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U.S .  Pol icy Toward Gold 
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Robert Z. Al iber  
UNIVERSITY OF CHICAGO 

Graduate School of  Business 
5836 Greenwood Avenue 

Chicago, I l l i n o i s  60637 

March 4, 1982 

The United S t a t e s  needs a new pol icy  toward gold. For t h e  previous 
severa l  decades, U.S. gold pol icy  was obsessed by t h e  c o s t s  of a l t e r i n g  
the  $35 p a r i t y  r a t h e r  than by a reasoned ana lys i s  of how U.S. gold holdings 
could be managed t o  enhance U.S. economic and fore ign  pol icy  i n t e r e s t s .  
The U.S. Government owns 264 mi l l ion  ounces of gold which, a t  recent  market 
p r i ce s ,  has a value i n  excess of $100 b i l l i o n .  This gold is too valuable 
t o  s e l l  and too c o s t l y  t o  hold as a s t e r i l e  a s se t .  

The observation t h a t  t he re  w a s  p r i ce  l e v e l  s t a b i l i t y  i n  the  long run 
i n  t h e  nineteenth century provides t h e r a t i o n a l e  f o r  t he  proposals t h a t  t he  
United S t a t e s  now re turn  t o  t he  gold standard. However, long-term s t a b i l i t y  
i n  t h e  p r i c e  l e v e l  was not  a t t a ined  without cos t ;  c y c l i c a l  va r i a t i ons  i n  
income and employment were pervasive under t he  gold standard. Moreover, 
f i n a n c i a l  c r i s e s  occurred on the  average of once a decade and were the  source 
of pressures  t o  e s t a b l i s h  a c e n t r a l  bank a s  a lender  of l a s t  r e s o r t ,  both t o  
cope with f inanc ia l  d i s t r e s s  and t o  provide an " e l a s t i c  currency." 

The r a t iona le  f o r  e s t ab l i sh ing  a monetary standard i s  t o  he lp  achieve 
f inanc ia l  and economic s t a b i l i t y .  A monetary standard i s  successful  only 
i f  it is  cons is ten t  with t h e  f i n a n c i a l  and budgetary prac t ices .  Many coun- 
t r i e s  have sought t o  e s t a b l i s h  foreign exchange p a r i t i e s  f o r  t h e i r  curren- 
c i e s ,  only t o  be obliged t o  abandon them because they were incons is ten t  with 
t h e i r  f i n a n c i a l  and budgetary prac t ices .  The United S t a t e s  has had a c e i l -  
ing on the  Federal debt  f o r  a t  l e a s t  f i f t y  years;  however, whenever t he  
growth of expenditures r e l a t i v e  t o  revenue has caused the  Federal debt  t o  
press  aga ins t  the  c e i l i n g ,  t he  c e i l i n g  is quickly ra i sed .  Bolivia ,  which 
has had more than 100 revolut ions and coup d ' e t a t s  i n  the  l a s t  century, 
would not  suddenly r e a l i z e  p o l i t i c a l  s t a b i l i t y  by adopting a U.S.-type 
cons t i tu t ion .  

The t a sk  of a t t a i n i n g  U.S. p r i c e  l e v e l  s t a b i l i t y  i s  not the  i n s t i t u -  
t i o n a l  one of deciding on a p a r i t y  f o r  gold, and then s t i p u l a t i n g  t h a t  the  
changes i n  gold holdings of t he  monetary a u t h o r i t i e s  w i l l  be the  only s ig-  
n i f i c a n t  source of changes i n  the  monetary base. Rather, the  task is  t o  
e s t a b l i s h  the  c r e d i b i l i t y  of the  U . S .  government's commitments t o  a s t a b l e  
p r i ce  l e v e l ,  and t h a t  s i g n i f i c a n t  c o s t s  w i l l  be incurred t o  achieve t h i s  
object ive.  



I f  the U.S. au thor i t i e s  decide t o  go "back on gold," they must choose 
a new par i ty  f o r  the dol lar .  Consider t h a t  Rip van Winkle went t o  s lezp  i n  
1961, when the do l l a r  pr ice  of gold was $35.00. Upon awakening i n  1981, he 
is  asked, "What should be the  new d o l l a r  pr ice  of gold?" On the  bas is  of 
t r ad i t iona l  arguments about a proport ional  re la t ionship  between the  world 
p r i ce  l eve l  and the d o l l a r  p r i ce  of gold--the type of argument t h a t  provides 

300 the jus t i f i ca t ion  f o r  the  gold standard-he might decide on $105 = - 
100 ' 

since the  U.S. p r i ce  l eve l  now is about three  times higher than the 1961 
pr ice  level.  But t h i s  p r i ce  is much, much lower than recent  market prices.  
I f  the gold p a r i t y  were s e t  a t  o r  near recent  market pr ices ,  then it almost 
ce r t a in ly  would prove t o  be much too high i f  the  United S ta tes  succeeds i n  
achieving reasonable p r i ce  l e v e l  s t a b i l i t y .  

From the  point  of view of the  U.S. nat ional  i n t e r e s t ,  gold has a much 
more important ro le  i n  the set t lement of payments imbalances in ternat ional ly  
than i n  determining the  r a t e  of growth of the  money supply. A s  long as  the  
market p r i ce  of gold is highly var iable ,  the  m o s t  appropriate approach is  
t o  develop trading arrangements f o r  t ransact ions i n  gold among cen t ra l  
banks. The U.S. in ternat ional  balance sheet--the r e l a t ion  between U.S.-owned 
reserved asse t s  and l iqu id  d o l l a r  a s s e t s  held by foreign o f f i c i a l  i n s t i t u -  
tions--appears s ign i f i can t ly  d i f f e r e n t  i f  the gold owned by the U.S. author- 
i t i e s  is valued on current  o r  recent  market prices.  The U.S. au thor i t i e s  
should take the  i n i t i a t i v e  i n  attempting t o  standardize the approaches 
taken by nat ional  monetary au thor i t i e s  t o  the valuation of monetary gold. A 
formula might be devised t o  value U.S. gold i n  the  bas i s  of the  average of 
pr ices  over the  l a s t  three  o r  four years. For example, the formula might 
use the closing pr ice  i n  36 of the  l a s t  48 months, the  s i x  months with the  
highest pr ices  and the s i x  months w i t h  lowest pr ices  would be excluded from 
the determination of the value. 

A t  some future da te  i f  the market pr ice  of gold is a t  o r  near the 
levels  consistent  with i t s  long run equilibrium values, the U.S. au thor i t i e s  
might take the i n i t i a t i v e  toward es tabl i sh ing a p a r i t y  f o r  the do l l a r  i n  
terms of gold. The necessary condition f o r  a move t o  such a pa r i ty  is the  
attainment of r e l a t i v e  pr ice  s t a b i l i t y .  The s u f f i c i e n t  condition is  the  
move back toward a system of pegged exchange r a t e s ,  
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December 29, 1981 

My recent  speech to the Men's Republican Club of Montgomery Connty -land 
expressed the views of the In ternat ional  I n s t i t u t e  f o r  Resource Economics on the gold 
issue. It is a t i l l  relevant. Here it is: 

"Since 1971 the d o l l a r  has been convertible only into an unspecified qumt- 
ity of an unlamm coplmodity. Since that date, only fools  have chosen to hold 
do l l a r s  instead of goods. This m e t  continue, u n t i l  the dol lar  FB again convert- 
i b l e  into a spec i f i c  quantife of a known c o m d i t y .  

Which m d i t y ?  This decision can be l e f t  to the  technicirme. High un i t  
value and ease of iden t i f i ca t ion  are c o a a i d e r a t i o ~ s .  

The decision to c lose  the gold window, r a the r  than to chsnge the pr ice  in 
accordance with the increased cos t  of production was d ic ta ted  by idiots.  They 
were concerned with minor advantages t h a t  might accrue to the SoPiet Union and 
South Africa, They predicted a p r i c e  of $6 aa the free market price of gold. 
~ o s t  important of a l l ,  they ignored the f a c t  t h a t  the conver t ib i l i ty  of the Q1- 
lax into gold, as agreed to a t  Bretton Wooda, ahd become the cornerstone of civ- 
i l i z a t i o n  on this planet, 

When the Internat ional  Monetary Fund met t o  vote on "Paper Gold"; 1 was 
there. What was I doing? I waa givFng away rubber yardsticks. On each yard- 
s t i ck ,  i n  ten languages, w a s  the  warning: %ever Trust  a Politician!" 

=LATION BAS A S m  SOIUTION! ALL THAT IS NEEDED IS A DETERMIX- 
ATION TO RESTORE CONVERTIBILITY!" 

The I n s t i t u t e  deplores the e f f o r t s  of the  enemies of conver t ib i l i ty  to comp- 
l i c a t e  t h i s  issue, It is  b ru ta l ly  simple. There a r e  two kinds of money; HOIVEST and 
DISHONEST. History teaches us that honest mney has a ba t t ing  average o f  1000; dis- 
honest money a bat t ing  average of zero, 



CONSTITUTIONAL GOLD 

Submitted by 

Ralph J. Benko, Attorney-At-Law 
Pa t t i son ,  Sampson, Ginsberg & G r i f f i n ,  P.C. 

22 F i r s t  S t r e e t ,  P.O. Box 899 
Troy, New York 12181 

November 12, 1981 

The most important "commission" on the  gold standard in American h i s t o r y  
w a s  the  Cons t i tu t iona l  Convention. What is  now A r t i c l e  I, Section 8 ,  Clause 
2 of t he  Const i tut ion o r i g i n a l l y  gave Congress t he  power "To borrow money 
and emit b i l l s  on t h e  c r e d i t  of the  United States" .  The language "and emit --- 
b i l l s " ,  understood t o  au tho r i ze  inconver t ib le  paper money, was opposed 
almost unanimously, t h e  de lega tes  voting by an overwhelming majority t o  
s t r i k e  i t  from the  text of t h e  Const i tut ion.  A s  George Bancroft ,  t h e  g rea t  
nineteenth century American h i s t o r i a n ,  concluded, "The adoption of t h e  
Const i tut ion is t o  b e  t h e  end of paper money ... i f  t h e  Const i tut ion s h a l l  
be  r i g h t l y  i n t e rp re t ed  and honest ly  obeyed." 

In t he  Convention debate ,  absolu te  prohib i t ion  of paper money w a s  urged 
by Oliver  Ellsworth, l a t e r  second Chief J u s t i c e  of t he  United S t a t e s  Supreme 
Court, and Senator who dec is ive ly  shaped t h e  f ede ra l  judiciary.  The record 
states: "Mr. Elseworth thought t h i s  a favorable  moment t o  shut and bar  t he  
door aga ins t  paper money. The mischiefs  of t h e  various experiments which 
had been made, were now f r e sh  in the  publ ic  mind and had exci ted the  d isgus t  
of a l l  t he  respec tab le  p a r t  of America. By withholding t h e  power from the  
new Government more f r i e n d s  of inf luence would be gained t o  it  than by 
almost any thing e l s e .  Paper money can i n  no case  be  necessary. Give the  
government c r e d i t ,  and o ther  resources w i l l  o f f e r .  The power may do harm, 
never good." 

Reservation of an emergency paper money power was urged by James Madison, 
chief  a r c h i t e c t  of t h e  cons t i t u t ion ,  author of t he  B i l l  of Rights ,  fou r th  
American President .  The journal  of t h e  proceedings, which is Madison's own, 
records: "This v o t e  ( t o  ba r  t h e  power) in t h e  a f f i rma t ive  by Virg in ia  was 
occasioned by t h e  acquiescence of M r .  Madison who became s a t i s f i e d  t h a t  
s t r i k i n g  out  t h e  words would not  d i s a b l e  t he  Government from t h e  use of 
public notes  a s  f a r  a s  they could be s a f e  and proper; and would only c u t  
off t he  pre tex t  f o r  a paper currency, and p a r t i c u l a r l y  f o r  making the  b i l l s  
a tender e i t h e r  f o r  publ ic  o r  p r i v a t e  debts.' ' (Emphasis o r ig ina l . )  Contrast  - 
Madison's i n t e n t  t o  t h e  legend on our Federal Reserve Notes, " lega l  tender  
f o r  a l l  debts  publ ic  and private" .  

Among o ther  implacable foes  of paper money w a s  Alexander Hamilton, our 
f i r s t  Secretary of the  Treasury, who h i s t o r i a n s  conclude "in economic 
terms, l i t e r a l l y  b u i l t  t he  United States" .  Paper money, he  sa id ,  i s  "so 
c e r t a i n  of being abused--that t he  wisdom of t he  Government w i l l  be  shown 
in never t r u s t i n g  i t s e l f  with t he  use  of so seducing and dangerous an 
expedient. " 



Chief J u s t i c e  Marshall a l s o  condemned paper money, observing, "Its 
value is cont inua l ly  changing; and these  changes, o f t e n  g r e a t  and sudden, 
expose ind iv idua ls  t o  ixmnense l o s s ,  a r e  t he  sources of ruinous speculat ions,  
and destroy a l l  confidence between man and man." 

Only t h e  C i v i l  War and Reconstruction, our  g r e a t e s t  c o n s t i t u t i o n a l  c r i s e s ,  
could undermine t h e  i n t e g r i t y  of t h e  monetary system c a r e f u l l y  es tab l i shed  by 
the  Revolutionary generation. Our recent  i n f l a t i o n  confirms again the  f o l l y  
of ignoring t h e  p o l i t i c a l  v i s ion  of t h e  Founding Fathers .  Y e t  our problems 
a r e  compounded by economists more i n t e n t  on t e s t i n g  t h e i r  t heo r i e s  than i n  
f u l f i l l i n g  t h e i r  r e spons ib i l i t y  t o  r e p a i r  u s  t o  t h e  c l a s s i c a l  gold standard 
t h a t  is p a r t  of our  most fundamental p o l i t i c a l  legacy. 

Unless one is ready t o  hold t h e  F i r s t  Amendment, o r  representa t ive  democracy, 
out  of da te ,  t he  ideas of Madison and h i s  peers  cannot be dismissed a s  inap- 
p l i cab le  t o  today's condi t ions.  Since the  o ther  p o l i t i c a l  i n s t i t u t i o n s  these  
men b u i l t  f o r  u s  continue t o  s e rve  so w e l l ,  w e  should not  so  casua l ly  dismiss 
t he  gold s tandard a s  t h e  product of another  age. Madison's ideas  a r e  very 
modern. In  one of h i s  lesser known works, e n t i t l e d  "Money", he  examines the  
de fec t s  of monetarism. I n  t h e  eighteenth century, "monetarist" claims w e r e  
a s se r t ed  by Hume and Montesquieu. Madison re fu ted  them with t h e  sounder 
c l a s s i c a l  doc t r ine .  I n f l a t i o n ,  wrote Madison in 1780, "has no t  been the  
e f f e c t  of t h e  quant i ty ,  considered of i t s e l f ,  but  considered a s  an omen of 
publ ic  bankruptcy." H e  p resents  t e l l i n g  arguments t o  prove t h e  case. 

The recorded thoughts of our  g r e a t e s t  statesmen and thinkers--both economic 
and pol i t ica l -es tab l i sh  beyond doubt t h e  i n t e l l e c t u a l  legi t imacy of t he  
gold standard. We a l l  would bene f i t  by an end t o  t h e  recent ,  d i s c red i t ed ,  
experiment with inconver t ib le  paper money, and t h e  r e s t o r a t i o n  of t h e  
c l a s s i c a l  q u a l i t y  of f r e e  c o n v e r t i b i l i t y  of no tes  i n t o  gold t h a t  America's 
founders o r i g i n a l l y  secured in the  Const i tut ion.  

This Gold Commission should espec ia l ly  heed t h e  words of Thomas Paine, 
America's most i n f l u e n t i a l  Revolutionary th inker ,  who dec is ive ly  shaped 
the  ideologica l  d i r ec t ion  of t h e  American Revolution. Short ly  before  t h e  
Cons t i tu t iona l  Convention he  wrote: "As t o  t h e  assumed au tho r i ty  of any 
assembly in making paper money, o r  paper of any kind,  a l e g a l  tender ,  o r  
in o ther  language a compulsive payment, i t  is a most presumptuous attempt 
a t  a r b i t r a r y  power. There can be  no such power in a republican government: 
the  people have no freedom, and property no s e c u r i t y  where t h i s  p rac t i ce  can 
be  acted:  and t h e  committee who s h a l l  br ing in a repor t  f o r  t h i s  purpose, o r  
t he  member who moves f o r  i t ,  and he who seconds i t  mer i t s  impeachment, and 
sooner o r  l a t e r  may expect it." 

-- Ralph J. Benko 
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The hundred years  of t h e  c l a s s i c a l  gold s tandard were marked by l a rge  
secu la r  f l uc tua t ions  i n  pr ices .  The m o s t  d i f f i c u l t  period w a s  the  last qua r t e r  
of t he  19th century when p r i c e s  f e l l  sharply and the  world economy was i n  a pro- 
t r ac t ed  recession. The reason f o r  t he  s ecu l a r  p r i c e  f l uc tua t ions  w a s  t h e  i r r e g u l a r  
growth of t h e  world s tock of  monetary gold. According t o  Professor Cassel, i f  
gold reserves had increased a t  a s teady rate of 3 per  cen t  a year p r i ce s  would 
have remained reasonably s t ab l e .  Ins tead ,  t h e  gold s tock  increased a t  much h igher  
o r  lwer rates f o r  periods of 20 t o  25 years ,  depending on gold production, Un t i l  
1914, the  index of wholesale p r i ce s  i n  t h e  United S t a t e s  f luc tua ted  with world 
production of gold ad jus ted  f o r  a 3 per  cent  t rend ,  although with a l ag  of f i v e  
years. The i n f l a t i o n  i n  World War I d is rupted  t h e  r e l a t i onsh ip  of gold t o  pr ices  
and a l l  of t h e  b e l l i g e r e n t s  except t h e  United S t a t e s  abandoned the  gold standard. 

The r e s t o r a t i o n  of t he  gold standard a f t e r  World War I presented a number 
of problems. The s tock of monetary gold was not s u f f i c i e n t  t o  sus t a in  the  high 
postwar l e v e l  of p r i c e s  and gold production w a s  less than h a l f  a s  much r e l a t i v e  t o  
world reserves a s  before  t h e  w a r .  The gold exchange standard economized on the  
need f o r  gold reserrres, but  not enough t o  compensate f o r  t he  decrease i n  gold 
production. The gold s tandard,  which w a s  res tored  i n  1925-30, col lapsed i n  t he  
grea t  depression of t he  1930s, and a l l  count r ies  abandoned the  gold p a r i t i e s  of 
t h e i r  currencies .  I n  t h e  United S t a t e s ,  gold redemption of t h e  d o l l a r  w a s  
terminated i n  March 1933 and t h e  gold c lause  in  con t r ac t s  w a s  abrogated by the  
Congress i n  June. In accordance with the  Gold Reserve A c t  of 1934, t he  President  
fixed a new p r i c e  of $35 an ounce f o r  gold. The p r iva t e  holding of gold was fo r -  
bidden, but t h e  Treasury sold gold t o  fore ign  monetary a u t h o r i t i e s  u n t i l  t h i s  was 
ended i n  August 1971. Gold d id  not  act as a l i m i t a t i o n  on the  money supply a f t e r  
1934 because whenever t h e  reserves  were near  t h e  l e g a l  minimum the  requirements 
were reduced u n t i l  they were f i n a l l y  e l iminated in 1968. 

