group
must benefit from this new money, so the politimadblems of favoritism exist, even
if it's on a lower scale.

The value of money cannot be fictitious, it must be
real, and not susceptible to manipulation by the
politicians or bankers or even the monetarists

Since prices do not respond evenly across the lasatide monetarists wish,
the zero-percent price increase they desire isyisttful thinking. Some prices will
go up, others may drop. Even if it were true, ibliwious that the same argument that
Friedman uses for the probable abuse of a ten perd&ation rate, also applies to
the lower rate.

His solution for inflation-increase the quantityrabney less rapidly is like
telling an alcoholic to drink only one pint of scbtper day instead of the usual two.
Friedman fails to accept the Austrian explanatibthe subjective theory of value
for price setting, and endorses the mathematigalbeation of prices.

Nevertheless Friedman tells us in his own words whymust have a hard
currency, where the citizen is in charge, not gorent: "Since time immemorial,
sovereigns-whether kings, emperors or parliamests been tempted to resort to
increasing the quantity of money to acquire resesito wage war, construct
monuments, or for other purposes. "

Friedman accepts the Keynesian notion that moneyldmot have intrinsic
value, saying: "Though the value of money resta fintion, money serves
extraordinarily useful economic functions. "
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That is the problem; the value of money cannotidigibus, it must be real,
and not susceptible to manipulation by the polts or bankers or even the
Monetarists. Friedman claims that inflation onlgois "when the quantity of money
rises appreciably, more rapidly than output,” ttyirsg his definition of inflation to
productivity and not limiting it to the money supallone.

This is where he differs from the free-market Aiastreconomists. Although
productivity -- if kept at the same level as theeraf monetary inflation he
personally advocates -- would prevent generalizext pnflation, it would not
prevent malinvestment. Yet, he criticizes those Wwlaone "low productivity" for
inflation, while using "productivity" to hide moreeist mischief in the economy.
How is he to guarantee five percent economic grofitk is already locked into a
five percent money growth? Five percent new moraygo into bidding of prices
just as easily as ten percent. The subjective idesisnade by consumers and
businessmen together will tell us how the new momdybe spent-no chart can
predict the future, it can only tell us what wasidan the past under previous
circumstances.

Hayek, in his "Denationalization of Money," is ardl of the monetarist
approach as being "no more than a useful rougloappation to a really adequate
explanation,” pointing out that:

... a stable price level and a high and stabld lefvemployment do
not require or permit the total quantity of moneyoe kept constant
or to change at a constant rate ... No authoritybedorehand
ascertain and only the market can discover theoptienal quantity of
money.'

As to Friedman's reassurance that a legally fis¢el of money growth will
insure stability and confidence, Hayek disagreesmgadicts this very feature of
monetarism would be the source of panic:

| can only say that | would not like to see whatwdochappen if under
such a provision it ever became known that the aroficash in
circulation was approaching the upper limits aretéfore a need for
increased liquidity could not be met.

Quoting Roger Bagehot, Hayek says, 'The near apprimethe legal limits of
reserves would be a sure incentive to panic.’'
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Mises states that any amount of inflation of theneyosupply -- even, one
percent -- will produce a boom and a subsequerit buen though a one percent
inflation causes a less severe recession. Thislaimas, will occur regardless of
whether or not prices rise, stay the same, or dvep, because of the distortion of
interest rates and ensuing bad business decidibegiming is unpredictable and the
extent to which the money may go into one indugénsus another is not
predictable, making outcome unpredictable as well.

The question may arise as to why an increase imthreey supply by three to
five percent, as the monetarists advocate, is sthrdifferent from a three to five
percent increase in the gold supply if we're owld gtandard. The most important
difference is that under government managemertgrigiproves that three percent
will soon be six percent and the six percent soinbe twelve percent. Under gold
the three percent will be three percent, or twa@et, or even less due to the effort
required to mine gold and the incentives that aterthined by the purchasing power
of gold.

But for the sake of argument, let us assume themaovent controlled three
percent money growth is achievable. Why is this Bedvantageous than a gold
standard with a three percent growth in its suppBt2us even assume prices in
general remain stable under both conditions. Utlteeconditions of
government-induced money growth, the new moneyrgtite market under the
direction of the government, and banks and busasesare privileged to receive this
new money first. Malinvestment will still occur aadcorrection will be necessary.
When gold is produced by effort, this commodityedigss money, enters the markets
by purchasing goods and services. Decisions are faadhese purchases or
investments through the market, not by non-markétigal decisions such as occur
with government-created money.

Getting government out of the money management
business completely is the only answer

Retaining dictatorial powers over the money sugslyhe monetarists
advocate, even though the rest of the economy ées turned over to the market,
will not suffice. It is bad economics and it wostop the inflation. But worse yet it
slashes into personal liberties to such a
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degree that the defense of absolute natural riggdemes impossible, if it is
conceded that government shall maintain this dic&tpower with a central bank. It
will always be abused by the powerful at the expeasfahe weak.

The banker, the industrialist, the politician, d@hd welfare recipient will
forever pressure the money managers to bend adbitaionalize a need for
monetary growth, always slightly more than origipatitended. We must have a
check on money growth with the people being ableréwent the continuous abuse
of the money. Getting government out of the monepagement business
completely is the only answer.

The Supply-Sider's Gold Standard

The supply-siders, as led by Jack Kemp and Artlaffel have advocated a
type of gold standard, but in truth it is nothingne than a pseudo-gold standard. It
is actually a gold price rule whereby the Fedemrddrve adjusts monetary policy
dependent on the gold price.

However, the supply-siders are much more vocal whergold price is low
or steady than when it is rising. When the goldeis low or steady they are always
pressuring the Federal Reserve to expand credih faster. The supply-siders do
not understand the price system and, thereforaptianderstand that inflation of the
money supply may not have a significant effect noogs until a year or two later.
The supply-siders never attack the omniscient paivére Federal Reserve. As a
matter of fact, they are the Fed's best friendgirTihain criticism has always been
that credit expansion has been much too slow andcadle more rapid expansion of
the money supply.

Taking the position that it is politically dangesoto criticize the federal
deficit, the supply-siders must bear the respolitsilior the massive deficits of the
Reagan Administration. These deficits have prompagd inflation of the money
supply in order to accommodate the spending.

History will show that great harm has been donéeysupply-siders who,
with conservative rhetoric, have actually champdabdeficit financing and massive
monetary inflation. They have done this under thisgof friendship toward the
gold standard; instead this has been nothing ninare & charade. The supply-siders
have actually pushed for a more rapid expansighefnoney supply than the
Keynesian liberals or the monetarists.
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Eventually, we will see the disastrous resultsuzhsa policy as it will be
translated into higher interest rates, rapid pinélation, and certainly much higher
prices for the monetary metals, gold and silver.

Reform of the monetary system is obviously crumabur economic
survival. However, it is desperately important ttiegt supply-sider's pseudo-gold
standard gets no consideration whatsoever andagnézed for its distortion of a
very sound principal-the gold standard. If it ig recognized that the supply-sider's
gold standard is a danger and will undermine troaetary reform, we will end up
with a monetary system no better than what we have.

Today's problem clearly can be placed at the deprst those who advocate
paper money. If we accept a pseudo-gold standattietsupplysiders liking, any
problems which evolve will be laid at the doorstéphe gold standard rather than at
the doorstep of the supply-siders who have advdadgécit financing, massive
monetary inflation, and a gold standard that is anable.

The answer to the monetary dilemma is to have afraudulent, 100 percent
reserve, gold-coin standard. A gold standard welildinate all speculation about
the political motivations of the monetary auth@&stin governing the supply of
money. The great virtue of the gold standard is ith@moves discretionary power
of the money supply from any one agency, thus entiia most fertile source of
speculation. The gold standard puts the powereftbnetary system into the hands
of the people and takes it away from the politisiand the bankers, thus removing a
potential vehicle for establishing a tyranny.