The p e r s i s t e n t  i n f l a t i o n  has  revived i n t e r e s t  i n  r e s to r ing  t h e  gold 
standard. The problems t h i s  would c r e a t e  seem insuperable  a t  present ,  Gold 
production has  been f a l l i n g  s ince  1966 and t h e  absorpt ion of gold i n  t he  a r t s  and 
industry has exceeded production i n  recent  years. Even before  the  i n f l a t i o n ,  the  
growth of t h e  s tock  of  monetary gold w a s  minimal. The world pa t t e rn  of payments 
is  s e r ious ly  unbalanced, and i f  members of OPEC could convert  t h e i r  ne t  d o l l a r  
earnings i n t o  gold a t  a f ixed p r i c e  they would probably do s o  on a la rge  sca le .  
Other count r ies  with l a rge  holdings of d o l l a r s  could a l s o  dccide t o  d ive r s i fy  
t h e i r  reserves  by converting them i n t o  gold. F ina l ly ,  p r iva t e  holders  of d o l l a r s  
i n  t h i s  country and abroad could present  enormous amounts f o r  conversion i n t o  
gold i f  they thought t h e  p r i c e  was too  low; and p r i v a t e  ho lders  of gold could 
se l l  enormous amounts t o  t h e  Treasury f o r  d o l l a r s  i f  they thought t he  p r i ce  w a s  
too high, 
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Although it i s  not f e a s i b l e  t o  r e s t o r e  t he  gold s tandard,  some of i ts  
fea tures  could be  gradually adopted as domestic and in t e rna t iona l  monetary condi- 
t i ons  improve. It might be poss ib le  t o  f ind  a way of resuming reserve  requirements 
aga ins t  Federal Reserve notes  and depos i t s ,  although not as r i g i d l y  as i n  the  past. 
It would be des i r ab l e  t o  moderate t h e  f luc tua t ions  i n  d o l l a r  exchange r a t e s  f o r  
t he  major currencies  and u l t ims te ly  t o  r e t u r n  t o  f ixed par  values w i t h  canaiderable 
f l e x i b i l i t y .  It might a l s o  be poss ib l e  t o  r e s t o r e  c o n v e r t i b i l i t y  of t h e  d o l l a r  
i n t o  reserve  assets f o r  s e t t l i n g  balance of payments d e f i c i t s  i f  t h e  United S ta t e s  
were t o  receive reserve  assets in se t t lement  of i ts surpluses.  These are s t eps  
t h a t  should be considered when our i n f l a t i o n  has been ha l ted  and t h e  world pa t t e rn  
of payments becomes b e t t e r  balanced, ins tead  of undertaking far-reaching cansnit- 
ments on gold which the  United S t a t e s  would be  unable t o  meet. 
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There are already in use in the United States a large number of standards of weight 
and measure including standards of weight, liquid measure, length, area, volume, 
temperature, barometric pressure, time, speed, and numerous engineering standards for 
pipes, bolts, threads, and others. These standards have proven themselves in actual practice 
to be effective and efficient means, without government intervention, for people in our 
economy to cooperate in the production and distribution of goods and services. 
Identification of the characteristics that these standards share in common will, therefore, 
provide an empirically sound basis for identifying the characteristics that are necessary in 
order for a monetary standard to achieve comparable results. 

All successful standards of weight and measure possess four characteristics; 

1. THEY ARE REAL. They all have an actual, observable, measurable, 
substantive existence outside the minds of their users. None is subjective. Length can be 
seen, weight can be measured on a scale, speed is observable. However, while all standards 
are real, the application of all standards involves important subjective aspects. While a 
yardstick is objective, users of it decide subjectively how large to make their houses, how 
much land to allow for various uses, etc. 

2. THEY ARE STABLE. All standards remain the same from place to place 
and from one time to another. Stability is necessary in order that economic activities that are 
dispersed in space and time be coordinated accurately and predictably. 

3. THEY ARE SYSTEM-WIDE. All successful standards are available and 
known by all people in the system that use the measure - thus facilitating cooperation. 

4. THEY ARE APPROPRIATE. All standards possess the quality that is being 
measured. A standard of length is a length, a standard of weight has weight, a standard of 
volume has volume. Nowhere is a length used as a standard of weight, or a speed used as a 
standard of temperature. 

These four characteristics make all existing standards of weight and measure 
effective and efficient means for coordinating the production and distribution of goods and 
sewices throughout the economy. The only role of government in this process is to define 
the standard and to insure that scales and other measuring devices are accurately calibrated. 
Decisions as to actual dimensions of goods in the economy are left to the subjective 
discretion of the people involved. 

When gold is evaluated in terms of these four characteristics, we find that it fails to 
meet all but the first condition, that of being real. 

1. GOLD IS REAL. Gold has an observable, tangible existence. It is the reality 
of gold that leads proponents to believe that the use of gold as a monetary standard would 
rationalize the money supply. 



2. GOLD IS NOT STABLE. The total supply of gold changes as new gold is 
added through mining operations and existing gold is used for industrial and cosmetic 
purposes. Gold is stable only in a relative sense being relatively more stable than iron or 
wheat. The value of gold is highly unstable, varying from person to person and from 
time to time. 

3. GOLD IS NOT SYSTEM-WIDE. While almost everyone has heard of gold, 
very few people can accurately identify gold, and only experts know how to measure 
"karats". While anyone could weigh a piece of gold, only an expert could certify the metal 
as gold and attest to its purity. 

4. GOLD IS NOT APPROPRIATE. Gold is measured by weight. The funaion 
of a monetary standard is to measure economic price. If weight were an appropriate 
measure of price, the heaviest goods would have the highest prices and all services, having 
no weight at all, would be free. Clearly, gold fails to meet the test of appropriateness. 

Therefore, gold fails three of the four tests that a monetary standard must meet. Its 
popularity as a possible monetary standard can probably be accounted for by the fact that, 
historically, gold worked better than other commodities like grain and iron. Going on the 
gold standard today, however, would be like the Wright brothers, failing to make their 
airplane fly, advocating return to the horse and buggy. The wiser course would seem to be 
to search for something that successfully meets the four tests for a monetary standard. 

Such a search leads to TlME as the proper monetary standard. 

1. TlME IS REAL. Time is based on the rotation of the earth (hours and days) 
and the orbit of the earth around the sun (days and years). Time is as real as the rising and 
setting of the sun and the changing seasons. Its reality is measured by clocks and calendars. 

2. TlME IS STABLE. Time is as stable as the rotation and orbit of the earth - 
extremely stable - the benchmark against which all other changes are measured. 

3. TlME IS WORLDWIDE. All peoples of the earth keep time records. Clocks 
and calendars are found all around the earth. 

4. TlME IS APPROPRIATE. A great deal of evidence supports the proposition 
that time is an appropriate monetary standard. One body of evidence consists of all the ways 
that time is presently used to organize and coordinate economic activities. Work is regulated 
in hours, days, and weeks; entry into the labor force is governed by age as is exit from it; 
rent and interest are charged by the month; taxes come due annually; depreciation is 
defined by time; economic planning is done in man-hours; and, ironically, inflation is 
measured by price changes over time. Another body of evidence is the universal association 
of time with money. People spend time, invest time, and save time just as they spend, 
invest, and save money. Finally, the time required to produce a good or render a service is a 
reasonable basis for setting price, as evidenced by actual practice in most fields, including 
auto repair, psychotherapy, and consulting. 

A reasonable basis for adopting time as the monetary standard in the United States 
would be to convert dollars to hours by the following equation; 

Gross National Product = Dollars per hour. 
Total Hours Worked 

For 1980, the equation is $2,626b 
194.66b 

= $13.49 per hour. 
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Mr. Chairman and members of the Gold Commission, I am David 
B. Bostian, Jr., and I am appearing today as President of Bostian 
Research Associates; Inc. It is a privilege to accept your invi- 
tation to state my view on the possible role of gold in the do- 
mestic and international monetary systems. 

I do not advocate an immediate return to a domestic or in- 
ternationa-old standard because of major economic and structur- 
al problems which exist today. I do advocate a gradual and ex- 
perimental shift toward a possible full gold standard through the 
issuance of new gold-backed bonds or notes. The interest rate 
that such a new gold-backed issue would bear and the yield 
spreads relative to the existing, unconvertible government secur- 
ities of similar maturity would offer important free market 
benchmarks by which to gauge the plausibility of an eventual re- 
turn to a complete gold standard. Clearly, considering our $1 
trillion national debt and the approximately $100 billion in in- 
terest that must be paid on it each year, a possible lowering of 
the interest expense would be a worthwhile goal. Nevertheless, 
when the basic question of instituting a gold standard as a fis- 
cal and monetary discipline arises, those who favor it in any 
form must realize.that it may fall short of optimistic expecta- 
tions because the sources of real long term economic growth are 
not solely monetary in nature. Restraint in both the creation of 
money and federal deficits, while a constructive policy, does 
not, of itself, insure a greater supply of goods and services by 
which real economic wealth is measured! 

There are many advantages to be derived, however, from any 
effort which reduces inflationary expectations and a gradual 
shift toward a gold standard through a possible experimental is- 
sue of gold-backed government securities is one way to maximize 
the advantages without incurring undue risks. If world political 
and economic conditions were more stable, this Commission might 
be advised to move more rapidly on instituting a gold standard, 
but we cannot rapidly return to the stable conditions that would 
allow the institution of a full gold standard. Indeed, one might 
ask if such a standard would be needed under an assumption that 



~onditions were actually stable? The risks of a hasty return to 
a gold standard are much more clearly defined. Consider the fol- 
lowing : 

- It would be difficult to determine the proper price at 
which gold should be fixed under such a standard. A price 
that was too high would be inflationary and a price that 
was too low could result in deflation. 

- World gold production over the years has been very vola- 
tile with major discoveries and events disruptive of con- 
tinuous mining hard to predict. 

- The Soviet Union and South Africa accounted for approxi- 
mately 77% of world gold production in 1980. (Soviet 
Union production was 8,300,000 troy oz., South African 
production was 21,669,468 troy oz. and world production 
was 38,882,381 troy 02.) 

- Aspuming adequate production and availability of gold, 
there is still the question ofhether it would provide 
an adequate base to support real economic growth. 

- Given the tremendous worldwide debt burden today and the 
inflation that has been a precondition to the servicing 
of that debt, a sudden disinflationary trend, such as 
might follow the rapfd movement to a full gold standard, 
would possibly cause the disorderly liquidation of said 
debt with dire economic consequences. 

- For maximum worldwide effectiveness, should an eventual 
return to a full gold standard be deemed worthy of serious 
consideration, a meeting of the IMF would be necessary to 
consider establishing an international gold standard. Giv- 
en the need for three-fifths of the membership (and 85% of 
the votes) to agree on such a course of action, an explor- 
atory meeti?~ should be convened. 

CONCLUSION 

We must move with caution in reestablishing a gold standard 
because of the political and financial instability that charac- 
terizes the modern world economy. There is no easy solution to 
the economic malaise in which we find ourselves today and any 
sudden movement to an assumed panacea could be costly. If there 
is to be a relatively painless way out of the debt-ridden morass 
in which we find ourselves, it will only be through significant 
increases in productivity, i.e., through a national effort to 
increase the output of goods and services, the benchmarks of 
real wealth. In the last analysis, only if the nation has the 
will to be disciplined and productive will it ever adhere to any 
standard, gold or othe.rwise, nor will it ever achieve its maxi- 
mum long term economic growth potential. 
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M E  QUESTION: I s  a money system based on go ld essen t ia l  t o  t he  soc ia l  and 
economic hea l th  of the  United States? THE ANSWER: C lear l y  and d e f i n i t e l y ,  "YES". 
h e r i c a ' s  econanic and money h is tory  provides the proof. 

From 1776 t o  1933, a per iod  of 157 years,  t h i s  cannonwealth was elevated f ran 
thir teen impoverished colonies t o  the posi t ion o f  the wealthiest and most powerful na t i on  
i n  the World. This feat was no t  acccjmplished through the use o f  large quantit ies o f  
money. It was accomplished by t he  wise and e f f i c i e n t  use o f  manpower and ma te r i a l  
resources. I n  1933 the to ta l  quantity of money i n  h e r i c a  was only $42.0 b i l l  ion. 

Today, i n  1982, 49 years la ter ,  t he  money supply o f  the  United States i s  over 
$2,500.0 b i l l i o n  -- s i x t y  t imes as much money as i t had i n  1933. The na t i ons ' s  
population has almost doubled and the physical quantity o f  material wealth avai  1 ab le  f o r  
purchase i s  near ly  twice that  o f  1933. With s i x t y  times as much money and twice as many 
people capable o f  rendering services, the econanic management o f  the  Uni ted States does 
not have the competency to provide for the needs o f  her people. 

Horrendous unemploynent , underproduction and maldi s t r i  bution o f  weal t h  , and 1 ack 
o f  housing and hea l th  requirements -- these are producing soc ia l  unrest,  rebel l ion 
against author i ty , violence, crime and insecur i ty f o r  our fami 1 ies and properties. 

h e r i c a " ~  su f f e r i ngs  are due t o  fa1 se money and econanic concepts. Believing 
that increased money quantit ies would provide needed management fo r  the nation I s  manpower 
and mater ia l  resources, t h i s  nation cut the cords which t i e d  the do l lar  t o  the hi tching 
post o f  gold reserves. Only the whims o f  t he  po l  i t i  c i  ans and money managers i n  power 
were l e f t  t o  control the quantity o f  dol lars t o  be manufactured out o f  cred i t  paper. 

With s ix ty  times as many do1 lars,  h e r i c a  i s  unable t o  prov ide f o r  the  needs o f  
on ly  two times as many cit izens. A better understanding o f  the nature and o f  the correct 
uses o f  good money i s  needed. 

Money, per se , i s  not  weal th. Money, per se, cannot create wealth. That h i c h  
i s  used as money may have, o r  it may not have, a comnodity val ue. Go1 d and s i  1 ver  co ins 
have a commodity value. Paper currency and bank checks have no comnodity value. Money 
i s  merely a mental th ing based on f a i t h  - f a i t h  t h a t  t he  next  f e l l o w  w i l l  accept t h a t  
which i s  p ro f f e red  as money i n  exchange f o r  h i s  goods or services. In  the absence o f  
that  fa i th ,  not even gold would serve as good money. 

Money's power, whether f o r  good or ev i l ,  resides i n  i t s  c i rcu la t ion - not i n  i t s  
mere existence. Centuries ago A r i s t o t l e  sa id :  "MONEY HOARDED AND NOT CIRCULATED I S  
STERILE AND NONPRODUCTIVE". Today, one t r i l l i o n  b i l l i o n  do l lars  locked up i n  vaults or 
i n  time and savings deposits, without c i rculat ion, could not produce empl oyment , weal t h  
o r  the d i s t r i b u t i o n  o f  wealth. When money i s  c i r c u l a t e d  i n  the home economy, no t  
exported t o  a foreign econany, no money i s  consumed, used up o r  wasted. This i s  t r u e  
whether the purpose o f  the spending i s  productive or destructive. Bad spending may waste 
precious manpower and mater ia l  resources; i t  may impoverish the  na t ion  i n  mater ia l  
weal t h y  but it does not waste money. 



For money to  retain i t s  value, i t s  purchasing power, the money quant i ty  must not 
be excessively increased over the quantity of wealth available for purchase. The tota l  
quantity o f  money i n  a nation, mult ipl ied by i t s  circulat ing velocity and d iv ided by the 
t o t a l  th ings sold determines the purchasing power of each uni t  of money - or the price 
1 eve1 . 

Gold's val ue i n  preserving the i n t e g r i t y  o f  money i s  found i n  i t s  disciplinary 
power t o  prevent over expansion. For thousands o f  years gold has been admi red and 
desi red f o r  i t s  beauty, i t s  durabil i t y  and i t s  many uses, however, i t s  scarcity has given 
it i t s  greatest monetary value. The growth i n  gold quantity has never seriously exceeded 
the growth i n  material wealth quantity. Since early c iv i l izat ion,  nothing has been found 
which w i l l  equal gold as a measuring s t i ck  for  value, as a medium o f  exchange o r  as a 
temporary storage house fo r  earnings or accunulated wealth. No credit  money, throughout 
history, which has been securely and adequately t i e d  t o  gold reserves, has ever defaul ted 
or lost  i t s  purchasing power. 

The United States can easily provide i t s  people with a sound money system based 
on gold, without economic cost but w i th  enormous socia l  and econanic gains. A l l  the 
f inancial machinery needed i s  here. While, i n  recent years, America has l o s t  t o  other  
nat ions over ha1 f o f  the monetary gold it held, the nation s t i l l  holds enough gold to 
back the new money system. 

It i s  u t t e r l y  i l l o g i c a l  t o  even consider re tu rn ing  the present dol lar  money 
system t o  a gold basis. The dispari ty between do1 1 a r  quant i ty  and. go1 d quant i ty  i s  so 
great t h a t  such an attempt would bring t o  the nation and t o  dol lar holders i nsu f fe rab l~  
punishnent. The do1 l a r  should be given an extended 1 i f e  o f  about twenty-five years, but* 
w i th  i t s  quant i ty  reduced at least four per .cent each year. This can be accanpl ished by 
requiring banks t o  reduce the i r  do1 l a r  loans a t  l e a s t  four  per cent per year. Since 
money does not a f f e c t  pr ices u n t i l  i t  c i r cu la tes ,  and since only  twenty per cent o f  
Anerican dollars are now fu l l y  c i rcu lat ing i n  the forms o f  currency and demand deposits, 
and are responsible f o r  p r i ce  i n f l a t i o n ,  it i s  evident that i f  a l l  dol lar holders were 
a l lo t ted the i r  share of available material wealth or gold, each dol lar  would have no more 
purchasing power thgn that now possessed by two dimes. 

It i s  proposed that the United States create an ent i  r e l y  new money system. The 
new u n i t  o f  money should be c a l l  ed "GOLDER". One hundred golders shall have a value 
equal t o  one ounce o f  gold. The Federal Reserve Systen and a1 1 banks o f  the nat i on sha l l  
be required to  carry accounts i n  both golders and dollars. Gold reserve requirements fo r  
golders shall be approximately the same as those required fo r  do1 la rs  i n  the 1930's. To 
avoid fu tu re  money quant i ty  i n f l a t i o n ,  it w i  11 be necessary t o  b r i ng  a1 1 financial 
inst i tu t ions carrying checking accounts under the cont ro l  o f  the Federal Reserve. The 
d o l l a r ' s  value i n  relation t o  the golder's value must be determined i n  the international 
money market. If it takes four hundred dol lars t o  buy one ounce o f  gold, i t  w i  11 take 
four  d o l l a r s  t o  buy one golder. I f  it takes eight hundred dollars t o  buy one ounce o f  
gold, it w i l l  take e igh t  d o l l a r s  t o  buy one golder. An attempt on the  p a r t  o f  t he  
government t o  give do1 1 ars a def in i te  val ue i n  golders would create such econanic chaos 
as t o  endanger our form o f  government. 



THE REAL ISSUE IS FREEDOM OF CHOICE IN CURRENCY 

Submitted by Joe Cobb 
Choice in Currency Commission 
325 Pennsylvania Avenue, S.E. 

Washington, D.C. 20003 

November 12, 1981 

The madate of the U.S. Gold Commission, to examine the appropri- 
ate role for gold in the U.S. monetary system, has been interpreted 
by most commentators as "whether or not to fix the price of gold in 
terms of dollars." We submit, for your consideration, an alterna- 
tive proposal: Let the American people have freedom of choice in 
currency; demonopolize the monetary system of the United States and 
let gold (or silver, or Swiss francs, or anything else chosen by 
individuals) circulate or be used as a lawful tender. 

The most important function that a monetary unit serves is as a 
noun for quoting relative prices. The context of this inquiry into 
the role of gold, therefore, must address the meaning of the very 
words we use to write contracts. 

In the novel "1984" by George Orwell, there was a government agency 
called the Ministry of Truth that deliberately changed the definitions 
of words in the English language, so that victims of Big Brother's 
tyranny could not communicate with each other and organize a political 
revolution. The evolution of the U.S. monetary system over the past 
190 years has followed the same path. 

In 1792, Congress passed the first Coinage Act (1 Stat. 250) which 
created our decimal coinage system. The U.S. dollar was defined as 
416 grains of silver .89243 fine. Because the new nation, for polit- 
ical reasons -- Article I, Section 8, of the Constitution -- was sup- 
posed to have a common currency, the Congress established a monopoly 
for the central government's coins. Under Article I, Section 10, 
however, it is clear that the intent of the Founding Fathers was for 
the U.S. monetary system to be based on silver and gold, not paper 
money. None of the Founding Fathers suspected that just 70 years 
later, Congress would pass the legal tender law and make the paper 
dollar our basic unit of money (12 Stat. 345). 

Because there was a government monopoly for "dollars," the Supreme 
Couxt refused to distinguish between paper dollars and silver dollars 
(79 US 457). The principle had been established that the word "dollar" 
is a governmentally defined word, and whenever Congress wants to do 
so, it can change its definition. In 1913 and 1933, moreover, Cong- 
ress created the Federal Reserve System and subsequently prohibited 
Americans from using anything other than its monopoly money (Federal 
Reserve Accounting Unit Dollars). Congress simply stripped any and 
all meaning from the word "dollar" in its original sense. 

Because businessmen and investors, and those who accumulate savings, 
rely upon the name of the monetary unit to calculate and plan and to 
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write contracts for future payment, philosopher John Locke developed 
a principle for honest money. He wrote, the "unit was and should be 
a definite weight of bullion, which must not be altered." (1695) 

Bullion -- pure "noble" metal. Definite weight -- the monetary 
system should emerge from the common system of weights and measures; 
it should not be "invented" by government as an artificial denomina- 
tion of weight. It was an unfortunate historical accident that the 
common coin in the Thirteen Colonies was not precisely an ounce of 
silver, which might have gone by the name "One Ounce" without the 
government's trademark (Issilver dollar"), but for that matter there 
was not a standard definition of the ounce in those days either. It 
was the monetary use of metal that led to the establishment of the 
u.S. standards of weight in 1827 (cf. NBS special publication 447). 

The principle of freedom of choice in currency, therefore, is 
founded on the use of gold and silver, by units of weight, in all 
kinds of transactions where honest men and women come together to 
make contracts. It is impossible today to make an honest long-term 
contract in terms of "dollars." because the word has no meaning. 