Gold cannot be mined as cheaply as Federal Reblertes can be printed,
nor can its supply be manipulated on a daily bagisre is a great dispersion of
power with a gold standard.

That is the strength of the system, for it allolws people to check any
monetary excesses of their political leaders ares$ st allow the leaders to exploit
the people by debasing the money.

A patrticular virtue of the gold standard deservesaitention. The
monetarists concede that the supply of money teefitmost importance in
understanding inflation and that its control isatall Even the most dedicated
Keynesians do not advocate uncontrolled increasieeofoney supply, recognizing
the obvious consequences of overly rapid monetgrargsion, yet failing to see the
problem with modest rates of monetary growth. Védimmodity money, the
advantage is that the money supply is independdhe@oliticians, government
bureaucrats, and the banks. Mises states:
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This is its (the gold-standard's) advantage. dt fierm of protection
against spendthrift governments. If under the gtdahdard, a
government is asked to spend money for something the Minister
of Finance can say: 'And where do | get the mof@}?me first how
| will find the money for this additional expendiés

The temptation on the part of the politicians toidwasking "where do we get
the money?" is so powerful that virtually all restor the easy way out-financing debt
through money creation. The problem is less ecoadnain political.

Most of those involved, although they are not kil admit it, know that
financing government debt with inflation of the negrsupply cannot go on forever
and is a deception that will eventually become kmaaveveryone. It is just that the
politician figures it will be later and not soorerd he will not have to bear the
responsibility of the economic problems he has edus

The belief by most that the corrective action neledestop inflation will
cause pain and suffering prompts the delay in ngaltie needed exchanges. It must
be realized that if inflation is stopped swiftlysacompletely, suffering will be
minimal. But this suffering must be blamed on thiéaition, and not on those making
the difficult decisions to stop the fraud. We malsb remember that we are not
likely to restore soundness to our money as lorngp@people retain an insatiable
appetite for government welfare programs for bath and poor.

Those hostile to commodity money refer derogatddlgoing "back" on the
gold-standard. We need not be pushed into deferadirgdd monetary system.
Although gold has been used literally for thousaoidgears as money, its refinement
as modern money, either government protected etrfrarket managed, has not
been achieved. Its greatest success was reacktes mmeteenth century and
permitted the great economic growth of that timeeriethen it was far from perfect
and ultimately failed as government refused to algthe rules, especially in times
of war.

There is obviously a lot of room for modernizateomd sophistication of a
gold standard. The best system has probably not leeen thought of yet. Its
modern features should be emphasized, not itswutytid-or instance, Hayek in
advocating free-market money, is convinced thantheket, not the government,
can achieve the best monetary system, just atvésall other problems in the most
efficient manner. He even

142



Chapter 4 -Sound Money is Gold

guestions whether or not the metals would be chasghe most convenient form of
money.

My interpretation of monetary history is that ietbhoice were completely
left to the market, gold would be chosen as thedation of the monetary system.
Of course, in leaving it to the market to decidie, €xact outcome is not predictable.
Only a better solution than that proposed by gawemts throughout the ages would
be found.

We are not likely to restore soundnessto our money
aslong asthe peopleretain an insatiable appetite
for government welfare programs for both rich and poor.

Free-market money -- a very advanced idea of freeddl not likely be
achieved in the foreseeable future. But an imprayeernment gold standard, better
than any previously devised, certainly could bevduld not be difficult if prevailing
attitudes were agreeable, to develop a 100 peredaemable gold coin standard,
and this would certainly be an improvement on thetfonal reserve standards used
in the past and always abused.

The two most common concerns expressed regardiotdsstandard are:

1. Is there enough gold in the world for us to goaagold standard?

Yes, there is certainly enough gold in the worlanaintain a gold standard. The
exact amount of gold is of little importance asga@s all prices are allowed to adjust
freely. The purchasing power of gold must be alldwevary on a free market. If
goods and services expand more rapidly than treeggiply, prices will fall and
relatively speaking the money supply expands. Tdié gupply historically has
expanded at a two-to-three percent annual rateindesative to mine more gold will
be related to its purchasing power. When pricesaavan terms of gold, mining
expands; when the supply of gold rises and prisesthere is less incentive to mine
gold. The market process adjusts the supply of mtmeugh mining incentives and
price changes.

The fear of not having enough gold to support tfetesn is unfounded. The
real fear should be the excessive money and areshited by the Federal Reserve.
Under a gold standard, credit created freely inntiagketplace
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is allowed to occur but it is measured in the goid of account and cannot be
distorted by politicians or central bankers.

The often-repeated concern about a gold shortagerungold standard is a
reflection of Keynesian economic thought. For desadmerican economic
students have been taught that economic growtitaliyt dependent on stimulatory
money growth, which is not true.

Real economic growth is dependent upon incentivgsdduce, the ability to
control the wealth produced and a willingness tesan the part of the producers,
the true source of capital. Capital and econonmevg is not dependent upon an
expanding money supply whether it be paper or dgidh@. answer to this concern is
that any amount of gold will suffice as long ascpd are allowed to adjust freely.

2. Won't a gold standard place too much powereminds of the Soviet Union
and South Africa, the key world producers of gold?

The concern that the gold standard would placertach power in the hands of
South Africa and the Soviet Union is a "red" hegriAt the rate the Soviet Union
produces gold each year, it would take them oneltaghyears to double the world
supply. Anyone who can control only one percerthefsupply on an annual basis of
a commodity has no practical control over its value

In contrast, the Federal Reserve could double ey supply under today's
circumstances any day of the year it desires. Ewe Soviet Union could affect
the gold standard and do damage to our monetatgrsysy either withholding or
dumping gold onto the market, it would not servatimterest to do so. They
certainly were not able to do so when the dollas fiseed at $35 to an ounce. They
have benefited more since the gold standard hasdimmndoned in 1971, with gold
fluctuating, than when it was fixed at $35. Thdiabto affect or destroy a gold
market or a gold standard is no different thanSbeiet's ability to fix the price of
wheat with a controlled production. The only diffiace would be that it is much
harder to manipulate the gold market because dfiiffieulty in producing large
amounts of gold.

These two concerns are frequently expressed by thhhe detest the use of gold
because it threatens the power they achieve wptipar money system. The truth is
that we need not be concerned about the total gubglold in the world nor should
we worry about the Soviet Union threatening our etary system if we restore the
gold standard.
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The answer -- for those who challenge gold as &chéas that inflation is
archaic. Throughout history kings have debasedrtsials in order to inflate. Fraud
associated with money is an ancient tradition. A-fraudulent commodity money is
one of the most modern freedom ideas known to manthe fear of change and a
clinging to the past that compels men to rejectl @uid endorse inflation.

Ultimately though, we will be compelled to makeheoge in the monetary
system, whether we want to or not. Even then, tiwéce will be between another
fraudulent system and a system demanding honegtytlve people in charge, and
not the bankers or the government.

Some Positive Steps Toward Gold

Although our current economic and financial corai are deteriorating,
some positive monetary events have occurred oegpdbkt twelve years. The old
Bretton-Woods, pseudo-gold standard breathedstla August 15, 1971. Since
then the U.S. economy has suffered from sharp saehgnflation and recession
with a steady erosion of the average family's saeshdf living. Nevertheless it was
not long after the collapse of the Bretton-Woodedi exchange rate system that
economic and political forces were put in motiayjhg the foundation for an
eventual return to gold.

Everyday, more and more Americans become
aware of our fraudulent monetary system and
seek refuge from it by owning hard assets

After forty years, the right of American citizerssdwn gold was once again
restored in January 1975 (thanks to the work ofBliamchard and Congressman
Phil Crane). In 1977 Senator Jesse Helms and ¢isldéive assistant Howard
Segemark were instrumental in legalizing gold atacentracts, a right taken from us
by FDR and the liberal courts in the 1930's. Althlothese contracts are not yet
commonly used, this legal step is of great imparteto the hard money movement.