There is no difference between using the word "dollar" today in 
a contract and using the word "shrug" (e-g., I promise to pay you 
100 shrugs in five years, at 10,000 percent interest); how many Big 
Mac hamburgers do you think you will be able to buy with the "dollars" 
you get back? Yet, in the U.S. courts and in payment of taxes, the 
undefined word "dollar" is the unit of measurement. 

Since the issue we believe the U.S. Gold Commission should address 
is really the essence of a market economy, and the capital markets in 
particular, that is the definition of the noun that Americans may use 
to quote relative prices, we urge you to recommend the repeal of all 
monopoly elements in the U.S. monetary system. Two bills in Congress 
would achieve this: The Free Market Gold Coinage Act, sponsored in 
the Senate by Mr. Symms (S.1704) and in the House by Mr. Crane (HR.3789) 
and the Free Market Silver Dollar Act (HR.4965). These legislative 
proposals would create a parallel currency system for the United States 
and permit individuals to exercise freedom of choice in currency -- a 
right they have not had since 1792 because of a monopoly in courts for 
something called the "dollar. " 

In a free market economy, freedom of choice always makes the system 
work better. There are many reasons to believe that the new frontier 
in freedom of choice -- currency competition -- will be the only way 
to save the United States from a devastating inflation that has already 
caused the highest interest rates in history, because nobody with any 
money to invest is willing to secure those investments with pieces of 
paper promising to pay "one shrug" in the future in exchange for real 
goods and services today. 

If the principles of John Locke were good enough for Thomas Jeffer- 
son and Congress when the Declaration of Independence was signed in 
1776, the principle of "bullion weight" and "freedom of choice" must 
be the guiding principle for re-establishing the monetary system, and 
strengthening the capital markets, of the United States today. 



GOLD I S  THE ONLY PERMANENT STABLE MONEY 

Submitted by 

BARRY R. COLLINS 

4910 Thor Way Carmichael CA 95608 

6 January 1982 

The U.S. Gold Comnission has a golden opportuni ty  t o  recommend a r e t u r n  
t o  the gold standard for the  fo l lowing reasons: 

1. The present system of having unbacked and un l im i ted  creat ion o f  paper 
money has led, both i n  the U.S.A. and fo re ign  nat ions, t o  unending i n f l a t i o n  
wi thout  avoiding such t r a d i t i o n a l  economic i l l s  as unemployment, recessions 
and high i n t e r e s t  rates. 

2. A f u l l y  conver t ib le gold standard w i l l  avoid the dangers o f  both 
i n f l a t i o n  and an i n f l e x i b l e  monetory base. 

3. No p r a c t i c a l  subs t i t u te  f o r  gold e x i s t s  which w i l l  be un i ve rsa l l y  
acceptable as a constant medium o f  payment between nat ions and persons. 

I n  view o f  the above, the fo l low ing p o l i c i e s  are recommended: 
1. The U.S. by law provide t h a t  U.S. currency and coin be f u l l y  conver t ib le  

i n t o  gold coin, a t  the p a r i t y  o f  $500 per t r o y  ounce of f i n e  gold. This p a r i t y  
would provide approximately 100% gold backing f o r  U.S. currency and co in  i n  
c i r cu la t i on ,  and therefore a l low an ample amount o f  gola f o r  making i n t e r i m  
in te rna l  and fo re ign  adjustments before a s ta tu to ry  40% gold backing l eve l  
woul d be reached. 

2. The U.S. min t  on ly  one type o f  gold coin, namely a $500 coin which 
would have the same weight, composition and dimensions as the South African 
Krugerrand, and which appropr iate ly  should have the head of Alexander Hami 1 ton 
and the motto " I n  God We Trust,  A l l  Others Pay Cash" stamped cn one side, and 
w i t h  the Great Seal of the U.S. on the obverse. The Krugerrand could a lso be 
made U.S. lega l  tender f o r  $500. 

3.  The President, by and w i t h  the advice and consent o f  the Secretar ies of 
State, the Treasury and Comnerce, have power by law t o  declare a fo re ign  
currency, which i s  no t  f u l l y  conver t ib le  i n t o  gold coin, t o  be a Paper Currency 
and t o  determine i t s  value i n  U.S. currency f o r  the purpose of ca l cu la t i ng  
import du t ies  and o f f i c i a l  penal t i e s .  

4. The U.S. by law recognize tha t :  
a. The period from the present t ime t o  about the year 2000 w i l l  be one 

o f  r e a l  de f l a t i on ,  even i f  disguised by monetary i n f l a t i o n ,  based upon both 
expectations and the Kondra t ie f f  Cycle. 

b. I n  order t o  maximize the employment o f  labor ,  wage rates should be 
determined by the Law o f  Supply and Demand, and the U.S. reduces employment 
by attempting t o  se t  a r t i f i c i a l l y  h igh wage ra tes  f o r  any group of persons. 

c. No U.S. indus t ry  should have any r i g h t  t o  request governmental 
assistance i f  i t s  workers are employed a t  wage ra tes  above those p reva i l i ng  i n  
a f ree  labor  market. 

d. The U.S. should by law deprive the states o f  the power t o  regulate 
wage rates,  p r ices  and rents.  



5.  The U.S. take prompt action t o  reduce h i g h  interest  ra tes ,  which are 
crippling the housing and other industries, by balancing the federal budget 
through the raising of excise taxes on alcohol, tobacco, e tc  to approximately 
one-half of the general West European levels, thereby also leaving some tax 
resources to  the states.  

This submission i s  based upon traditional principles of free market 
economics which always work when given the opportunity to function in a 
civilized society. Failure to  return to a fully convertible gold standard 
and i t s  necessary attendant economic disci pl i nes and freedoms w i  11 only 
damage the U. S . economy and further undermine the prosperi ty of the people . 
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THE lRRECCNERABILITY OF THE GOLD S11ALi' 

Richard N. Coaper 

Harvard University 

January 1982 

The idealized gold standard as it appears in text books conveys a 
sense of autamticity and s tabi l i ty  - a self-correcting mechanism w i t h  
minimm hcaMn intervention which assures rough s tabi l i ty  in prices and 
Mance in international payments. The actual gold standard could 
ha~d ly  have been further fran this representation. Major countries of 
the m r l d  w e  on the gold standard proper only £ran 1870s to 1914, 
and briefly during the l a t e  1920s and early 1930s. !l3e f i r s t  period 
mt dam in history as the Great Eepressian - unt i l  the second period 
ame along to exceed it in depth and severity. 

In the United States the last third of the nineteenth century was 
a period of unprecedented controversy over the mnetaxy standard, f i r s t  
aver the resumption of gold convertibility for the greenbacks issued dur- 
irq the C i v i l  War, then over the mnetary role of silver. Legislation 
was c~nstant ly  before Congress to change mnetary relationships. The 
year 1896 saw the only U.S. presidential &gn devoted to the issue 
of mnetary standard. The question of the ~lysnetary standard was thus 
a source of continual tunmil  and uncertainty, not serene stability. 

The public debate reflected t k  fact  that, contrary to current 
claims for it, price s tabi l i ty  was not assured eitkr during the gold 
standard period p r o p r  or  over a longer period during which gold held 
daninant influence. Sfiort-run variations in prices, i n  fact, were con- 
siderably higher during the period of the U.S. gold standard, 1879- 
1913, than in the mre recent period, 1960-1979. 

Long-run price mwemnts were also substantial. Prices declined 
about 50% in Britain, France, Germany and the United States fran 1816 
to 1849, then rose a b u t  50% un t i l  the general establishnmt of the gold 
standard in the early 1870s, then f e l l  nearly 50% again u n t i l  the gold 
discoveries of the 1890s, then rose sharply in the t w  decades before 
World W a r  I. This is hardly a pattern of s tabi l i ty ,  although it is true 
that  prices scrretimes declined over long periods of time. Haever, con- 
tanporaries had no confidence that price levels muld return to  earlier 
levels. This lack of confidence is reflected in the moverments of in- 
terest  rates. -1 interest rates on long-term bonds - interest rates 
corrected for the mvements in prices - follomd roughly the same pat- 
tern as  prices themselves: high i n  the 1870s, gradually declining t o  
the turn of the century, and then rising again. This pattern implies 
that the hd-purchasing public did not anticipate correctly future 
price mvgclents . They apparently ad5sted their  expec-tatiuns slowly, i n  

to past price movements. It is thus not true, as is s o m e ~ s  
t h a t  the metallic standard provided for s tabi l i ty  in the rea l  
long-tenn financial contrack. A close look a t  histcry pro- 
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vides l i t t l e  ccmfort t o  the proponents of a revived gold standard. 

If we turn fran history t o  the contemporary setting, there are two 
broad prgrosals for gold in  the U.S. manetdry systan, each w i t h  n w o u s  
variations in detail. The f i r s t  involves reintroduction of scme form of 
gold backing for U.S. manetary l iabil i t ies.  The second involves same form 
of canvertibility of U.S. mnetary l iab i l i t i es  into gold a t  a known price. 
sme of the proposals for backjq involve basically a mmetary rule in thin 
disguise: gold plays no essential role in these prcpsals. Sarre variants 
wuld bwwr require periodic purchases of gold by the mted States, 
giving rise to technically difficult but not insuperable problems con- 
cerning the discrepancy bebeen the market price for gold and the offi- 
cial price for gold. 

The seamd class of proposals involves canvertibility of one form 
or art0the.r of dollars into gold a t  a h a m  price. The difficulty w i t h  
these proposals is determining the price. Foreign monetary authorities 
hold mund $250 billiapl and an additional $700 billion is in private 
dollar deposits outside the United S t a t e s .  This is aver and above dollars 
held by Americans and others in the United States. Too low a price for 
gold wuld invite large-scale oonversion of these dollars into gold. 
systan muld quickly collapse through the exhaustim of U.S. official gold 
holdings. This continguency could of m e  be avoided by pricing U.S. 
gold a t  a much higher than current market price. But then the U. S . wuld 
&st certainly hwe to b x  gold out of new production and private hordes. 
This  muld u rdamhe  the &scipline which gold mver t ib i l i t y  was fllpposed 
to  establi* in the f i r s t  plaw. 

There is another disadvantage w i t h  reinstituting gold in a n~netary 
role that is .in any way linked to ~e market for gold. The major produc- 
ers of gold in the world, together acamnting for 80% of world production, 
are South Africa and the Soviet Unicm. Bo th  countries exercise consider- 
able discretion in the m u n t  of gold they sell Fnto the market. Both 
are a t  political cdds with other nations. 'Ib restore an important mn- 
etary role for gold wuld give these t m  countries a windfall of am- 
siderable magnitude, because of the higher price involved. An ill-con- 
ceived a t t a p t  to avoid this price increase and to rely on new supplies 
would place the mnetaxy system of the United States hostage to politi- 
cal decisions in one or both of these countries. 

The choice of a price for gold plays a central role in the viabil- 
i t y  of any restoration of gold to mnetary role. Yet the choice of a 
price, while crucial, is unavoidably arbitrary. So long as th is  is so, 
a rule based cm a supposedly fixed price of gold can not be a credible . . 
rule. If gold were to becare unduly cons-, its price could be 
changed, and that possibility muld be widely Irrxllwn. In this respect, 
the situation is fundanwtdlly different £run that in the nineteenth 
century. Then the dollar price of gold was historically given and m t  
open t o  question. The price w a s  not conceived as a policy variable. 
Yet gold ceases t o  provide manetary discipline i f  its price can be 
varied. So long as the price of gold is a policy variable, the gold 
sbndard provides no escape f m  the need for human management, hcrw- 
eves f r a i l  t h a t  may ~ e e m  to be. 



FACILITATING 'IHE OPTIONS OF USING GOLD AS AN AUXILIARY ClJREXCY 

Submitted by 

Richard L. Davies, Managing Director 
The Gold Institute/l'Institut de 1'0~ 

1001 Connecticut Avenue, N.W., Washington, D. C. 20036 

November 13, 1981 

The Gold Institute/lfInstitut de lfOr is the developmental, technical 
and industrial arm of leading producers of gold and gold products in 15 coun- 
tries, outside of South Africa and the Soviet Union which have their own en- 
tirely separate gold activities. We provide precise and timely statistics 
on the production and flow of gold, and extend the beneficial uses of gold 
by technical assistance to the many industries which use it, and to central 
banks, ministries of finance and mints in their issuance of gold coinage. 
Last year 57 governments issued some gold coins as detailed in our mual 
publication MIDERN GOLD COINAGE. 

Sane nations, such as Switzerland and the United States, have had con- 
siderable time periods of economic and governmental activities which have 
resulted in steady levels of purchasing power of their cunencies; whereas 
others have had economic and governmental activities resulting in continu- 
ally depreciating currencies. An exanrple of this latter is Brazil, the 
largest country in Latin America. For half a century the purchasing power 
of its units of currency has been continually decreasing by 20% to more than 
50% each year, so that the value of today's Brazilian cruzeiro expressed in 
Swiss francs or dollars or gold is less than one-thousandth of what it was 
thirty years ago. The Brazilians have survived for many decades with a tra- 
ditionally &preciating national currency, just as the United States sur- 
vived with a temporarily depreciating "greenback" currency from the Civil 
War years until the restoration in 1879 of dollars having a relatively 
steady purchasing power. 

The United States is now in a period in which its units of currency 
are depreciating in value and the nation is indicating its desire to under- 
take the economic and govemental activities which will result in its cur- 
rency having a steady rather than a declining purchasing power. However, 
these measures are, of necessity, fundamental ones, requiring careful and 
enormous efforts, not only by the Federal Reserve System, but by the whole 
Executive Branch of the government, the whole Congress, and the support of 
the majority of the entire electorate. They require time to accomplish. 

Meanwhile, just as was necessary in the United States in the years 
after the Civil War until 1879, and has continually been necessary in Brazil, 
some auxiliary, or parallel, currency is useful. In Brazil, the auxiliary 
currency for two generations was the United States dollar, equivalent to one 
thirtyfifth ounce of gold. In the United States "greenback" dollar period 
after the Civil War, the auxiliary currency was gold, or sometimes the Brit- 
ish pound, equivalent to a quarter of an ounce of gold. In the United States 
today, needs for an auxiliary cunency are beginning to be met by the use of 
metallic gold in the form of gold bullion bars, bullion coins of other 



countries, and other gold pieces of precisely marked purity and weight. Res- 
idents of the United States, recently estimated a t  8 million in number, have 
large amounts of gold bullion, coins, medallions, and precisely marked pieces, 
in what might be called their 'private  reserve^,^' and these are available 
for various transactions in which the payer and the receiver wish to use 
gold as an auxiliary currency. 

An example of usefulness of an auxiliary currency earlier,  was in 1865 
when a Pennsylvania company was able to make a favorable multi-year contract 
with a Danish company to import the mineral q l i t e  from Greenland. The 
payments were specified not in United States "greenback" dollars nor in 
Danish kroner, but in British pounds (quarter ounces of gold), the then 
auxiliary currency for both the United States and Denmark. Likewise, in 
Brazil, where the cruzeiro interest rates are high, many productive opera- 
tions have been made possible by dollar financing, with corresponding repay- 
ments in dollars. 

Examples of the present use of gold as an auxiliary currency include 
the payment of dividends in the form of gold, and a 3-1/4% inclustrial bond 
issue with both principal and annual interest payable in gold. The trustee 
of this  is Conrinental Ill inois National Bank 6 T r u s t  Company of Chicago. 
The securities firms involved include Drexel Burnham Lambert , Inc. of 
New York and Ross and Partners of London, and they are equipped to arrange 
similar low  interest bond issues payable in  gold for others. 

The U.S. government has already done much to restore freedom of gold 
movement. In this present period it wuld seem desirable to further faci l i -  
tate the options for U.S. private citizem and corporations to use gold as 
an auxiliary currency. Encouragement should be given to the private f i -  
nancing of construction and other productive projects by the use of gold 
with its attendant low interest rates, without which the projects and their 
resulting contribution to employment and the strength of the economy, would 
not occur. There are many examples of the beneficial use of an auxiliary 
gold or gold-based currency to accomplish this in other countries. 

To protect the U.S. economy, the gold which constitutes most of the 
U.S. government's crucial foreign reserves needs to  be gradually increased 
and not depleted. However, U.S. refiners are producing around three million 
ounces of refined gold bullion per year and it is rec~nrmended that the U.S. 
government convert some of this into weight-denominated gold bullion coins 
and issue the coins, without tax impediment, through bullion dealers and 
banks equipped to distribute them and maintain markets for them, just as 
U.S. Treasury b i l l s  and bonds are n w  marketed through dealers and banks 
especially equipped for the purpose. 



GOLD : ARCHAIC THROW BACK OR MODERN TOOL? 

Submitted by: 

John P. Dessauer 
P.0.Box 1718 
Orleans, MA 02653 

Returning the United States to a gold standard could 
be either the most effective way to fight inflation or the 
introduction of monetary rigidity that would set the stage for 
crisis in the financial markets. 

The key determinent of the puzzel is the price at 
which gold and the dollar are proposed to be connected. If 
the price is set too low, giving the dollar and inflated value, 
there would be claims against the U.S. gold stock as dollars 
were offered for gold. A n  outflow of gold would result with 
the same destructive consequences seen in the late 
1950s and early 1960s. If the price were set too high the 
dollar would be undervalued causing an influx of gold and the 
threat of renewed inflation. Only the "right" price would 
work. 

It is impossible for any group, government or otherwise 
to determine the right price. The right price is a moving 
target. The "free" market is not a mechanism for determining 
price. The Russians have been trying to manipulate the gold 
price for over a year. They withhold supplies when they feel 
the price is low and sell when it is high. Through their bank 
in Zurich Switzerland they are constantly trading gold. 
Ricght now the possibility of the U.S. returning to a gold 
standard is depressing the gold price. Investors fear that 
the U.S. would choose a low price in order to give a higher 
value to paper dollars. 

The United States should take steps to enter the gold 
market, obtain current experience and struggle to find a way 
to make a connection between the dollar and gold. 

A first logical step is to join the ranks of governments 
such as South Africa and Russia that realize income from the 
sale of gold coins. Selling a U.S. coin that flutuates with 
the gold price makes sense. 

A second logical step would be to begin buying and 
selling gold with the objective not of manipulating the gold 
price but of blunting Russian efforts at manipulation and 
increasing U.S. gold holdings. This would make the U.S. 
an important participant in the gold market and. provide a 
sound basis for determining if a full return to the gold 
standard is warranted. 
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Gold is money and has been for centuries. Gold bugs 
use that historical fact as evidence to their point that 
returning to a gold standard offers only benefits. They 
should really look at gold as money to see both sides of the 
issue. 

Look at prices in terms of gold. We are eccustomed 
to looking at prices only in terms of dollars. Take oil 
for example. All the while the price of oil was rising in 
dollars it was falling in terms of gold. Lately as the 
dollar price for a barrel of Saudi crude has been falling 
the gold price for that barrel has been rising. 

Understanding gold as money is key to the issue. 
World markets would not be automatically served by returning 
to the gold standard. 

There is a difference betwee dilution and inflation. 
Using gold as a monetary tool could be helpful in preventing 
excessive dilution of the dollar but not necessarily helpful 
in fighting inflation. 

Consider the oil example. If rising prices for 
important commodities such as oil are inflationary when they 
occurr in dollars they must also be inflationary when they 
occurr in terms of world money or gold. 

A falling gold price can be just as inflationary as 
a rising gold price. Stability is the objective. But not 
forced manipulated stability. Rather genuine stability 
is the requirement for lower inflation and reduced dilution. 

A free gold market is a useful score card. If the 
gold price stabilizes as a consequence of U.S. monetary 
and fiscal policies we would know that we were dbing the 
right things. If we lock in a gold price through a gold 
standard connection we wouldn't know whther or not our 
policies were correct. We would only know how we were doing 
as a manipulator of the gold market. 

Staying off the gold standard could be just as useful 
as returning to the gold standard. The key is having respect 
for gold as world money. If we have genuine respect for gold 
as money and show that by participating in the gold market 
we will reap the benefits no matter how the gold standard 
issue is finally resolved. 