Today, as a consequence of the insidious governoaersed inflation, there
is a healthy and growing interest in gold, botlaasnvestment and as money. The
respect and understanding for gold is better now
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than it was in the 1930's when the American peogpiaplacently allowed FDR and
his cronies to confiscate the people's gold.

During the Great Depression, the people passivahe gip their right to own
gold out of fear and lack of understanding aboud.galso the paper dollar at that
time was rising in value due to deflation of thermay supply. None of these
conditions exist today. Instead there is more datation than ever for gold owners
not to relinquish their gold even if it were callied

Since we are seeing no deflation, and paper manegritinuing to lose its
value, there exists a lot more incentive to keepgbld out of the hands of an
untrustworthy government. And today's distrust@fernments is understandably
quite high. Everyday, more and more Americans becaware of our fraudulent
monetary system and seek refuge from it by ownangl lassets. This growing
multitude win help hold back the aggressive hangasfernment while providing the
nucleus of sound thinking necessary to lead usttaséworthy monetary system.

A Major Event after 53 Years

Shortly after FDR was sworn into office, the EmergygeBanking Act of
1933 was passed. Gold was soon confiscated frometbgele and gold coins ceased
to circulate. Those who continued to hold gold othan numismatic coins became
criminals. Other than the unsuccessful gold artdatien program of the 1970's,
US. gold coins were not minted again until 1986.

The ultimate hedge against monetary debasementdslyis essential for
the average person to be able to hold gold inyeestiognizable coins of assured
quality. This ultimate hedge -- the gold coin -also the foundation on which a
sound money is built. Authentic gold coinage, with legal rights for citizens to
own and transport them at will, is essential inurkeling and maintaining a sound
system of money.

Although a remnant of economists and freedom fighéegued for gold
ownership and a gold standard for decades aftes@#etdt confiscated the gold, it
was not until the 1970s that serious thought wasrgto it. But the clear failure of
the Bretton-Woods Agreement in 1971 offered an dppdty to the gold advocates.
Monetary shambles encouraged them to work harddrireany antigold people
convinced themselves that Federal Reserve NoteSp@cial Drawing Rights
(SDRs) could serve as money, believing it was mgéo
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necessary to oppose the pro-gold forces who weraray for the right of gold
ownership. Once gold ownership was made legal, maaowtries, especially South
Africa, Canada, and Mexico, quickly started sellgajd coins to the American
people. This set the stage for the United States again, after fifty-three years, to
start minting legitimate gold coins.

My interest in monetary policy and the gold staddarovided a strong
incentive for me to enter politics. It was probabbt a coincidence that my first
congressional race occurred in 1974, the samegg#diegalization was passed
(ownership became legal January 1, 1975).

The tragic economic events associated with wagepend controls between
1971-1974 confirmed to me firsthand the assumptioade by the Austrian
hard-money economists. The pro-gold, hard-monep@uists were the only ones
who could explain the predicament in which we foondselves. This prompted me
to insist that | be placed on the Banking Commitieee elected to Congress, so |
could concentrate on promoting sound monetary polic

Although a great deal of effort was exerted by tayfand me in pursuing
this goal over the years, it wasn't until the &llL980 that a real breakthrough
occurred. My amendment (Jesse Helms introducedaihm® amendment in the
Senate) to the IMF bill to establish the Gold Cossion was passed and signed into
law by Jimmy Carter on October 7, 1980. Tip O'Neitlthe request of the
Republican leadership, appointed me to one ofdbeouse slots in the
17-member Commission.

For six months -- from the fall of 1981 until thersg of 1982 -- the
Commission met at the Treasury Building to fulfiile congressional mandate "to
study the role of gold in the domestic and intdoratl monetary systems." The
Commission's report to Congress was submitted Mat¢cti982. The minority
report was published dhe Case For Gol¢authored by Lew Lehrman and me).

| believe that when the monetary history of thisquis written, the much
larger majority report will have little bearing atitht it will be said thathe Case
For Goldwas helpful in restoring sound money. Already, ynarore people have
readThe Case For Golthan have waded through the massive and ramblajgrity
report.