GO SLOWLY. WALK BEFORE RUNNING. SELL GOLD COINS 
AND BECOME MORE ACTIVE IN THE GOLD MARKET. LATER LOOK AT 
THE GOLD STANDARD ISSUE AGAIN. 
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Tm may get two i d e a s  from this: (1) The use o f  any tender  
o the r  than gold and s i l v e r  is UnConstitutional, (2) Legal Tender 
s t a t u t e s  a r e  UnConstitutianal because they deprive incliividuals of 
property (money is property) without due process of law, 
EISrORY: A,. Pre-Constitution 1787: Coloniesinchaos due t o  f la t  

money, Credi tor  runs from debtor, Credi tors  were 
paid without mercy, 

B. 1787 -1900: U. S. made g r e a t e s t  progress i n  h i s to ry  
of mankind, Mostly on gold/s i lver  standard,. U. S, 
still a Republic, Well, almost, 

Ce 1900 - 1968: 0. S, drifts t o  Democracy, Last 
underfinning o f  precious metal removed (s i lver-c  er-  
t i f i c a t e s )  , Federal Reserve establ ished,  

D 1968 -present:  Democracy i n  f u l l  force. F i a t  money 
= 100% 1 Tending tochaos;  democracy l e a d s  t o  mob- 
ocracy, commissions, skepticism, collectivism, 

EVIDEIQT TRUTBS: No nat ion ever  survived i n t a c t  t h a t  debauched i t a  
currency (commercial l i f e  blood) & No nat ion haa 
ever Uved more than 200 years  under Democracy, 

According t o  the U. S, Const i tu t ion  flat money must be UnCon- 
s t i t u t i o n a l ,  Ar t i c l e  I S e c t i o n  Wongress s h a l l  have Power: 
To c o b  Money,...n period. It does not  say !*to co-in i t  out o f  
paperfr. The 1787 Cammittee o f  I1 considered wemission of b i l l s  of 
credit l* which means f i a t  money, By a vote af n i  n e i n  favor - ape 
a g a i n s t  and one divided, i t  r e j e c t e d  " b i l l s  of credit", The key 
words a r e  CONSIDERED and REJECTZD, The Legal Tender Decisions 
hare ignored the  i n t e n t  of the  w r i t e r s  of the  Constitution. If 
the  Const i tut ion meant t o  coin Money out of paper, they would have 
s tated:  "and emit bills of credit",  

'Phe combination o f  ~ r t  1 Sec 8.5* and 10.1, closed the  door t o  
f i a t  paper forever, Sect ion 10,l.  : Wo S t a t e  s h a l l ,  . , make any 
Thing but gold and s i l v e r  Coin a Tender i n  Payment of Debts;, . , '1 
The word Wcoin" was capi tal ized,  These 17 words were composed by 
Roger Sherman, an enemy of f i a t  money f o r  many reasons, A m 0 n g 
them; he was cheated by i t  and l o s t  a lawsui t  about it, 

These 17 words were accepted by the  Committee unanimously (11- 
0). The Legal Tender Decisions have t o t a l l y  scorned this 
prohib i t ion  on the  S t a t e s  t o  impose on t h e i r  c i t i z e n s  any Thing 
but gold and s i l v e r ,  They have nicely coerced the  S t a t e s  t o  
vdolate the  Constitutiolr on a wholesale basis.  

Noah Webster ca l led  Legal Tender "the dev i lw  and those who 



favor i t  "were coun te r fe i t e r s ,  deserving of the  gallows,.,.tr. 
T h e  very words Legal Tender...ct, according t o  Paul  Leices ter  

Ford, Editor of the FEDERALIST ( l898) ,  cl.. . a r e  a l i e  and a fraud, 
through which someone is t o  be robbed.11 

Daniel ~ e b s t e r  sa id  Legal Tender s t a t u t e s  were UnConstitution- 
a l ,  Amendments (V) & (XN): "No person shal l , . ,  be deprived of 
l i f e ,  l i b e r t y ,  o r  property,  without due process of law;..,t*, 

Additionally; Art I Sec 1 0  says,  a long with i ts  prohib i t ion  
of f i a t  money: nNo S t a t e  shal l , . ,  pass any bi l l . . ,  o r  l a w  i m -  
pa i r ing  the Obligation of Contracts , ,  ..". Contracts a r e  sacred! 
Debt s  a r e  not t o  be p a i d  a t  a d iscount  with a p r i n t i n g  press! 

CONCLUSION: 
I. ~ o l d / e i l v e r  coins ehould be imprinted with the  weight of 

pure metal i n  grams o r  decimals & value i n  d o l l a r s  ("dollarft  is 
used twice i n  t h e  Law), It is a power of Congress to:  m.., reg- 
u l a t e  t h e  Value thereof ,  and ~f fore ign  coin,  and f i x  the Stand- 
a r d  of Weights and Measures;,,," No o ther  power is  enumerated 
f o r  the  physical desc r ip t ion  of seal money! The d o l l a r  is our 
trademark f o r  r e a l  money. 

11. Since gold is necessary f o r  a spec ia l ized  nat ion and div- 
i s i o n  of l a b o r  (which means a hfgh standard of l i v i n g ) ,  and s i n c e  
gold productiolr represents  a consumption of c a p i t a l ,  it would be 
advantages to everyom t o  economize t h e  use of gold, The banking 
sgstem has provided an ingenious s o l u t i o n  t o  this problem: Fidu- 
c i a r y  media, FM cozlsista of cclaimstomoneyc t h a t  a r e  not backed 
by golde Therefore, 1 suggest reserve requirements be s e t  a t  20- 
25% gold backing, EXperience has shown this t o  be a p r a c t i c a l  
figure. If a note is known t o  be conver t ib le  100% of the time i n t o  
r e a l  money, then itbecomes the  absolu te  equivalent of ( r e a l  moneyc. 
Thus, people do not hoard t o  any extent  when g~vernment keeps its 
contracts ,  

111. Eliminate any mention of  wlegaln on any notes denouin- 
ated in r e a l  money* I L  i.8 not neceseary. See a l s o  111 US 7Q1, 
F I N A U Y :  When the  time comes t o  seques ter  imaginary* debts ,  in 
whatever fashion, l e t  i t  be known I T  IS NOT THE FAULT OF OUR CON- 
STP!l!UTXONI Do not blame it! Let t h a t  om-of-a-kind masterpiece 
be preserved unblemished f o r  i t  intended t o  do away w i t h  bogus 
money & b u l l e t s  and i n s t a l l  a Republic, Please join me i n  notic- 
ing those who have and do v i o l a t e  t h e i r  oath t o  support it. 
Reepec t f u l l y ,  

~~2%- L 
$ugh Willlamson, May 13, 1785, used the term "imaginary money 

of the severa l  statesm i n  hfis paper on t h e  adoption of the Dollar, 
Serious s tudents  of proper tender under the  Const i tut ion should 
read TmYm u. ~ G E S ,  1864, 22 Indiana 282, Note that not once 
did the Supreme Law use the  word "legal". ALSO seeRagar 1110s 701. 

TENDEFa & 19HF: U. S, CONSTITUTION Page 2 of 2 
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Lack of fiscal discipline, high real interest rates and persistently 
high inflation, all draw attention to disarm in our macroeconomic policies. 
The Enquiry of the Gold Commission is an important opportunitv to look for 
more coherent policies and for institutions that lend stability and credibi- 
lity to our macroeconomic targets. 

The historical record does not bear out the belief that the gold stan- 
dard provided a stable economic environment. Under the gold standard of the 
19th and early 20th century one crisis chased another and macroeconomic per- 
formance, except for the average rate of inflation, was poorer then compared 
to the last twenty years. The accompanying table makes this point for the 
case of the US. 

* 
A Comparison of ?iacroeconomic Stability 

Variabilitv of : 
Period Inflation 

Average Monev ~ e a r  
Unemployment Inflation Growth Interest 

1960-1979 4.6 1.4 4.3 1.9 3.5 * 
Variability is measured bv the standard deviation. All data are percent- 
age rates. 

The table reveals that unemployment, inflation, money growth and the real 
interest rate all were more variable under the gold standard than they have 
been in the recent past. Even the low average rate of infaltion under the 
gold standard is accidental. From 1870 until 1895 ~rices were continually 
falling. Later, under the impact of Australian gold discoveries prices were 
rapidly rising. The long term average happens to be near zero inflation, but 
for shorter periods there is substantial instability, especially in wholesale 
prices. 

A gold standard is undesirable from a cost-benefit point of view because 
it absorbs real resources that have alternative, productive uses. If in the 
present US economy all highpowered monev were to be backed by gold an amount 
equal to 0.3 per cent of GNP would have to be devoted every year to provide 
for growth in the real money stock. Under a fiat-money, by contrast, we can 
have monetarp control without a real resource cost. 

The adoption of a gold standard presents extraordinary difficulties in 
selecting the appropriate support price and the transition strategy. A price 



that is too low invites a run, a price that is too high invites deflation. A 
transition to gold at a furure point in time, at the then prevailing market 
price, is entirely unreasonable since it allows a speculative bubble to 
determine the path of prices. 

If gold is not to serve a formal role in the monetary system then gold 
should be immediately denationalized. The existing gold stock should be sold 
off with the proceeds used to finance budget deficits. The current gold 
holdings at $300 an ounce are worth nearly $80 b~illion and can thus make an 
important contribution to deficit finance. There is no reason for the mint- 
ing of gold coins at a time of public sector austerity, nor is there a reason 
to maintain gold for potential uses as a foreign exchange market intervention 
asset. Of course, gold holdings could perhaps turn out to be convenient, but 
on that argument we should also hold ample supplies of Deutsch Mark, Sterling 
and Yen, Silver and Platinum. There is no indication that the present, large 
gold holdings yield services, current or prospective, that are at all in line 
with the resource cost of holding the treasure. 

A lesson of the 1970s is that fiat-money, managed with imperfect know- 
ledge and under political pressure, can easily give way to cumulative infla- 
tion. It is important to lock in the gains from two years of prudent mone- 
tary policy by a move to formal monetary rules that establish the fact and 
expectation of long-term price level stability. In the transition such 
monetary rules should be accompanied by transitory incomes policy. 
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T h i s  is a b r i e f  summary o f  t h e  wri ter ' s  w r i t t e n  t e s t imony  b e f o r e  t h e  Gold 
Po l i cy  Commission. T h i s  w r i t t e n  t e s t imony  i n c l u d e s  t h e  fo l lowing :  

(I) My c e r t i f i e d  le t te r  to  a l l  members o f  t h e  Gold P o l i c y  Commission 
d a t e d  12/4/81 c o n t a i n i n g  a copy of my p r i v a t e l y  p r i n t e d  pamphle t ,  
"Mr. P r e s i d e n t ,  Where Is Our Gold?", to  g i v e  t h e  Commission a 
sampling o f  my e i g h t  y e a r s  o f  r e s e a r c h .  The l e t t e r  sugges t ed  to 
t h e  Commission t h a t  i t  d e t e r m i n e  t h e  q u a n t i t y  and q u a l i t y  o f  t h e  
n a t i o n ' s  a l l e g e d  g o l d ,  its r i g h t f u l  owner, and t h e  whereabouts  o f  
165 m i l l i o n  ounces  o f  g o l d  t h a t  l e f t  F o r t  Knox d u r i n g  t h e  e i g h t  
yea r  p e r i o d  o f  t h e  London Gold Poo l ,  whose d e s t i n a t i o n  h a s  n o t  
been s a t i s f a c t o r i l y  accoun ted  f o r .  

(2)  My letter d a t e d  1/6/82 to  S e c r e t a r y  o f  t h e  T r e a s u r y ,  Donald Regan, 
cove r ing  t h e  inadequac ie s  o f  accoun t ing  and t h e  i n s e c u r i t y  o f  t h e  
n a t i o n ' s  a l l e g e d  g o l d  r e s e r v e s .  

(3)  My t r a n s m i t t a l  l e t t e r  d a t e d  2/4/82 t o  a l l  members o f  t h e  Gold 
P o l i c y  Commission e n c l o s i n g  my l e t t e r  o f  1/28/82 t o  Rober t  Black ,  
p r e s i d e n t  of  t h e  F e d e r a l  Reserve  Bank of  Richmond, which o u t l i n e s  
t h e  ev idence  t h a t  t h e  F e d e r a l  Reserve  System and n o t  t h e  U. S. 
government h a s  t i t l e  t o  whatever  g o l d  is warehoused by t h e  U.  S. 
Treasury .  

(4)  My le t te r  d a t e d  2/9/82 t o  a l l  members of t h e  Gold P o l i c y  Commission 
a s k i n g  t h a t  t h e  Comntission c o n s i d e r  s e v e r a l  s u g g e s t i o n s  f o r  t h e  
government t o  borrow and/or  r ecove r  t h e  g o l d  n e c e s s a r y  t o  back 
U. S. c u r r e n c y  and/or o t h e r  i n s t r u m e n t s  o f  l i a b i l i t y  o r  f o r  u s e  i n  
g o l d  c o i n s  ( l e g a l  t e n d e r  or o t h e r w i s e ) .  

A l l  o f  t h e s e  documents a r e  t o  be made p a r t  o f  t h e  p r i n t e d  r e c o r d  o f  t h e  
Gold P o l i c y  Commission. T h i s  w r i t t e n  t e s t imony  c o v e r s  t h e  fo l lowing  p o i n t s  
i n  an e f f o r t  to prove t o  t h e  Commission t h a t  

(1) The U. S. T reasu ry  and its a g e n t s  d o  n o t  ho ld  t h e  go ld  c la imed.  

( 2 )  Whatever g o l d  is d i s c l o s e d  a s  warehoused by t h e  U. S. T reasu ry  
and i ts  a g e n t s  by an e x t e r n a l ,  i ndependen t ,  p h y s i c a l  i n v e n t o r y  and 



genuine  a s say ,  be longs  n o t  t o  t h e  U.  S. government,  b u t  t o  t he  
F e d e r a l  Reserve System. 

The a l l e g e d  a u d i t s  t h a t  have  been  done by T r e a s u r y  would n o t  be 
a c c e p t a b l e  t o  a q u a l i f i e d  c e r t i f i e d  p u b l i c  accoun t ing  f i rm.  

S e c u r i t y  a t  t h e  U. S. b u l l i o n  d e p o s i t o r i e s ,  m i n t s  and a s s a y  o f f i c e s  
has  n o t  been s a t i s f a c t o r y .  

( a )  Deputy S e c r e t a r y  o f  t h e  T r e a s u r y ,  Rober t  Ca r swe l l ,  i n  a l e t t e r  
to Sena to r  W i l l i a m  P roxmi re ,  Chairman o f  t h e  Sena te  Banking 
Committee, d a t e d  12/19/78, s t a t e d  t h a t ,  " . . . I  must now inform 
you t h a t  t h e r e  have  been  s i g n i f i c a n t  i r r e g u l a r i t i e s  i n  accoun t ing  
and management p r o c e d u r e s  i n  t h e  New Y o r k  Assay O f f i c e  t h a t  
appear  t o  g o  back a number o f  y e a r s "  and "The f u l l  t r u t h  may 
never be known b e c a u s e  of t h e  i n a d e q u a t e  r e c o r d s  k e p t  ove r  t he  
yea r s .  " 

( b )  S e c r e t a r y  o f  t h e  T r e a s u r y ,  Donald Regan, on 11/16/81 o rde red  
t h e  Di rec to r  o f  the Mint  t o  move ". . . a l l  Treasury  owned monetary 
g o l d  b u l l i o n  b a r s "  f rom t h e  N e w  York Assay O f f i c e  to t h e  West 
P o i n t  Depos i tory  and d i d  ao w i t h o u t  u s ing  t h i s  p h y s i c a l  move to 
de termine  t h e  a c c u r a c y  o f  t h e  c o u n t ,  we igh t  and f i n e n e s s  o f  t h e  
b a r s  . 

An i n v e s t i g a t i o n  o f  the c i r c u m s t a n c e s  and te rms under which a t o t a l  o f  
235.3 m i l l i o n  Troy ounces  o f  g o l d  a l l e g e d l y  went i n t o  t h e  hands o f  
" o f f i c i a l  f o r e i g n  monetary i n s t i t u t i o n s "  ( * )  d u r i n g  t h e  p e r i o d  o f  1944- 
1971 (when t h e  s o - c a l l e d  " g o l d  window" was c l o s e d )  might deve lop  t h e  
b e s t  s o u r c e  f o r  r e c o v e r i n g  a p o r t i o n  o f  t h e  needed go ld .  

I n  r e s p e c t  t o  a l l  of t h e  f o r e g o i n g ,  i t  is sugges t ed  t h a t  t h e  Cold P o l i c y  
Commission recommend i n  its r e p o r t  to Congres s  t h a t  Congress t a k e  such s t e p s  a s  
t o  r e q u e s t  t h e  Gene ra l  Accounting O f f i c e  t o  make a thorough i n v e s t i g a t i o n  of  a l l  
t he  q u e s t i o n s  r a i s e d  by my e i g h t  y e a r s  o f  s t u d y  and i n v e s t i g a t i o n .  I n  a d d i t i o n  
t h e r e t o ,  i t  is sugges ted  t h a t  t h e  Commission recommend t o  t h e  P r e s i d e n t  t h a t  he  
c r e a t e  a "Blue Ribbon P r e s i d e n t i a l  Cammission Of I n q u i r y " ,  a s  was done by former 
P r e s i d e n t  Eisenhower i n  1953, to o r d e r  a s e p a r a t e  a u d i t  and i n v e n t o r y  to examine 
the  c i r c u m s t a n c e s ,  r e s p o n s i b i l i t y  and a u t h o r i t y  f o r  t h e  U. S. T reasu ry  and/or 
t he  F e d e r a l  Reserve  System l o s i n g  c o n t r o l  o f  325.4 m i l l i o n  Troy ounces  o f  g o l d ,  
3r o v e r  6 0 %  o f  t h e  n a t i o n ' s  g o l d  hoa rd  between 1944 and November 1981. 

I s t a n d  r e a d y  t o  a s s i s t  i n  any  way p o s s i b l e ,  p a r t i c u l a r l y  by b r i n g i n g  t o  t h e  
a t t e n t i o n  of  t h e  General  Accounting O f f i c e  and t h e  "Blue Ribbon P r e s i d e n t i a l  Com- 
mission o f  Inqu i ry"  some of t h e  i r r e g u l a r i t i e s  and unau tho r i zed  a c t i o n s  t h a t  have 
been d i s c o v e r e d  under t he  Freedom o f  I n f o r m a t i o n  A c t  and o t h e r w i s e ,  

* Reference  t a b u l a t i o n  "U. S. Gold S tock  1944-Nov. 1981" d i s t r i b u t e d  i n  
T r e a s u r y ' s  News r e l e a s e  o f  12/11/81. 
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I. Four Conclusions. 

A. When s p e c i f i c  conditions a r e  s a t i s f i e d ,  t he  gold s tandard can func- 
t i o n  e f f ec i en t ly ,  with major advantages over t h e  ava i lab le  a l t e rna t ives .  

B. In the  now foreseeable  fu tu re  these  condit ions w i l l  not  be s a t i s -  
f i ed ,  and systems belonging in the  gold-standard category would therefore  
malfunction with very damaging consequences. 

C. However, t h e  more d i s t a n t  fu tu re  is unpredictable  i n  t h i s  regard 
and, p a r t l y  f o r  t h i s  reason, I f e e l  opposed t o  a resumption of gold sales 
by t h e  Treasury. 

D. We should not  experiment with schemes t h a t  would give t h e  super- 
f i c i a l  appearance of r e s to r ing  a system belonging i n  t h e  gold-standard 
category but would bui ld  i n t o  t h e  system elements a l i e n  t o  t he  bas ic  con- 
ception underlying t h e  gold standard. Such cons t ruc ts  would involve the  
same p o l i t i c a l  a r b i t r a r i n e s s  which w e  must l e a r n  t o  overcome i n  our  present 
monetary system and, by covering up the  essence of t h e  matter ,  they would 
reduce t h e  l ike l ihood t h a t  w e  s h a l l  dea l  with these  r i s k s  successful ly .  

11. Sketching the  Argument Behind t h e  Conclusions. 

(1) When s p e c i f i c  conditions a r e  s a t i s f i e d ,  t he  gold standard has s igni -  
f i can t  advantages because gold then serves with reasonable e f f ic iency  a s  a 
proxy f o r  goods i n  general.  Hence, by the  simple and cred ib le  technique of 
s t a b i l i z i n g  the  p r i ce  of gold with r e l i ance  on a s tockp i l e ,  the a u t h o r i t i e s  
can i n  those circumstances come reasonably c lose  t o  s t a b i l i z i n g  a t  the  same 
time the  general p r i ce  leve l .  Investors  and consumers can then gear t h e i r  
expectations t o  such a behavior of t h e  p r i ce  l e v e l ,  and t h e  highly damaging 
uncer ta in t ies  of i n f l a t i ona ry  periods a r e  avoided. 

(2) The e s s e n t i a l  condi t ion of gold serving a s  an acceptable proxy f o r  
goods in general is  t h a t  the  r e a l  p r i c e  of gold (defined as its r e l a t i v e  p r i ce  
expressed i n  r e l a t i o n  t o  goods i n  general) should remain reasonably s t a b l e ,  
t h a t  is, t h a t  the  r e a l  p r i ce  r e f l e c t i n g  market preferences should show no dis-  
turbingly s t eep  and unpredictable trend. To what extent  t h i s  condition tended 
t o  be s a t i s f i e d  during the heyday of t he  gold s tandard,  and what could have 
been done i n  those days t o  avoid the  occurrence of some dis turbed subperiods, 
a r e  questions of considerable complexity. But on the  whole, i n  a pas t  e r a  t he  
conditions required f o r  t h e  e f f i c i e n t  funct ioning of t h e  gold s tandard were 
i n  my appra isa l  wel l  enough s a t i s f i e d  t o  have made i t  an e f f i c i e n t  monetary 
system, one tha t  was indeed super ior  t o  t h e  ava i l ab l e  a l t e rna t ives .  I a l so  
bel ieve t h a t  i t  would be wrong t o  take i t  f o r  granted t h a t  i n  no fu tu re  e r a  
w i l l  the  e s s e n t i a l  conditions of the  e f f i c i e n t  funct ioning of the gold 
standard again be s a t i s f i e d .  



(3)  However, these  condit ions w i l l  no t  be s a t i s f i e d  i n  any fu tu re  near 
enough t o  serve a s  a bas i s  f o r  present  pol icy planning. Even i f  by an in t e r -  
na t iona l  agreement a l l  major gold-holding o f f i c i a l  agencies of t he  world 
decided t o  re turn  to  gold, and the  r i s k  of l a rge  o f f i c i a l  i n f l a t i ona ry  gold 
s a l e s  t o  us o r  def la t ionary  gold purchases from us were excluded, t h e  r e a l  
p r i c e  of gold-its p r i ce  r e l a t i v e  t o  goods i n  general- would not  remain un- 
changed. This implies t h a t  a f ixed  current-dol lar  p r i c e  of gold would no t  be 
associated with a reasonably s t a b l e  general  p r i c e  level. The reason is t h a t  
in the  present  circumstances t h e  gold output does not  show the  required re- 
sponsiveness t o  a r i s i n g  r e a l  p r i c e  of gold. There is no pos i t i ve  output 
response t h a t  would prevent a rise i n  t h e  real p r i c e  of gold from becoming 
l a r g e  and from cumulating, even i f  with s i g n i f i c a n t  p r i c e  f luc tua t ions .  A t  
present t h e  r e a l  p r i ce  of gold in the  United S t a t e s  is roughly f i v e  times what 
it w a s  about t en  years ago, bu t  t he  nonconnmmist world output has decl ined 
from about 40 t o  about 30 mi l l ion  ounces a year ,  and the re  occurred a l s o  a 
s i g n i f i c a n t  de l ine  of t h e  world output including rough allowances f o r  t h e  out- 
put of t h e  communist countr ies .  This is  obviously not  how a proxy f o r  goods 
i n  general should behave. It may, of course,  be objected t h a t ,  even i n  t he  
pas t ,  output responses o f t en  came with s u b s t a n t i a l  l a g s ,  but so  f a r  t he re  a r e  
no s igns  of such a response t o  recent  p r i c e  t rends.  I n  t h e  present  debate t h e  
emphasis should be placed pr imar i ly  on t h i s  r a t h e r  than on mere t r a n s i t i o n  
d i f f i c u l t i e s  ( t he  so-called r een t ry  problem). 

( 4 )  It is sometimes argued t h a t  t he  s i z e  of t h e  gold output does not  
matter much because,due t o  t h e  p r a c t i c a l  absence of physical  depreciat ion,  t he  
s i z e  of t h e  s tock is so l a r g e  i n  r e l a t i o n  t o  t h e  cur ren t  output t h a t  t he  s tock  
is a l l  t h a t  matters.  According t o  t h i s  argument t h e  present  s tock  would be 
amply l a r g e  enough t o  prevent any upward t rend  of t he  r e d  p r i m  of gold i f ,  
by ty ing  t h e  d o l l a r  t o  gold, we  made t h e  holding of gold una t t r ac t ive  t o  
p r iva t e  owners. This argument is erroneous. 

A t  present  approxLmately 1,700 mi l l i on  ounces of gold seem t o  be he ld  by 
p r iva t e  owners, much the  g r e a t e r  p a r t  i n  jewelry and a r t  ob jec ts .  Unless the  
o f f i c i a l  agencies purchased t h i s  gold with severely in f l a t i ona ry  r e s u l t s ,  the  
s i z e  of t h e  p r iva t e ly  owned s tock  would remain what i t  is and the  only conse- 
quence which a postulated "unat t ract iveness"  of gold t o  p r iva t e  owners could 
have would be a temporary reduction of t h e  gold p r i ce  t o  a l e v e l  a t  which 
holding on t o  the  given s tock would become "a t t rac t ive" .  However, t he  amount 
of gold t h e  publ ic  would want t o  hold a t  t h a t  assumed low p r i ce  would there- 
a f t e r  be r i s i n g ,  along with the  s i z e  of t h e  world's population and i ts standard 
of l iv ing .  I f  the  gold output remained i n s u f f i c i e n t  t o  accommodate t h i s  in- 
creasing demand, the r e a l  p r i c e  of gold (as defined i n  (2)  above) would be 
r i s i n g  from i ts  i n i t i a l  l e v e l ,  and it would be r i s i n g  a t  a hard-to-predict and 
presumably i r r e g u l a r  ra te .  

This would express i t s e l f  i n  s u b s t a n t i a l  and d is turb ing  def la t ionary  
pressures  on the  general p r i c e  l e v e l  unless  the  nominal (current-dol lar)  p r i ce  
of gold were r a i s ed  successively or c e n t r a l  banks and o ther  o f f i c i a l  agencies 
now j o i n t l y  holding between 1,100 and 1,200 mi l l ion  ounces were gradually un- 
loading t h e i r  stock. One o r  both of these  two things would be very l i k e l y  t o  
happen. But t o  base an al leged "gold standard" system on p o l i t i c a l  decis ions 
concerning increases  of t he  current-dol lar  p r i c e  of gold, o r  t o  base it on 
gold s a l e s  of the  o f f i c i a l  agencies f o r  t he  sake of keeping the  p r i ce  of gold 
from r i s i n g ,  would introduce i n t o  such a system t h e  same kind of p o l i t i c a l  
leeway the  misuse of which we m u s t  t r y  t o  overcome i n  the  management of incon- 
v e r t i b l e  paper money. 

However, I repeat t h a t  I consider t he  market and pol icy t rends of t he  
more d i s t a n t  fu tu re  unpredictable,  and I f e e l  opposed t o  t he  resumption of 
gold s a l e s  by the  Treasury. 
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SCOPE 
Many commentators a r e  considering whether there is a role for gold in the 

banking system, i. e. whether gold can be linked to currency. It is here con- 
tended that any such proposal must be unsound both in policy and in principle. 
In policy, because the currency is today heavily over-valued (Professor Laffer 
holds that the currency is never traded for l e s s  than ten-sevenths of the 
liquidated value of the asse ts  of the Federal  Reserve Bank; Professor Roth- 
bard - usually a protagonist of the market - argues that the price of gold, in 
currency, should be four o r  five t imes higher than today's $385): thus the 
debate itself might tr igger a c rash  of the currency. In principle, for three 
reasons: (a) Congress has been authorized to regulate the value of (its own 
and foreign) coin, but of nothing else,  (b) since Federal Reserve notes a r e  - where Congress has legislation - legal tender, their  ~ l u e  can hardly fall 
below that of U. S. coin, and (c) the method bere recommended for the regul- 
ation of the value of coin would link not only coin but a lso currency to gold. 

THE PROBLEM SITUATION 
The problem with coin i s  easily articulated: if "regular" means "predict- 

able", the Congress has failed to regulate the value of coin. Firs t ,  the metal 
content of coins has, historically, proved variable - even the cent, which has 
circulated continuously since "copperheads" of 1110th. troy oz. emanated from 
numerous mints during the War between the States, is not safe fromexecutive 
interference. Second, coins a r e  - by congressional policy - in short supply: 
gold coins trade for 14070 of their value a s  specie (i. .e. the value they would 
have if the mint were open), si lver coins for l l O %  of specie value, homo- 
geneous copper coins for almost twice specie value (the "regulated" price 
of copper would be $1.45 per pound, the market price is 80$ per pound). 

Any solution, therefore, must have two qualities. F i rs t ,  it must convince 
the owners of coin that i ts  value will be guarded by the Congress. Second, i t  
must render coins available in unlimited quantities - without, however, dis- 
turbing the market for metals. 

THE SOLUTIONS 
Congress - unlike the States - has in theory an unlimited choice of species 

but in fact only three options which could readily command confidence. 



Firstly, the Congress could transfer the status of legal tender - where it 
has legislation - to the cent of l/lOth. troy oz. copper, 95% fine. There would 
then be no possibility of the "penny" ever being worth more then 1$, coppers 
would no longer be "hoarded" (in bottles rather than banks), and normal mint- 
ing would tend toward equilibrium (i. e. Congress would stop minting cents 
w h e ~  they cost ten mills). Such a d e ~ l u a t i o n  of the money i s  allowable, since 
Congress i s  not prohibited from impairing the obligation of contracts; how- 
ever, i t  would give r ise to a surge of whoUy illusory profits (where accounts 
had been kept in currency). It should be noted that currency would go to a pre- 
mium, since not only debtors but also creditors would prefer a note to one 
hundred small coins, so that the devaluation would not be as  large a s  today's 
market price of copper would suggest. 

Secondly, the Congress could institute free coinage of 900-parts -silver 
fractional coins. The "price of silver" (in currency) would then express the 
discount rate of F. R. notes. The advantage of this option is  that the States 
have traditionally used a silver standard, &-.jure from 1792 to 1871 and & 
fact0 from 1934 to 1964: thus we rnight expect to see several States enact - 
legal money statutes. The disadvantage is that the value of silver is volatile, 
because it  i s  mined not for its own sake but a s  a by-product of copper, etc. 

Thirdly, the Congress could resume the minting of gold coins (resume i s  
the proper word, so long a s  the American Arts medallions fail to gain accept- 
ance a s  legal money in any State). 

Today, a double eagle i s  worth, a s  specie, $370 currency. This is to say 
that the face value is 5.4% of the value of the metal; and we know that this is 
comparable to, but more than, the premium on foreign gold coins. 

Thus Congress could mint its gold coins (which, be it remembered, were 
standardized before white men reached the Rand) for a seigniorage - payable 
in currency - equal to the face wlue of the coin: the market for bullion would - 
not be disturbed, since the seigniorage would be higher than for many other 
coins, but nevertheless gold would flow to the mint, because U. S. coins 
command a high premium. 

Once currency-as-seigniorage became an accepted institution, the currency 
would be stabilized. Suppose that currency fell until the price of gold, in 
currency, were $850; then the seigniorage would be 2.4'%, U. S. coins would 
be the lowest-premium gold coins, and gold owners all over the world would 
want F. R. notes with which to pay for the coining of their gold. 

CONCLUSION 
The contemporary problem, of regulating the value of U. S. coin, i s  open 

to a legislated (i. e. lasting) solution. It is ,  for the Congress to mandate that 
the Treasury shall strike a U. S. gold coin for whomsoover proffers both the 
necessary fine gold and also currency equal to the face value of the coin. 

This would effect two major improvements over the present situation. 
First, an established U. S. coin would be available in unlimited quantities, 
instead of U. S. coins having artificial, scarcity value. Second, the monetary 
system would be isolated from, and fail-safe with respect to, the bankikg 
system: a collapse of the currency would simply restore free coixrage of gold. 
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Submitted by 
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The Gold Bondholders Pro tec t ive  Council, Inc. i s  an investors associat ion 
establ ished f o r  the purpose of p ro tec t ing  the r i g h t s  and in te res ts  o f  invest-  
ors who own bonds conta in ing a gold clause which have been d i s t r i b u t e d  t o  the 
pub l i c  i n  these United States. I t  embraces unredeemed ob l iga t ions  issued and 
guaranteed by the United States Government and i t s  p o l i t i c a l  subdivisions, 
fore ign governments and t h e i r  ins t rumenta l i t ies  and l i k e  corporate e n t i t i e s  
which have otherwise maintained sound c r e d i t  ra t ings .  The Council bel ieves i t  
appropriate f o r  the Gold Commission t o  examine and address c o n f l i c t i n g  U. S .  
Publ ic  Po l icy  which i s  c l e a r l y  inconsis tent  w i t h  respect t o  the treatment cur- 
r e n t l y  accorded gold co in  o f  the U. S. and contractual  promises therefor.  I t  
should be pointed out tha t  Treasury records ind ica te  66% of the gold co in  
s t ruck  by the Mint i s  s t i l l  outstanding, whereas on ly  4 o f  1% o f  the o r i g i n a l  
gold clause ob l iga t ions  remain outstanding i n  1982. 

I f  a taxpayer receives gold coin of  the U. S. as current  income, the 
Treasury requires the coins be valued a t  t h e i r  higher market value f o r  tax 
purposes, thereby p lac ing the taxpayer i n  a higher marginal bracket. However, 
when the taxpayer tenders the gold co in  t o  the Treasury t o  discharge h i s  taxes, 
the Treasury c r e d i t s  him w i t h  t h e i r  lower face value. When t h i s  p o l i c y  i s  
changed and made consistent t o  promote ra t i ona l  planning, the hoard o f  gold 
coin w i l l  begin t o  c i r c u l a t e  and gold w i l l  f low i n t o  the Treasury. Therefore, 
the Council recomnends tha t  income denominated i n  terms o f  U. S. Gold coin be 
valued a t  the lower, face value f o r  tax purposes since i t  i s  i n  harmony w i t h  
the Adminis t rat ion 's  p o l i c y  o f  reducing marginal rates o f  taxat ion.  

Government ob l iga t ions  promising t o  pay both p r i n c i p a l  and i n te res t  
" . . . in gold co in  o f  the United States o f  the present standard o f  weight and 
fineness ... upon presentat ion and surrender....", remain outstanding. Although 
most have matured, others don' t  f a l l  due u n t i l  a f t e r  the year 2000. I n  the 
aggregate, there i s  less than $30 m i l l i o n  o f  these gold clause ob l iga t ions  r s -  
maining, equal ly d iv ided between Federal, State and Municipal bonds. A l l  were 
issued between 1834 and 1934 when gold was valued a t  $20.67 per ounce. This 
Conmission has heard a number o f  suggestions urg ing the Treasury t o  issue new 
gold bonds. I t  i s  the Counci l 's view tha t  t h i s  ac t i on  cannot take place u n t i l  
the o lder  gold bonds are honored according t o  the terms specif ied. 

Approximately $1.25 b i l l i o n  par value o f  unmatured corporate ob l iga t ions  
containing a gold clause remain outstanding today. They are p r i m a r i l y  long 
term f i r s t  mortgage bonds issued by the na t ion 's  ra i l roads,  w i t h  matur i ty  
schedules extending out t o  the year 2361. Through various congressional enact- 
ments, the ra i l r oads  were o f fe red  enormous land grants. The purpose of land 
grants i n  excess o f  the needed right-of-way was t o  provide an asset base upon 
which the cap i ta l  needed t o  construct the r a i l r o a d  could be borrowed. 



1933 when the Jo in t  Resolution outlawing gold was i n i t i a l  
o f  these gold bonds have suffered. I n  the corporat ion 's  

shareholders have benefited. Given the current  r a t e  o f  i n f l a t i o n ,  t 
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holders w i  I 1  be decimated by matur i ty  date i f  the gold clause i s  not  enforced; 
a l l  o f  the bondholders' proper ty  w i l l  then rever t  t o  the shareholders f o r  a 
p i t tance.  

It i s  the content ion of the Council t ha t  the gold clauses contained i n  
these pub l i c  and p r i v a t e  ob l i ga t i ons  which were widely  so ld  t o  the p u b l i c  re- 
main operat ive and should be enforced as such f o r  the fo l low ing reasons: 1 )  
The coinage power granted by the U. S. Const i tu t ion  i s  not  so broad a grant o f  
au tho r i t y  so as t o  empower Congress under the guise o f  c o n t r o l l i n g  monetary 
po l i cy  t o  a f f i r m a t i v e l y  and d i r e c t l y  n u l l i f y  proper ty  r i g h t s  created by other-  
wise legal  contracts. 2) The J o i n t  Resolution which the Supreme Court found t o  
be v a l i d  respect ing p r i v a t e  debt  orma man vs. Balt imore & ~ h i o ,  1935) i s  i n  
real  i t y  a v i o l a t i o n  o f  both substant ive due process and the takings clause o f  
the F i f t h  Amendment o f  the Federal Const i tu t ion  because the ~ o i n t - R e s o l u t  ion 
does not bear a ra t i ona l  re la t i onsh ip  t o  any l eg i t ima te  end sought t o  be a- 
chieved o r  promoted e i t h e r  a t  the time the reso lu t ion  was passed o r  i n  l i g h t  
o f  current  monetary po l  icy.  3) As evidenced by the Gold Ownership Act and 
more recent l e g i s l a t i o n  v a l i d a t i n g  contractual  gold clauses, the na t iona l  
economic emergency which arguably j u s t i f i e d  the passage o f  the J o i n t  Resolution 
has now passed and the Jo in t  Resolution i s  an anachronism which can no longer 
stand based on these changed fac ts  and circumstances. 4) The Jo in t  Resolut ion 
was repealed upon passage o f  the Gold Ownership Act, and, therefore gold 
clauses which are  unredeetned remain va l i d -and  operat ive. 5) 'Since these gold 
bonds were not  de l i vered t o  recent investors u n t i l  a f t e r  the e f f e c t i v e  date of 
l e g i s l a t i o n  reva l i da t i ng  gold clauses, f o r  purposes o f  such l eg i s la t i on ,  the 
bonds d i d  not  "issue" u n t i l  a f t e r  the e f fec t i ve  date o f  the v a l i d a t i n g  l eg i s -  
l a t i on .  Accordingly, the contractual  property r i g h t s  which are embodied i n  
the gold clause must be enforced f o r  t ha t  por t ion  which remains unredeemed i n  
order t o  prevent a f u r the r  d iminut ion of  the Bondholders' c a p i t a l .  

I n  conclusion, i t  i s  c lea r  the r i g h t s  o f  the bondholder have been gross- 
l y  neglected. The issuers received gold ' to  f inance t h e i r  operations and 
expansion programs. They spent o r  invested the loan a t  i t s  f u l l  buying-power 
and have enjoyed the benef i t  o f  the bondholder's money since then. I n  ex- 
change, the bondh~ lde r  was t o  receive a modest income which was secured by a 
government guarantee o r  a f i r s t  mortgage agreement and indexed t o  an eas i l y  
ascertainable gold value. The exchange was voluntary, equal and the bargain 
was f a i r .  Congress i n te r fe red  w i t h  the contractual  ob l iga t ions  e x i s t i n g  
between the pa r t i es  and gave the issuer a w ind fa l l  which u n f a i r l y  and un- 
necessari ly deprived the bondholders o f  t h e i r  investments. Congress acted 
i n t e n t i o n a l l y  and d i r e c t l y  t o  deprive and take away the property and r i g h t s  
t o  which the bondholders are e n t i t l e d  under the gold clauses i n  t h e i r  bonds. 
This i n t rus ion  upon the bondholders' contractual property r i g h t s  must now 
cease f o r  no l eg i t ima te  pub l i c  "good" i s  served thereby. Accordingly, the 
Gold Bondholders Pro tec t ive  Council requests the U. S. Gold Commission 
address these claims as enumerated above and urges i t  t o  construct a coherent 
po l i cy  which r e f l e c t s  j u s t i c e  and equa l i t y  under law. 



St1 pply-and-Demand Folly 

How can economic problem be solved when the 
very basia of supply and demand a re  not understcad? 

To an economist. supply is the monthy Crrm Na- 
tional Product statistic. demand IS 8 m i n g  s t m d a r b d  
living, and there a re  no limita to either. 

Michael Grogan 
2179 Canal Road 
Lake P a r k  
F l o r i d a  33410 

October  9 ,  1981 

To a wise mm.  supply is n r o u r c a  (water, emrw. 
arable land. forests. m~nerals. livlng space, privacy. 
~veryth~ng) and demand is  nearly 5 bill~on m a l a  and 
females (and all that that means). 

Americans and Europeans. almost without excep 
tlon. are brainwashed by businessmen and politicians 
into Iapplng up the economist's definition of supply and 
demand not the wlse man's The r a t  of humanity has 
to tag along So. in s p ~ t e  of all the Ulk about man's 
lngenulty and cleverness. w d o m  even a t  thc univeni- 
ty level seems to be just about nonexistent. 

Dear M r .  Volcker ,  

Population Standard 

S ince  money i s  a s o r t  of  r a t i o n i n g  c o u p o n , l i n k i n g  
popu la t ion  t o  r e s o u r c e s ,  money s u p p l y  should  be based on 
popu1atio.n f i g u r e s ,  n o t  g o l d .  

Only i f  p o p u l a t i o n  and r e sources - in -use  i n c r e a s e  
roughly  e q u a l l y ,  as  h a s  been t h e  c a s e  throughout  h i s t o r y ,  
should money supp ly  be i n c r e a s e d  t o  keep p r i c e s  s t a b l e .  

But i f ,  a s  i s  now t h e  c a s e ,  p o p u l a t i o n  i n c r e a s e s  
but r e s o u r c e s  do n o t ,  money supp ly  should  n o t  be i n c r e a s e d ,  
so  as t o  ra.tion r e s o u r c e s  more e f f e c t i v e l y  by pushing  
p r i c e s  up. 