The seventeen-member Commission was biased tovaget pnoney and
internationalism. The Establishment was well-repnésd with three members of the
Federal Reserve Board, the Secretary of the Trgasus members of the
President's Council of Economic Advisors, four
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House Members, three Senators, and four privateng. Of the seven Members of
Congress, | was the only one favorable to gold; ¢ivihe private citizens were also
favorable. From the beginning, it was a foregonectgsion that there would be no
recommendation from the Commission supporting d gtandard.

But all Washington activities are political. Althgluthe large majority of the
Commission were hostile to gold, the philosophmugdwork of the past several
decades had an influence on popular opinion whighnfluence the Gold
Commission members' thinking. It was the existesfce gold movement that
prompted the Gold Commission to consider and recenththe resumption of
gold-coin mintage after five decades.

This Commission recommendation was crucial bec@asgress does pay
attention to a commission it creates. The feelifhtpe majority was that a
concession would pacify those wanting a gold stehdad yet not be construed as
condoning or encouraging a gold standard. Thouglatti-gold people believed
they were merely "throwing us a bone," it was aanwgjctory in our efforts to
restore sound money in the United States.

As soon as the Commission made its report to Cesgientroduced a bill to
satisfy the Commission's recommendation. A golad &dli did not pass until 1985,
and only after several revisions. My original irteras to get Congress to mint a
gold coin capable of circulating as money pardtidhe Federal Reserve Notes. This
meant a coin denominated by weight and not by dodad without legal tender
status. My bill would have exempted the coin fraapital gains and sales tax and
would have had it minted from existing U.S. goldcss. Final passage of the bill
came with minimal opposition, since the supportifancluded a coalition of leftists
who saw it as a slap at South Africa and a wayiriddr the massive sale of
Krugerrands in the United States.

By the time the coin bill was passed, my originakwnodified a great deal.
Ridiculous dollar amounts were placed on each efdlir coins ($50 for the one
ounce and $10 for the quarter ounce, for exampl&®y were made legal tender for
values with no monetary significance, but thissetd the Fed and the Treasury, as
well as a vocal group of coin collectors. The omas not made exempt from capital
gains taxes, thus making it impossible for it tdytrcompete with Federal Reserve
Notes not similarly handicapped.

In spite of all the coins' shortcomings, howeviee, tesumption of one of the
few constitutionally authorized functions of Conggdthe
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minting of gold coins) was truly a monumental evehlistoric significance. And
along with the minting of the gold coins, a sile@mce coin was also authorized.

To ensurethe survival of a sound monetary system,
we can abolish the Federal Reserve and privatize its
one useful function-check-clearing

Over the past fifteen years, the troy ounce hasrhedhe unit most
associated with gold and silver coins. Nearly aetiozountries are now minting gold
and silver ounce coins. The concept that moneysight and not a piece of paper
with zeros on it is crucial in our efforts to ackeesound money.

This step toward sound money was of great impoetamat it is important
that the momentum continues. The tragic economiditions that paper money
always bring will continue. Proper blame must kecpt for our problems on our
current monetary system.

We must also demand the establishment of a goldstandard, the repeal of
legal tender laws, an audit of the Fed, puttingRed on budget, and elimination of
power of the Fed to create credit (whether to stteuthe economy or monetize
federal debt). To ensure the survival of a soundetary system, we can abolish the
Federal Reserve and privatize its one useful fanetheck-clearing.

Freedom and sound money go hand-in-hand. Freedonotaurvive without
honest money. Honest money will never exist in @ty with a non-market
economy. Money cannot be isolated and thought separate from the concept of
liberty.

A free society must incorporate a precise undedstgnof the nature of
money. If we do not understand the close connedttetween liberty and money, we
will help to perpetuate the greatest fraud in tis¢any of man-today's worldwide
debasement of the monetary system. Institutingiagononetary system requires
that we eliminate the oppressive hand of governnmeall areas of society.

No one should underestimate the potential calathéaywe face if we do not
address the subject of sound money and a freetgocie
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