I s  t h e  l a t t e r  YOUR i d e a ?  I n f l a t i o n  may be a b l e s s i n g  
i n  d i s g u i s e  as an e f f e c t i v e  i f  i n e q u i t a b l e  way t o  ba lance  
r e s o u r c e s  and p o p u l a t i o n .  Basing money s u p p l y  on p o p u l a t i o n  
would b r i n g  t h e  growing imbalance between p o p u l a t i o n  and 
r e s o u r c e s  home t o  everyone. 

S i n c e r e l y ,  
/ - 

Michael  Grogan 

P . S .  About h a l f  a c e n t u r y  ago my u n c l e  asked  Montagu 
Norman, t h e n  Governor of t h e  Bank of  England, i f  i t  would 
make t h e  s l i g h t e s t  d i f f e r e n c e  i f  a l l  t h e  g o l d  i n  t h e  b a n k ' s  
v a u l t s  wera r e p l a c e d  by one p e l l e t  f rom t h e  d ropp ings  o f  
a donkey. 
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1 .  The main task  facing government today is t h a t  of  r e s to ra t i on  of 
i n t e g r i t y  t o  t h e  monetary system t h a t  has been s t e a d i l y  corrupted,  par t icu-  
l a r l y  s i n c e  1934, w i t h  c los ing  of t h e  mint t o  free coinage, the suspension of 
gold c o n v e r t i b i l i t y ,  the seques t r a t i on  of a1 1 monetary gold,  and t h e  repudia- 
t i o n  o f  a l l  gold debt  ob l iga t ions ,  beginning w i t h  those o f  the government 
i tsel f . 

2. The monetary s tandard  should be a s  f ixed  as  t h a t  of the weight of 
a kilogram o r  t h e  length of a meter; n e i t h e r  t he  s tandard nor the c i r c u l a t i o n  
should be sub jec t  t o  bureaucra t ic  control  ; t o  a d j u s t  either by o f f i c i a l  ac t ion  
is as  f u t i l e ,  and as  d i s reputab le ,  a s  t o  change the weight of a bushel i n  the 
i n t e r e s t  of a s t a b l e  supply o r  p r i c e  of t he  corn crop. As a reso lu t ion  of 
this I n s t i t u t e ,  taken by its t r u s t e e s  i n  1970, s t a t e s :  

RESOLVED, That the essence of the money problem is  moral more 
than technical  - t h a t  a s  money is t h e  s tandard of  economic 
value and measure of  commerce t he  manipulation of money is 
e v i l ,  whether i n  t h e  i n t e r e s t  of c r e d i t o r s  o r  debtors ,  indus t ry  
o r  labor ,  producers o r  consumers, government o r  taxpayers;  t h a t  
the i n t e g r i t y  of money should be maintained by c l e a r l y  defined 
content  and composition, and by adherence t o  the de f in i t i on .  

3. J u s t  as  the prosper i ty  o f  a merchant depends upon the  q u a l i t y  of  
his merchandise and the r e l i a b i l i t y  of his undertakings,  s o  t h e  weal of a 
g r e a t  power is equal ly  a f f ec t ed  by the q u a l i t y  of  i ts  money, and the i n t e g r i t y  
of  the s tandard.  The Byzantine empire, though shr inking p o l i t i c a l l y ,  was f o r  
seven hundred years  the dominant commercial power of Europe and the Middle 
East ,  a pos i t ion  contr ibuted t o  by t h e  i n t e g r i t y  of i ts coinage; Great Br i t a in  
became t h e  ascendant commercial power o f  Europe a f t e r  the opening of  i ts  mint 
t o  free coinage i n  1666, and t h a t  dominance was enhanced when i t  became the 
first and leading power t o  e s t a b l i s h  i ts  monetary s tandard on gold. The 
dec l ine  of U.S. economic power and in t e rna t iona l  p r e s t i ge  is a direct r e s u l t  
of the wastage of this precious a s s e t .  

4. The cu r r en t  world-wide i n f l a t i o n  from decay of monetary i n t e g r i t y  
may be due t o  U.S. in f luence  and adoption of  U.S. monetary p rac t i ce s ,  beginning 
w i t h  the widespread imi ta t ion  of  t h e  Federal Reserve System, and l a t e r  w i t h  t he  
establ ishment  of f i a t  i n t e rna t iona l  exchange through the In te rna t iona l  Monetary 
Fund and the  various i n t e rna t iona l  i n s t i t u t i o n s  l ike The World Bank t h a t  have 
promoted an excessive burden of  debt .  

5. A reformation of t he  monetary system demands r e s to ra t i on  of c red i -  
b i l i t y  t o  U.S. monetary pol icy.  This requires  t he  following ac t ions :  



Aboli t ion of the Federal Reserve System wi th  its power t o  c r e a t e  
lega l  t ender  currency based on debt.  

Reopening of t he  mint t o  t h e  free coinage of gold,  a s  ex i s t ed  
from 1792 u n t i l  1934, wi th  t h e  establ ishment  o f  a gold coin 
s tandard of  value,  a t  a mint value o f  the d o l l a r  a t  somewhat 
more than the cu r r en t  world market p r i ce  of gold. 

Cons t i tu t iona l  amendment dec la r ing  only gold coin,  o r  o f f i c i a l  
warehouse r ece ip t s  f o r  gold he1 d i n  government depos i tor ies  , a s  
l ega l  tender  i n  payment of publ ic  dues o r  p r iva t e  ob l iga t ions  
denomi nated i n do1 1 a r s  . 
Const i tut ional  amendment dec la r ing  monetary gold t o  be f r e e  of  
government s e i z u r e  except i n  payment of taxes  duly lev ied  by 
Congress. 

Fear o f  i n s u f f i c i e n t  c i r c u l a t i o n  under a gold coin s tandard and 
free coinage is groundless. No metal o r  o the r  comnodity i n  commerce i s  i n  
more abundant supply i n  r e l a t i o n  t o  annual production, than gold. Under f r e e  
coinage, gold appears i n  c i r cu l a t i on ,  o r  disappears ,  i n  response t o  market 
demand, and not  a s  determined by a government bureau. 

7. A free coinage gold s tandard is not  designed t o  guarantee s t a b l e  
pr ices ,  nor  should be s o  used, f o r  p r ices  a r e  the r e s u l t  of a mult i tude of 
forces  and inf luences ,  among them pr imar i ly ,  the emphasis o r  mood of  t he  
market; nor  w i  11 a gold s tandard prevent c r e d i t  c r i s e s ,  which a r e  a l s o  an 
e f f e c t  of  subconscious r a t h e r  than ove r t  in f luences  and under bureaucrat ic  
management of the currency a r e  of ten  promoted by bureaucra t ic  ac t ion .  A gold 
currency will only do what i t  is intended t o  do, t h a t  i s ,  provide a s tandard 
by which o the r  goods and se rv i ce s  can be measured, and a s t o r e  of value f o r  
f u t u r e  payments. 
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In the current debate on a gold atendard the stumbliag block is the 
fundamentally wmne premise i n  the quest to iix a price for  gold. 1 t is not 
possible to fix a price for  gold In ten118 of any existing currency. Far 
better to consider not a price but a value. Gold ha8 a value as a madlun of 
exchange, in other words ae a currency. Camider the lmplicationa of using 
gold as money. 

Aaetrme a l l  gold reserves minted into coins of standard weight  and 
fineness. A t  a given date equate the rrrmber of coins so a m i h b l e  with the 
figures uscd internationally in representing the price of gwds and sarpices 
in clmmlation. One coin will be found to equate to many huadreds of dollars. 

Now start using anly gold coins to pay for goods and serrrices. Note 
the dramatic fall in the m b e r s  on the price tickets (the first skirmish in 
the war on inflation). Continue tb mint dl newly-= gold into the u+nndnld 
coins. Qlarge the weight of gold going into Industry or Jewclluy a t  the 
value of the equivalent nunber of coins. Paychecks would of course caae dawn 
accordingly. Checks and a l l  paper transactions could be continued but only 
againat deposits in the equivalent number of coins. Gold money thus on 
deposit would pay interest whereas gold now in the bank does not. 

The result wuld be a stable currency and s tabi l i ty  cf wlues. Zhe 
gold-producing countales would not get any richer (you can't eat gold) 
whereas countries with apor ta  of caamodities o r  manuiactures, instead of 
sufYering ficm "lack of hard curreacies" would flnd that their products sre 
ae good as gold. 

Plis desirable state of sirsics would continue as  long as the supply of 
coins was adequate to aatisfy the needs of international cmerce .  Hawcver 
the rate of increase of the net  wort& of the world is his tor ica l ly  greater 
than the rate of increase of gold production and is l ikely to remain so. In 
a s  situation the remedy would be to have a periodic re-valuation of the 
value of the coin. Clearly th is  value is going to tend upmads and, ss a 
concanitant, the numbers on the price tickets wiU. go down - the very reverse 
of Inflation. Gold thus produces capital gains. 

'Ihe re- to gold usage (rather than a gold standard) wuld provide a 
solution to currency and exchange problens and, since the money supply would 
be finite, a cure for  inflation and a clear directive for  monetary policy. 
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The Gold Commission has examined the  h i s t o r i c a l  workings 3f 
the gold standard i n  the  United S t a t e s .  This survey has nat  Teia te . l  
i t s  a c t u a l  worki.lgs t o  the  underlying theory of the  c l a s c i c a l  gold 
standard,  devised by Devid Hume and knawn as t h e  price-specie ?low 
mechanism. Numerous s t u d i e s  by eminent sch3la rs  e x i s t .  Their- aim has 
been t 2  examine how c h s e  has been the  w ~ r k i n g s  of the s t ~ n d a r d  with the 
t h e z y .  Amor! those scnola rs  a r e  J.M. Keynes fo r  the  'Jnited King3on1, 
Jac3b Vlner f x  Canada,  Harry D. White fo r  France and James D. Xngell.  
Viner and White, i n  p a r t i c u l a r ,  cmcluded Lhat the price-specie flow 
mechanism did  not work i n  r e a l i t y  as predic ted i n  t h e x y .  Di f f ' e r~nces  
ammg c s u n t r i e s  and divergenc2s from theory were based 3r-i z i t e r n a t i v e  
d ~ a e s t  i c  arrangements i n  d i f r e r e n t  coun t r i e s  and d i f f e r e n t  responses 
t o  similar s t imu l i .  Vlner notes,  f o r  ins tance,  t h a t  "variat ians  i i ~  

Canadian gold stoc:cs appear t o o  small t o  have been e f f e c t i v e  means 2 f  
ad jus t ing  the  Canadian balance of  indebtedness t 2  borrowings from 
abroad." White f x n d  t h a t  " the  spec ie  flow-price mechaniss is 
doubtless 2ne of the  forces ,  but t he re  seems t~ be no S u s t i f i c a t i o n  
f ~ r  assuming t h a t  i t  is  t h e  s ~ l e  o r  even the  dominant [mans of a d j u s t -  
ment. It is my apinion t h a t  nothing i n  the  experience jf France, 
the U.S. o r  Canada v e r i f i e s  the  c la im t h a t  the  specie  f l ow-p~ ice  
mechanism of the  neo-class i c a l  theory is the  all.-impartant mezrls 2." 

adjustment. 

tt i s  pos i ted  t h a t  a long  with Viner and Whits 's c x x l u s  ionc , 
c m d i t i o n s  f3r the  wwking ~f t he  gold standard wers more prevalent  
in the  pre-World Wsr I e r a  than  i n  the  contemporary world. Hence, i f  
the  evidence does not suppart  t he  gold s tandard f3r t he  e a r l i e r  p e r b +  
it Is even l e s s  l i k e l y  ta be operat ive  today, It is argued t h a t  
g r e a t e r  p r i c e  f l e x i b i l i t y ,  upward and downward, ex i s ted  i n  e a r l i e r  
days, i n  part, because ~f the  g r e a t e r  dminance 3f the  a g r i c u l t u r a l  
s e c t s r  i n  the  w m l d  and U.S. ec3nomies. P r i ce s  Ln the  c ~ t e m p ~ a r a r y  
world, both i n  terms of l e v e l s  and by s e c t a r s ,  show g r s a t e r  f l e x i b i l i t y  
3n the  upside and l e s s  on the  dmns ide .  Consequently, i n  many m i k e  t c  ".." ? g r s a t e r  adjustments occur i n  output  and employment than i n  p r i ce s .  ~ n l s  
has s i g n i f i c a n t  e f f e c t s .  A3justments i n  output  an3 enpl~yment  on 
the dmns ide  ham the  e f f e c t  ~f spreading f h e d  overhead bur3ans 2ver 
smaller  output  l eve l s .  Great r e s i s t ances  t o  p r ice  r e d u c t h n s  develop; 
and i n  f a c t ,  p r i ce  hikes  may occur a t  t he  same t h e  that; ouCuput l evz l s  
are f a l l i n g .  Pr ice  i n f l e x i b i l i t y  would d e t e r  the  smooth working of  
a gold standard,  d a e s t  l c a l l y  and i n t e r n a t  ional ly .  I w a l d  suggest 
t h a t  mmetary p ~ l i c i e s  bec~me more r e s t r i c t  lve and 3f i m g e r  d w a t  i3n  
than would be required i f  the  world were character ized by rnxe PlexLble 
pr ices .  Adjustment prxesses  w x l d  be mwe e a s i l y  achieved and the  
g rea t e r  s x i a l  cos t s  incurred because of i n f l e x i b l e  p r i ce s  w2uld be 
a v ~ i d e d ,  

One exper t  witness has ~ u p p ~ r t e d  h i s  pas i t i on ,  favoring a r e t ~ ~ n  
t = gold by c i t i n g  John Mzynard Keynes as a u t h a r i t y .  T'nis was done i n  
a Wall S t r e e t  Journal  a r t i c l e ,  November 27, 1391, by M r .  Alan ReynolGr . 
Over more th-rs, Keynes wr3te much about the  gold utr.nZarci and 
rnawtary manageaent. It is impossible i n  one WSJ - c3lumn 9r i n  a b-rie:' 
rnernxandum to d 3  f u l l  jus t  ice  t o  the  i n s i g h t s  of suck an 



i m g i n z t  ive an3 1 3 q u a c i x s  inan w h x e  v a r L o u s  w r i t  Lngs enc x p z a s  
up t o  twenty-f i i T e  t u l l  s i z e d  volumes. N e v ~ r t h e l e s s ,  based :1,1 s 
r a t h e r  e x t e n s i v e  examinat ian  3f' his works, T b e l i e v e  i t  fa i r  ir, 
c m c l u d e  t h a t  Teynes wsuid have p r e f e r r e d  s m e  a l t e r n a t i v e  t o  
gold i f  it held  p r x p e c t s  3f i n z u r i n g  domestic mmeta ry  d i s c i p l i n e .  
I n  t h e  T r e a t i s e  3n Money, he wrate as f s l l o w s :  

"I t h i n k  it an a l l u s i o n  t a  suppme t h a t  t h e r e  
a r e  any s p e c i a l  c h a r a c t e r i s t i c s  g ~ v e r n i n g  t h z  supply 
o f  g3ld which make it l i k e l y  t o  f u r n i s h  a u t o m a t i c a l l y  n 
s t a b l e  s t andard  ~ f  va lue ,  excep t  t h e  c h a r a c t e r i s t i c  
which it ~ h q r e  with a l l  durab le  goods - namely, t h a t  
t h e  increment t o  t3tal supp ly  i n  any y e a r  is  l i k e l y  t:, 
be very  smll.  Apart  from t h i s ,  g ~ l d  has  depended, and 
w i l l  c m t i n u e  t o  depend, f a r  i t s  s t a b i l i t y  of value,  
no t  s o  much on t h e  c x d i t l m  of  i t s  supply,  a s  on the 
d e l i b e r a t e  r e g u l a t i o n  of demand." (V3lume 11, p. 293)  

I n  t h e  same w x k ,  Keynes m t e d  t h a t  

"There is l i t t l e  evidence  t o  suppor t  t h e  view t h a t  
a u t h o r i t i e s  who cannat  be t r u s t e e  t s  run  a  n a t i ~ n a l l y  
managed s tandard ,  can  be t r u s t e d  t o  run an i n t e r n a t i s n a l  
gold s tandard .  F m  a n a t i o n a l l y  managed s t aneard  would 
not  s u b j e c t  t h e  c 3 u n t r y f s  i n t e r n a l  ecmomy t o  such v l o l e n t  
s t r a i n s  as those  t:, which t h e  a t t e m p t  t a  c m t i n u ~  t o  
c s n f ~ r m  t 2  aan i n t e r n a t i o n a l  s t andard  may s u b j e c t  it, 
s o  t h a t  t h e  i n h e r e n t  d i f f i c u l t y  and the  necessery  ~ a c i - i -  
f i c e  w i l l  be l e s s  i n  t h e  former case  t h a n  i n  t h e  l z t t e r . "  
(Volume 11, p.  299) 

Keynes l a s t  view t s w a r d s  gold was expressed a t  t h e  3 r e t t n n  
W30dst n e g o t i a t i o n s  which led t a  t h e  I n t e r n a t i ~ n a l  Monetary F9n.l. Ec 
had p r ~ p ~ j s e d  a n  I n t e r n a t i o n a l  C l ~ a r i n g  Unionand new monetary u n i t ,  
t h e  B a n c x .  (The Banczw is c u r r e n t l y  a p p r ~ x h a t e d  by t h e  SDR.) 
F m  i(eynes, t h e  B a n c x  would no t  be w p ~ l l y  divorced f r ~ m  g3ld.  H e  
csntemplated h ~ l d e r s  3f gold c2um;fi i n t o  S a n c x s ,  but ho lde r s  
3f Bancws  w3uld be unable t 3  conver t  them i n t ~  gold.  This  asytnmetry 
impl ies  Keynes would have been w i l l i n g  t o  d e t h r m e  gold f rm a 
prominent p o s i t i o n  i n  t h e  i n t e r n a k i o n a l  monetary system. He was, it 
is r e a s m a b l e  t 3  i n f e r ,  a r e a l i s t  who never  a.band3ned h i s  view t h a t  
" i n  t r u t h ,  t h e  gold s t andard  i s  a l r e a d y  a ba rbamus  r e l i c . "  (Xm-,;tary 
R e f ~ r m ,  1924, p. 197.) Keynes contended t h a t  even M r .  Hawtrey a n  
-go13 s t andard  s u p p x t e r s  would "allow g3ld back only  a s  a 
c o n s t i t u t i o n a l  monarch, shorn  of  h i s  a n c i e n t  d e s p o t i c  pawers and 
corn el2.ed t 3  accep t  t h e  adv ice  of  a Parliament of Banks." 'ibii ' , .  , 

!3 
\- 

p.1 7 )  

One cann3t i n f e r  i n  honesty what Keynes w3uld s a y  t 3  t h e  G ~ l d  Commission 
t 3day. One f e e l s  he w ~ u 1 3  suppor t  a n  SDR, based an 2 basket  3r" 
c u r r e n c i e s  as has  e v ~ l v e d  under t h e  IMF. He might have d i f f i c u l t i e s  
with a mmetary  r u l e  c u r r e n t l y  advocated by s m e .  He w 3 u l d  no t ,  
c o n t r a r y  t o  views of one e x p e r t  wi tness ,  advaca te  a  r e t w n  t 3  g ~ l d .  
Fir_?l ly,  Keynes as a r e a l i s t  and p r a g m a t i s t  w a s  more cmcerned 5 - i t h  
having t h i n g s  wmk t h a n  wi th  t h e o r e t i c a l  e s ~ t e r i c a  o r  e l egean t  
arrangements.  
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Few would d i s p u t e  t h e  f a c t  t h a t  monetary d i s c i p l i n e  is  needed t o  r e s t -  
o r e  o r d e r  and balance t o  t h e  economy.There is a  growing c a l l  f o r  gold 

t o  p lay  a o a r t  i n  t h i s  d i s c i p l i n e , b u t  w e  cannot ingore  t h e  f a c t  t h a t  t h e  
gold-standard e r a  was not one of economic s t a b i l i t y ,  but of t r aumat i c  f luc- 
t u a t  i0n.A former d i r e c t o r  of +he Eanlc of Eng1ar-d ,Pincent  t r ickers ,  ( a  prom- 
i n e n t  i n d u s t r i a l i s t  ) res igned i n  p r o t e s t  a g a i n s t t h e  gold s tandard  .He s a i d ,  
'We r e t u r n e d  t o  t h e  gold s t andard  i n  1925 f o r  t h e  b e n e f i t  of t h e  C i t y  of 
London ,and so ru ined  our b a s i c  indu3tr ies .A monetary system which begets  
such f l a g r a n t  i n j u s t  i c e  cannot be regarded a s  a n  e q u i t a b l e  system. 

Though a gold b a s i s  would be l e s s  r e g i d  and r e s t r i c t i v e  t h a n  a  gold- 
s t andard  , t h e  f a c t  remains t h a t  n e i t h e r  b e a r s  any necessary  r e l a t i o n s h i p  
t o  t h e  a c t u a l  f i n a n c i a l  needs of i n d u s t r y  and commerce.The va lue  of t h e  
me ta l  i t s e l f  moreover is s u b j e c t  t o  v i o l e n t  f l u c t u a t i o n s  a s  a r e s u l t  of 
psychologica l  f a c t o r s  q u i t e  u n r e l a t e d  t o  t h o s e  needs .A f l u c t u a t i n g  s t an -  
dard is no 3tandard.a c o n t r a d i c t i o n  i n  terms. 
The a b s u r d i t y  of n o n e t i s i n g  gold is i l l u s t r a t e d  be t h e  f a c t  t h a t  when 

t h e  metal  h a s  been dug out o f  h o l e s  i n  t h e  ground it is promptly buried 
i n  o t h e r  h o l e s  ( c a l l e d  v a u l t s  ),whence i twould d i c t a t e  t h e  q u a n t i t y  of 
goods and s e r v i c e s  t h a t  i n t e l l i g e n t  be ings  may produce and consume . b e -  
sumably someone would dec ide  what p ropor t ion  of a  c o u n t r y ' s  gold i s  t o  
be monetised,and i t s  value ,snd  presumably such d e c i s i c n s  are a r r i v e d  a t  
through i n t e l l i g e n t l y  a s s e s s i n g  t h e  a c t u a l  needs of t h e  economy.It would 
t h e n  seem t h e  he igh t  of a b s u r d i t y  t o  a b d i c a t e  t h i s  r a t i o n a l  process  t o  
a  non- in te l l igen t  metal 1 

Winston Church i l l  ,when Chancel lor  of t h e  Exchequer , c a l l e d  it a  "deadly 
absurdityw.He s a i d  i n  Parliament , ( see  Hansard V01.264~21.4. 1932) When 
I w a s  moved by many arguments and f o r c e s  i n  1925 t o  r e t u r n  t o  t h e  gold 
s t andard  I w a s  assured  by t h e  h ighes t  e x p e r t s  --- t h a t  we were anchor- 
i n g  o u t s e l v e s  t o  r e a l i t y  and stability---.But what h a s  happened? We have 
had no r e a l i t y , n o  s t a b i l i t y , T h e  p r i c e  of gold has r i s e n  s ince  t h e n  by more 
t h a n  7w.That i s  as if a  12-inch f o o t  r u l e  had suddenly been s t r e t c h e d  
t o  19 o r  20 i n c h e s ,  o r  t h e  pound avo i rdupo i s  had suddenly become 23 o r  
24 ounces.look a t  what t h i s  h a s  meant t o  everybody who has been com- 
pe l l ed  t o  execute  t h e i r  c o n t r a c t s  on t h i s  i r r a t i o n a l l y  enhanced s c a l e .  
Look a t  t h e  g r o s s  u n f a i r n e s s  o f  such d i s t o r t i o n  t o  a l l  producers of new 
wealth,and t o  a l l  t h a t  labour  and sc i ence  and e n t e r p r i s e  can give us. 
Look a t  t h e  enormously increased  volume of commodities which have t o  be 
c r e a t e d  i n  o rde r  t o  pay o f f  t h e  same mortgage loan  o r  debt .--- I say 
t h i s  monetary convulsion has  now reached a  p i t c h  where I am persuaded 
t h a t  t h e  producers,,of new wealth w i l l  n o t  t o l e r a t e  i n d e f i n i t e l y  so hid-  
eous a n  oppression.  



M r  .Churchil l  continued : r e a l l y  going t o  accept 
t h e  pos i t ion  t h a t  t h e  whole f u t u r e  development of science,our organ- 
i s a t  ion,our inc reas ing  co-operat i on  and f r u i t f u l  e r a  of peace and good- 
w i l l  among men and na t ions ;a re  these  develo~ments  t o  be a r b i t r a r i l y  
barred by the  p r i ce  of gold?Is  t h e  progress or cha human race i n  t h i s  
age of almost t e r r i f y i n g  expansion t o  be a r b i t r a r i l y  barred and regul-  
a ted by the  f o r t u i t o u s  d i scover ies  of gold mines here and t he r e  o r  by 
t h e  extent  t o  which we can persuade t h e  e x i s t i n g  cornere rs  and hoard- 
e r s  of gold t o  put t h e i r  hoards again i n t o  t he  common stock?Are we t o  
be t o l d  tha t  human c i v i l i s a t i o n  and s o c i e t y  would have been impossible 
i f  gold had not happened t o  be an  element i n  t he  composition of t h e  
globe 2 h e a e  a r e  absu rd i t i e s  ,but they a r e  becoming dangers and deadly 
absurdities.They have only t o  be l e f t  ungrappled with long enough,to 
endanger t h a t  c a p i t a l i s t  and c r ed i t  system upon which t h e  l i b e r t i e s  and- 
enjoyments and p r o s ~ ~ e r i t y  , i n  my b e l i e f ,  of t h e  masses depend. * 

Our l i b e r t y  depends on t h e  surv iva l  of t he  f ree -en te rpr i se  system and 
i s  inseparable from it .The productive po t en t i a l  of the  system has been 
almost destroyed by creeping social ism and the  growth of bureaucracy. 
Rut unless  t h e  s u p ~ l y  of money is control led it w i l l  be found necess- 
m y  t o  con t ro l  everything else.For t h i s  purpose a S ta tu tory  Authority 
i s  neededfor i t s  s c i e n t i f i c  control.Charged with t h e  spec i f i c  duty 
of maintaining a a tab le  price-leve1,i t  would use as i ts gauge a weigh- 
t e d  average o f  a l l  t he  p r i ce s  which go t o  make up t h e  cost of l iv ing.  
Exercising inexorable monetary d i s c i p l i n e  ,it would not permit d e f i c i t  
f inancing by government except within t he  parameters it e s t ab l i she s  
i n  order t o  maintain t he  value  of money. Taxation likewis; would be 
governed by those  paranet e r s .  

The t rade cycle  ,based a s  it i s  ,on psychological f a c t o r s  ,would be 
l eve l led  o f f  i f  t h e  public XNEW t h a t  pos i t ive  ac t i on  would be taken 
by the  S t a tu to ry  Authority t o  keep t h e  money supply i n  balance with 
t h e  wealth-on-sale (goods and semices) .There  would i n  e f f ec t  be a 
commoditg-standard.Gold i s  ne i t he r  a standard nor a commodity i f  it is 
monetised.Wealth is not money o r  gold ( these  may merely be tokens t o  
f a c i l i t a t e  exchange) .True wealth should r a the r  be gauged by the  goods 
and services ,wi th  which t h e  monetary tokens should always be kept i n  
balance by t h e  S ta tu tory  Authority. 
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This 8-w consis t s  i n  two pa r t s :  (1 ) A condensation of 
my previous c r i t i c i sms  of D r .  Anna J. Schwartzla d e f i n i t i o n  of a 
gold standard which she submitted t o  the Gold Commission on 
october 6, 1981; (2) a shor t  statement of my o m  views on res to r ing  
a gold standard. 

(1 ) Dr. Sohwartz ' a  l ldef ini t ionl '  of a gold standard is  
ser ious ly  misleading i n  two respects :  It assumes t h a t  t h i s  must 
necessar i ly  be an in te rna t iona l  gold skandard -- arr ived  a t  by 
a vote of (presumably) the majori ty  of menbers of the United 
Nations. It would be impossible t o  ge t  any dependable r e s to ra t ion  
of a gold standard by t h i s  method. 

!The other  more fundament all^ misleading defect  i s  tha t  
D r .  Schwartz p e r s i s t e n t l y  confuses a weight with a pr ice .  She 
therefore wrongly declares tha t  adoptlng a gold standard i s  an 
ac t  of llprice-fixing'l of gold. %en the  U.S. changed the so- 
ca l l ed  ?'price1' of gold from $20.67 t o  $35 an ounce, what i t  
r e a l l y  did was t o  declare t h a t  the paper do l l a r ,  instead of 
being convert ible  i n t o  gold a t  approximately one-twentieth of 
an ounce, would be convert ible  a t  only one-thir ty-f i f th  of an 
ounce. It was, i n  other words, de f in ing  the value of a paper 
d o l l a r  as  being one-thir ty-f i f th  of an ounce of gold -- a weight, 
not a "price. " 

( 2 )  The res to ra t ion  of the gold standard i n  the Unifed 
S t a t e s  need not depend on our a b i l i t y  t o  g e t  a vote by the 
majority (or  any other por t ion)  of the members of the United 
Nations t o  pa r t i c ipa te .  The par t i c ipa t ion  of other  nations 
would help, but the United S t a t e s  would be well  able t o  adopt 
the standard alone. It would involve an undertaking on the 
part of our government t o  convert i t s  paper dollars on demand 
in to  gold a t  a fixed gold weight f o r  the dcllar. 

T h i s  could not be undertaken immediately. Ths f i r s t  s t ep  
wculd be f o r  the government t o  announce i t s  in tent ion  of re turning 
t o  a goid standard not l a t e r  than such-and-such a date  ( a t  l e a s t  
two o r  three years  i n  the fu tu re ) .  The next s t e p  would be f o r  
the government immediately t o  s top  i n f l a t i n g .  It would be 



im?ossible t o  r e tu rn  t c  a soucd and maintainzble gold standard 
if the value o f  thn paper d o l l a r  kept falling. Ylerefore,  the 
in f l a t ion  would have t o  s t o p  almost immediately a f t e r  the 
government's in tent ions  of r e s t o r i n g  a gold standard were 
announced, If t h i s  were done, and if the general  public were 
confident tha t  the  government would ac tua l ly  ca r ry  out i t s  
promise t o  r e tu rn  t o  gold, the currency would approach and reach 
p a r i t y  with gold even before the da te  of the ac tua l  beginning 
of c o n v e r t i b i l i t y  of the gaper money i n t o  gold, 

It w i l l  be not iced t h a t  t h i s  schedule inp l i e s  the almost 
W e d l a t e  discontinuance o f  any budget d e f i c i t .  

This i s  the essence of the proposed program, A few 
addition21 reforms would be des i rable  along with it, One 
would be the abo l i t ion  of the Federal  Reserve System, which 
in  i ts  very nature is  an assurance of in f l a t ion .  (The govern- 
ment, of course, should not continue t o  have power t o  make money 
a r t i f i c i a l l y  cheap or  a r t i f i c i a l l y  dear) .  
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Dr. Allan Greenspan has written ". . . that the gold standard is an instru- 
ment of laissez-faire and that each implies and requires the other." Of -se, 
he is correct: eccmunic free--re specifically, far our purposes, lrpnetary 
freedan--is an indispensable prerequisite to any mmingfd financial use of ~ l d .  

However--and this is the core of the ~ s s i o n ' s  problen--today e e  is 
Little ecancmic freedom in America. And abmst fran our first day as a Nation, 
there waslittle mmet freedan; now, there is none. 

To &s d c k  of -pry freedcan it is necessary to go back into 
history. With the birth of our Natla at the Constitutional Canvention of 1787, 
our Fomding Fathers created a new gw-t which possessed errpressly delegated 
powers. Congress was the recipient of legislative pawer, and in the mxtetary 
realm it was authorized anly to borrow mmey, to coin mney and regulate its 
value, and to punish counterfeiting--as to urmetary affairs at least, the dele- 
gates had substantially resisted the siren sag coming frcsn the unfree and s d -  
free statist European political systems. 

But the resolve of America's leaders soon began to ebb. Less than four 
years after the Cunventicm, the scope of our gavemmmt's urmetary power divided 
our Nation's leaders at the highest level. The question was whether Cangress 
could charter a bank. President Washington sought opinions f r a n  his Treasury 
Secretary, Alexander Hamilton, and his Secretary of State, Thanas Jefferson. It 
is popularly believed that the tcm disagreed. Actually, on the issue of guvern- 
ment power, they xere in ccanplete agremt--in rind le. Hamilton held that 
Congress's few delegated uunetary pawers were s u k d k - -  broad to en-ass 
chartering the bank, especially if those powers were "loosely" interpreted, and 
that Congress even possessed extra-constitutional powers beyond those which had 
been specifically delegated. =ugh Jefferson denied to Congress the bank 
chartering pawer, he d d  have granted it to the states--thus sharing Hamilton's 
statist premise about the power of governmmt over mnetary affairs. When the 
Bank Gmtroversy .was over, Hamilton' s view prevailed. The mnetary p w e r  of 
Congress had grown considerably. 

Congressional. power expanded nearly thirty years later, when Hamilton's 
views about its extra-constitutionality becam part of the bedrock of -can 
constitutional law. In 1819 John Marshall's opinion for the Supre Court in 
M' Culloch v. Maryland qressly held that in metary affairs, the govemmmt 
of the United States was, like the m c h s  of Europe, "sovereign." 

That sovereignty was never mre apparent than throughout the Civil War's 
"greenback" episode. In order to fight the war, the northern gw-t of 
President Lincoln created legal tender and simply forced individuals to accept 
greenbacks, no rnatter what they thought the paper was mrth. As usual, the 
Suprm Court of the United States was a willing accomplice to Cangress's usurp- 
ing of nondelegated, extra-constitutionalurmetary power. In the first important 
legal tender case to reach the Court, Hepburn v. Grimld, every one of the 
justices (majority and dissmt) agreed on the underlying principle: that Con- 
gress possessed a b z d  mnetary power whose outer boundaries were far from clear. 
Less than eighteen mths later, Hepburn was overruled by Kmx v. Lee, and legal - - 
tender was spressly held to be constitutional. 



By the time of the Last legal tender case same years later, nearly three 
centuries had passed since tle 1604 English Case of Mixed Phey had approved 
Queen Elizabeth's sovereign power to debase her coinage. Yet despite the fact 
that in hrica we had created a different kind of political system, despite a 
written Constitution that narrowly circumscribed the power of our gwerrmaent, 
the foreign sovereign who had been repudiated by the colonists seed to have 
been replaced by a damstic one--at least in mnetary affairs. The idea that 
nrmetary power belongs to the sovereign was conceived in Europe. If, despite 
the United States Constitution, "&at idea was born in America in John Marshall ' s 
M' Culloch decision (midwifed by Hamilton's opinion to Washingtlan in the Bank 
Gantrwersy) and reached its rmjority in the Legal. Tender Cases, then its matu- 
rity carne in three trr~entieth century cases. 

- In Ling Su Fan v. kited stat&, the Supr- Court concluded that attached 
to one's mnership of s'ilver coins were "limitations wkich public policy my 
require," and that the coins themselves ' b a r ,  therefore, the impress of sover- 
eign pcwer." 

'lh mxlths later the went even further, at least in dicta. Nobel 
State Bank v. Haskell held that a state bank could be forced t o w  insure its 
cmpetitors' depositors against insolvency. In the course of his opinion for a 
unanim3us Court, Justice Oliver Wendell Hohs actually went so far as to admit 
that governmint mxletaq pcwer was indeed amipotent: 'We cannot say that the 
public interests to which we have adverted, and others, are not sufficient to 
warrant the State in taking the whole business of banking under its ccmtrol." 

Hobs' dicm very nearly be- a reality in the early days of the 'Wew 
Deal," when, in a statist orgy of rules, regulations, proc~tions, executive 
orders, resolutions, decrees and manifestos, America's banks were ordered closed, 
her dollar was devalued, her gold standard abandoned, private awnership of gold 
was illegalized, and gpld clauses were nullified. Although only the gold clause 
issue reached the Suprare Caurt, when nullification of the clauses was upheld, 
it was crystal clear that the Ccnrrt had & facto approved of all the New Deal ' s 
statist exercises of raw pernmnt on a crtlain of precedents run- 
ning back inexorably to Gble State i3ank, Ting Su Fan, the ~egal Tender Cases, 
M'Culloch, the Bank Contrwersy , and thence to the Elizabethan Case of Mixed 
k m y .  Ironically, but not surprisingly, in little mre than three hundred 
years, a round trip had been completed: fmm an English uxmarch' s dimited 
mnretary power, to the reposing of identical power in the hands of a supposedly 
free representative demcracy. When the sm,ke of the Gold Clause Cases had 
cleared--to the profound & m t  of individual rights--the g a v m t  of the 
United States unquesticmably controlled wery aspect of this Nation's mnetaq 
affairs : uuney , credit, banking, gold, the securities business, and mre . 

In the nearly fifty years since then, that control has both &epened and 
beccane cansiderably mre sophisticated (as in the Bank Secrecy Act), enallnting 
other contemporary societies which we rightly disparage for their lack of freedom. 

The United States--its government and its people--can not have it both ways. 
Either we have mmetary freedan and a gold standard, or no umetaq freedom and 
no gold standard. There is no middle ground. 

Indeed, should this Carmission r e c d  that a gold standard be instituted, 
and should Congress and the President take the unlikely follow-up step of intro- 
ducing one, even then, a gold standard resurrected under today's e c d c  and 
nrmetary controls d d  not be mrth the paper it was proclaimd on. Until the 
g a v ~ t  of the United States once and for all pulls out of the ecanolnic and 
monetary affairs of its citizens--whether there be a gold standard or not--- 
cannot have e c d c ,  or umetaq , freedom. Without it, what we have instead, 
as d o r t a b l e  as this n q  be to admit, are revocable privileges--which are 
the antithesis of individual rights. 
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My histor ical  research has led me t o  see t h e  stabi l iz ing powers o f  aold 
w i th in  monetary systems. Th i s  research has been collated 'in The ~ o i d e n  
Constant: T h e  English and American Experience, 1560-1976. 

My f ind ings  can be summarized as follows: 

There  must be  a discipl ine over  t he  money supply.  Nearly everyone 
agrees w i th  th is  in t h e  abstract. D i s~g reemen t  arises over  t he  auestion 
o f  a t  what  levels and how to exercise the discipline. 

Attempts a t  monetary discipl ine when manaqed b y  men have no t  worked. 
I am no t  re fe r r i ng  solely t o  t he  h i s to ry  o f  t he  United States. The same 
observation can be made f o r  England, Germany, France, I ta ly  and Japan. 
The  on ly  exceptions were draconian measures ending b r i e f  periods o f  
cr is is.  

Therefore, I believe there  must b e  management b y  law--not b y  men. A n  
example o f  what I mean b y  "law" is  t ha t  cu r rency  must be  convert ible 
in to  precious metal a t  a p r ice  f i xed  b y  law, w i th  a-legal reserve in place 
t o  guarantee conversion. 

One example o f  managerial judgment b y  men is when a governing 
board selects ta rge t  in terest  rates o r  t a rge t  g rowth  rates in selected 
def ini t ions o f  money supply and makes cont inuing judgments o f  approp- 
r ia te open market operations t o  t ry t o  hit these targets. 

Those monetary laws tha t  worked best th roughout  h i s to ry  have been 
based upon the  discipline o f  the  precious metals. Notice tha t  I am no t  
saying tha t  whenever the  system was based on precious metals it was 
stable; I am saying t h a t  when in h i s to ry  we f i n d  long-run stabi l i ty  o f  
pr ices we f i n d  precious metals standing behind it. 

The  precious metal t ha t  has had the  most successful experience in stabi- 
l iz ing pr ice  levels is gold. 

Based upon these f ind ings  I submit t he  fol lowing conclusions. The  
American publ ic  and the  world a t  large would be  well served b y  a monetary 
reform tha t  would include: 

a. Some form of a gold standard based on law; 
b .  A r r i v e d  a t  in consultation w i th  o u r  t rad ing  par tners;  
c. Accompanied b y  extensive f iscal reforms inc luding budgetary 

policies to  preclude over-spending. 
- - 



Statement by Helen 8. Junz . Vice P r e s i d e n t ,  Townsend-Greenspan & Co., Inc. ,  New York, If 

Mr.  Chairman, I w i  I l focus my remarks p r imar i l y  on the lnternat ional  aspects o f  som 
o f  the gold l i n k  proposals before you. Although the  Implicat ions o f  each o f  thes 
proposals d i f f e r ,  the  object ives a re  consistent and clear: they spr ing from the grow 
Ing dissatisfaction w i th  the  apparent I n t r a c t a b i l i t y  o f  i n f la t ionary  tendencies 
the world econcmy and the attendant vol a t !  l l t y  o f  i n te res t  and exchange rates. 
br ing about a greater degree o f  p r i c e  s t a b i l i t y  and, thereby o f  p red ic tab i l  i t y  o f  t h  
economic environment, I s  a po l l cy  p r i o r i t y  shared anong most nations today. Honev 
there  i s  considerably less agreement about the  way I n  which t h i s  goal can be acc 
p l  ished and about t he  r o l e  t ha t  gold can play In  the process. 

AS t h l s  t ime when In terest  i n  re1 inking gold and the dmes t i c  money supply i s  be1 
revived In the United States, other countr ies seem t o  be moving away from gold f 
purposes of con t ro l l i ng  danestic monetary expansion. Even the most t r a d i t i o n a l  
gold-consc ious countr ies, such as S w i  t ze r  l and, appear t o  be headed towards a weak 
rather than a stronger l Inkage. And both, the  Sw 1 ss and the Dutch, who together w i  
the French have general l y  been Europe's spokesmen i n  favor of a r o l e  f o r  gold in  t 
Internattonal f inanc ia l  system, do not  consider a move t o  gold c o n v e r t i b i l l t y  pra 
t i c a l  a t  t h l s  time. Although cur ren t l y  no t  supportive o f  moves t o  res tore  a system 
gold conver t ib i l l t y ,  most indus t r ia l  countr ies and a number o f  developing countr i  
as we1 I never rea l  l y  f u l  l y  agreed t o  the concept o f  demonetlsation o f  gold e i the  
Accordingly, a number of developing countries, pa r t i cu l a r l y  some OeEC members, ha 
material l y  Increased t h e i r  gold reserve holdings. And the members o f  the Europe 
Monetary System, have included gold in  t h e i r  reserve pool ing arrangements. Forei 
author i t ies  c l ea r l y  are more interested In the a b i l i t y  t o  ac t iva te  t h e i r  gold rese 
ves f o r  purposes o f  intervent ion in  foreign exchange markets, and, i f  needed, as co 
la tera l  fo r  o f f i c i a l  foreign borrow1 ng, than they a re  In re-establ ish ing co 
v e r t i  b 1 l I ty .  These a t t i t udes  have c l ear imp l i c a t  ions f o r  the success o r  fa i l ure  
some o f  the gold standard arrangements t h i s  Commission I s  examining. 

These arrangements can be grouped In to  three sets by ascending degrees o f  cow 
v e r t i b i l i t y .  The f i r s t  set  of proposals c a l l s  f o r  a l i n k  between gold and the 
danestic money supply without c o n v e r t i b i l i t y  o f  do l l a r  assets i n t o  gold. Such 
arrangements are least  subject t o  lnternat ional  influences. Their purpose i s  t o  Iw 
pose a legal const ra in t  o r  spec i f i c  r u l e  on the expanslon o f  the  money supply. The 
imposition o f  such an ob ject ive  r u l e  stems f r m  the be1 i e f  t h a t  the au thor i t i es  ar 
too exposed t o  pol ! t i c a l  and social pressures t o  be able t o  pursue t h e i r  stated goal 
i n  a steady fashion. I f  t h i s  i s  so, It I s  hard t o  understand why they would be abl 
t o  remain wi th in  the gold cover constraint,  when they were unable t o  s t i c k  t o  othe 
promises. A gold cover c m l t m e n t  on the monetary slde, a p r i o r l ,  i s  no d i f fe ren  
from a legis lated debt c e i i  ing on the f i s ca l  side. And the experience w i th  the l a t t e  
has been t h a t  whenever the c e i l i n g  becane a rea l  const ra in t  there was a change in  t h  
leg ls la t lon  rather than in  pol icy. Thus, before a gold cover c m l t m e n t  could chang 
market expectations about I n f l a t i o n  In  the Un i ted States, dunestic and foreig 
holders o f  do1 l ar assets would have t o  be convinced t h a t  the imposition o f  such 
requirement somehow i s  more binding than past experience Indicates. 

The second set o f  proposals attempts t o  shie ld a gold based dcmestic monetary pol ic 
f ran external I n f l  uences by l i m i  t i n g  convert1 b i  l I t y  t o  domestic residents. Thi s woul 
requ i r e  the imposi t ion o f  exchange and cap1 t a  i contro l s. En forcement o f  such control 
I n  a world wi th cap i ta l  markets t h a t  have becane increasingly in ter re la ted and by 
countrv )hat i s  a t  the very center o f  t h i s  internat ional  f inanc ia l  network j u s t  I 
no t  r e ~ l i s t i c a l i y  feasible. ' 



The f i n a l  se t  o f  proposals involves broad gold c o n v e r t i b i l i t y  a t  a f i xed o f f i c i a l  
pr ice.  Under ideal circumstances, such a go ld  standard w i  l I, indeed, work t o  
s t a b i  l ize  the  dunest ic p r i c e  I eve1 . For t h a t  t o  happen, t h e  suppl y o f  gold needs t o  
expand in l ine  w i t h  t h e  growth o f  r e a l  demand f o r  money. But  past experience has 
shown t h a t  t h i s  I s  n o t  always so, p a r t i c u l a r l y  I n  t h e  short-run. The supply o f  gold 
Is governed by ra the r  d i f f e r e n t  fac tors  than I s  t h e  demand f o r  money. Furthermore, 
because decis ions about new supply a r e  concentrated a o n g  a very small nunber o f  gold 
producers, t h e r e  can be no assurance o f  a smooth f l ow o f  new supply. Further, t h e  
consequences o f  having supply dec l s ions  f o r  a co re  canmod 1 t y  concentrated i n  t h e  
hands of a snal I number o f  producers a r e  abundant1 y c lear .  

A perhaps even more serious problem I n  operat ing a go ld  standard system I s  t h a t  any 
a d d i t i o n  to, o r  decrease of,  t h e  Treasury's go ld  stock t r l g g e r s  an o f f s e t t i n g  change 
I n  the  money supply. Whereas such an o f f s e t  I s  f u l l y  appropr iate when t h e  change in  
go ld  holdings stens from m r t f o l  l o  decls ions o f  U.S. res idents,  t h i s  cannot be taken 
as given when it o r i g  lnates abroad. The essence of t h e  gold r u l e  I s  t h a t  it funct ions 
o b j e c t i v e l y  and does n o t  d i s t i n g u i s h  among the  causes t h a t  t r i g g e r  changes I n  t h e  
monetary environment. Th ls  means, however, t h a t  any overseas disturbance w i l l  l n r  
mediately reverberate through t h e  U.S. economy, regardless o f  t h e  s t a t e  o f  t h e  
econany a t  t h e  time. U.S. monetary condi t ions,  t hus  would swing w i t h  the  r i s e  and 
fa1 I in  world denand f o r  gold. For exmpl  e, t h e  Soviet  Un ion covers I t s  fo re ign  cur- 
rency needs la rge ly  through go ld  sales i n t o  t h e  f r e e  world market. A harvest f a i l u r e  
I n  the  Soviet Union, thus t r l g g e r s  gold sales. These i n  t u r n  exe r t  downward pressure 
on the  world p r i c e  o f  gold, making It p r o f i t a b l e  t o  s e l l  gold t o  t h e  U.S. Treasury. 
Th is  i n f l ow  o f  gold then would cause an increase i n  the money supply and i n  the  
domestic p r l c e  level.  Conversely, an increase i n  p o l i t i c a l  tensions tends t o ' r a l s e  
t h e  demand f o r  gold tr lggerlng a def  1 at lonary reac t i on  i n  the  Un i t e d  States. Port-  
f o l i o  decis ions by fo re ign  holders o f  d o l l a r  assets, p o l l t l c a l l y  o r  f i n a n c i a l l y  
motivated, would a f f e c t  U.S. monetary cond i t i ons  i n  a p a r a l l e l  manner, des tab i l  i z l ng  
the  U.S. economy, purposely o r  Ind i rec t l y ,  

Given t h e  r e l a t i v e  v o l a t i l i t y  both e c o n m l c a l l y  and p o l i t i c a l l y ,  t h a t  appears t o  be 
charac ter iz ing  the  1980s, t h e r e  l i k e l y  would be a s i g n i f i c a n t  number of occasions 
when outs ide  i n f  I uences could e f f e c t i v e l y  destabi l ize domestic monetary cond i t ions .  
Accordingly, pressure would bul I d  f o r  d i sc re t i ona ry  ac t l on  t o  sh ie ld  the  domestlc 
economy from such outs ide  influences. But once an ove r r i de  mechanism t o  t h e  ob jec t l ve  
r u l e  o f  t he  gold standard I s  establ ished, t h e  system i s  as vulnerable t o  the  push and 
pul l o f  danest i c  pol i t i c a l  and soc ia l  pressures as I s  t h e  system it i s  intended t o  
rep1 ace. 

These problems a re  q u i t e  fundanental and e x i s t  as ide  from the  thorny quest ion of how 
t o  determine the  appropriate o f f  l c i a l  p r i c e  f o r  go ld  a t  which re-ent ry  could be 
ef fected.  The gold standard, I i k e  any o ther  simple o b j e c t l v e  ru le ,  cannot be an uner- 
r i n g l y  appropr iate gulde t o  po l i cy  a c t i o n  i n  today 's  cunpl icated world. The d isc ip -  
l lne it would exe r t  c l e a r l y  would be helpfu l  i n  conta in ing  i n f l a t i o n a r y  tendencies. 
However, t he  c o e s  associatad w i t h  f a i l u r e  could be tremendous f o r  such fa !  l u r e  would 
put  i n  quest ion t h e  p o l i t i c a l  determinat ion o f  t h e  a u t h o r i t i e s  t o  achieve and 
maintain f i nanc ia l  s t a b l l  i t y .  What it f i n a l  l y  comes down to,  i s  t h a t  d i s c i p l  ine can 
be successful only i n  achieving I t s  goal, i f  t h e  political w i l l  t o  do so I s  strong. 
Any woman can t e l l  you t h a t  no corset  can help f i t  a s ize  18 body i n t o  a s ize  8 dress 
f o r  any length of time. imposit ion of ou ts ide  d i s c i p l i n e  can help an overeater shed a 
few pounds, but w l t h u t  a change In  basic a t t i tudes,  i nev i tab l y  t h i s  d i s c i p l  ine  
eventua l l y w i  i l g i ve  way t o  another eat ing binge. However, once aft i tuaes have 
changed and d i s c i p l  ine has becune a p a r t  o f  t h e  behavior pattern, ou ts ide  const ra in ts  
appear unnecessary. 
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Discussion about going back t o  a gold standard has suddenly become 
respectable.  The idea  t h a t  something must be done t o  r e s t r a i n  the  
in f l a t i ona ry  hab i t s  o f  p o l i t i c i a n s  has gained an acceptance t h a t  was 
unthinkable a few years ago. Advocates of a gold standard be l ieve  
t h a t  once c o n v e r t i b i l i t y  o f  t h e  d o l l a r  i n t o  gold a t  a f ixed  p r i c e  is 
restored,  i n f l a t i ona ry  expectations would quickly f a l l ,  p r i ce s  would 
s t a b i l i z e ,  i n t e r e s t  r a t e s  would dec l ine ,  and r e a l  growth would r e tu rn  
t o  t he  economy. 

We do be l ieve  t h a t  a monetary system b u i l t  on a hard base i s  t he  
only way t o  prevent t h e  government from p r i n t i n g  money wi l ly -n i l l y .  A s  
i t  has i n  the  pas t ,  gold can probably p lay  t h i s  r o l e  i n  t h e  fu ture  
b e t t e r  than anything e l se .  Being commodity money, gold has the  advan- 
tage of anabling free-market forces  t o  maintain r e l a t i v e l y  s t a b l e  p r i ce s  
over the  long term. 

The f a c t  t h a t  t h e  gold standard is  des i rab le ,  however, does not 
mean t h a t  it  can be r e ins t a t ed  any time soon. Excessive c r e d i t  expan- 
s ion s ince  gold-backing behind t h e  d o l l a r  was removed has l ed  t o  ramp- 
an t  i n f l a t i o n  and has brought acute  i l l i q u i d i t y  t o  both t h e  p r iva t e  
and publ ic  s ec to r s .  Unti l  these  imbalances a r e  corrected,  r e i n s t a t i n g  
the  gold standard can do more harm than good. 

Assuming t h a t  we can r e tu rn  t o  gold now, what should the  p r i c e  
be? The bes t  way i s  t o  l e t  t he  f r e e  market s e t  t h i s  p r i ce .  One pro- 
posal now receiving a t t e n t i o n  would have the  government announce a s e t  
date several  months hence when it would s t a r t  t o  buy and s e l l  gold a t  
a fixed p r i ce .  That o f f i c i a l  r a t e  would be based on t h e  market quota- 
t ion preva i l ing  j u s t  before t he  deadline. The problem with such a plan 
is t h a t  no f r e e  market f o r  gold would r e a l l y  be i n  exis tence during the  
interim period. The huge supply held by cen t r a l  banks wouldn't be 
avai lable  f o r  s a l e .  Speculators could dr ive  the  p r i c e  sky high by buy- 
ing a s  much gold a s  poss ib le .  When the  government absorbs t h i s  vas t  
in f lux  of gold a t  l o f t y  pr ices ,  it would i n j e c t  b i l l i o n s  of  d o l l a r s  of  
new reserves i n t o  t h e  monetary system. Banks could then e f f e c t  a new 
wave of c r e d i t  expansion, t he  money supply would skyrocket, and runaway 
i n f l a t i o n  would su re ly  follow. 

Why c a n ' t  t he  government simply f i x  a r a t e  high enough t o  support 
the do l l a r s  now outstanding o r  t o  cover t he  na t ion ' s  foreign l i a b i l -  

i t i e s ?  For one thing,  such an a r b i t r a r y  r a t e  must be s e t  f a r  above 
recent market quotat ions.  I t  would have the  in f l a t i ona ry  d f e c t s  noted 



e a r l i e r .  Also, it would f reeze  the  ex i s t i ng  i l l i q u i d i t y  i n t o  a new 
monetary system and would prevent the f r e e  market from correc t ing  
the mess. 

A r e tu rn  t o  t h e  gold s tandard is  poss ib le  only i f  t h e  metal i s  
f a i r l y  pr iced  r e l a t i v e  t o  a l l  commodities. This i s  t h e  only way the  
purchasing power of gold - and the  money it backs - can bene f i t  from 
the  s e l f - s t a b i l i z i n g  f e a t u r e  of a hard money system. What, then, is 
a f a i r  p r i c e  f o r  gold i n  terms of its purchasing power? Since 1934, 
when gold was f ixed a t  $35 an ounce, producer y i c e s  have increased 
by about 670%. A comparable increase  f o r  gold would g ive  us  a p r i c e  
of  $270 an ounce. Looking a t  gold over a much longer per iod of  time, 
during the  100 years when gold w a s  f ixed a t  $20.67 an ounce, t h e  pro- 
ducer p r i c e  index average 38.4 (1967=100). Current ly s tanding j u s t  
below 300, it has mul t ip l ied  roughly eightfold.  A similar increase  
f o r  gold would br ing  a p r i c e  of only $165 an ounce. In  terms o f  i ts 
commodity purchasing power, then,  t he  next o f f i c i a l  gold p r i c e  should 
be somewhere i n  t h e  range o f  $150-300 an ounce. 

A r e tu rn  t o  a gold s tandard now a t  t h i s  p r i c e  would be t e r r i b l y  
d is rupt ive ,  however. The pub l i c  is st i l l  highly inf lat ion-conscious.  
I f  t h e  government agreed t o  s e l l  t h e  metal so far below t h e  cur ren t  
market p r i ce ,  it would s u r e l y  lead  t o  a run on t h e  U.S. s tockpi le .  
Tens of  b i l l i o n s  o f  d o l l a r s  could be drained out  of  t h e  banking system 
and the  ove ra l l  e f f e c t  would be d r a s t i c a l l y  def la t ionary .  P o l i t i c i a n s  
w i l l  never w i l l i nk ly  d e f l a t e  t h e  economy t o  such a degree. Hence 
r e s to r ing  t h e  gold s tandard i n  t h e  near  fu tu re  is  out  of  t h e  question. 

This does not  mean t h a t  some kind o f  gold s tandard c a n ' t  event- 
u a l l y  be rees tab l i shed .  The gold s tandard was res tored  i n  t h e  1870's 
a f t e r  commodity p r i c e s  had f a l l e n  by more than 50% from t h e i r  C iv i l  
War peaks. A s imi l a r  opportuni ty may present  i t s e l f  l a t e r  i n  t h e  
1980's. Free-market forces  a r e  now a t  work t o  br ing about a switch 
from i n f l a t i o n  t o  de f l a t i on .  Widespread p r i c e  dec l ines  a r e  now a f a c t  
f o r  a l l  f i nanc ia l  a s s e t s ,  including gold and c o l l e c t i b l e s ,  and they 
a r e  beginning t o  emerge i n  t h e  r e a l  e s t a t e  s ec to r .  Soon t h i s  de f l a t i on  
w i l l  spread t o  o the r  s ec to r s  o f  t h e  economy. 

Af te r  t h i s  d e f l a t i o n  has f i n a l l y  l e d  t o  c r e d i t  cont rac t ion  and a 
worldwide depression, t h e  p r i c e  of  gold may well have dropped t o  i t s  
f a i r  market value l a t e r  i n  t h i s  decade - perhaps below $200. A t  t h a t  
time, but not before,  it w i l l  be poss ib le  t o  r e i n s t a t e  t h e  gold standard. 
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You have received many proposals t o  g ive  gold a cen t ro l  r o l e  i n  our  mone- 
t a ry  system. The proposals d i f f e r  widely and so  do t h e  arguments advanced on 
t h e i r  behalf.  

Some be l ieve  t h a t  gold is "honest" money. Those who br ing  goods and ser-  
v ices  t o  market should be paid with money containing equivalent  r e a l  resources.  
This doc t r ine  appeals t o  concepts of value handed down f o r  cen tu r i e s  and embod- 
i e s  view about t he  na ture  of t h e  cont rac t  between c i t i z e n  and sovereign. The 
honesty of money, however, is not  guaranteed by backing i t  with gold. I f  t h e  
U.S. Government were required t o  mint gold co ins  from newly mined gold, the  
coins would embody the  r e a l  resources used i n  producing them. But producers of 
o ther  goods and se rv i ces  would be wrong t o  regard them as honest money. The 
value of money derives from our  a b i l i t y  t o  use it, not t he  cos t  of producing it. 
An honest money is one whose purchasing power is s t a b l e .  I f  there  were new dis- 
coveries of gold o r  dramatic improvements i n  methods of mining, t he  resource 
cos t  of a gold co in  would f a l l ,  and i t  would not  be an honest money. 

Two o the r  arguments a r e  advanced by advocates of gold. They say t h a t  a 
gold s tandard is the  bes t  way t o  maintain p r i c e  s t a b i l i t y  i n  the  long run. They 
say t h a t  the  decis ion t o  adopt a gold s tandard w i l l  d i spe l  uncertainty i n  t he  
sho r t  run. 

I have doubts about the  promise of long-run s t a b i l i t y .  You went over t h e  
record a t  one of your meetings, when you discussed the  exce l len t  paper by Anna 
Schwartz, a n d I a g r e e  with the  conclusion t h a t  one of you drew then. Some say 
t h a t  t h e  gold s tandard gave us p r i ce  s t a b i l i t y .  It may be more accurate  t o  say, 
however, t h a t  w e  were a b l e  t o  s t ay  on gold i n  periods t h a t  were i n t r i n s i c a l l y  
s t a b l e  and forced t o  abandon gold when they ended. 

I have even deeper doubts about t h e  a s s e r t i o n  t h a t  a quick r e tu rn  t o  gold 
w i l l  d i s p e l  uncer ta in ty ,  assuring the  success of supply-side po l i c i e s .  Consid- 
e r  the l e g i s l a t i o n  introduced by Senator H e l m s .  S ix  months a f t e r  Congress a- 
dopts h i s  b i l l ,  t he  Federal Reserve banks w i l l  start t o  buy and s e l l  gold free- 
l y  a t  a "standard" p r i c e  equal  t o  the  average of market p r i ce s  i n  t he  previous 
week. There is no way t o  know how t h i s  l e g i s l a t i o n ~ w o u l d  a f f e c t  market p r i ce s  
during t h a t  c r i t i c a l  week. There is no way t o  know what w i l l  happen the rea f t e r .  
The publ ic  might s e l l  l a r g e  amounts o@ gold t o  the  Federal Reserve banks, and 
the l e g i s l a t i o n  would then mandate rapid expansion of themonetary  base. The 
public might buy l a r g e  amounts of gold, and the  l e g i s l a t i o n  would then mandate 
rapid contract ion.  In  e i t h e r  case, t he  Federal Reserve System might have to  de- 
c l a r e  a "gold holiday" very soon. This seems t o  me a r ec ipe  f o r  heightening un- 
ce r t a in ty ,  not  f o r  ending it. 

A four th  argument is  advanced on behalf of gold. It is the  case f o r  not 



going back to  pegged exchange r a t e s .  Let me make three  observations: (1) Ex- 
change r a t e s  can be pegged without using gold. A l i n k  to  gold i s  nut necess- 
a ry  nor s u f f i c i e n t  t o  keep a pegged-rate system from breaking down. ( 2 )  Most 
observers have s t rong doubts about re turn ing  t o  pegged r a t e s .  Those who favor  
them b e l i e v e t h a t  f l oa t ing  r a t e s  have been a major cause of i n t e r n a t i o n a l  ins ta -  
b i l i t y .  Float ing r a t e s  were adopted, howevel; t o  i n s u l a t e  na t iona l  economies 
from ex te rna l  shocks, and they have been r a t h e r  he lpfu l  i n  t h i s  regard. (3) I 
would remind those who favor  pegged exchange r a t e s  t h a t  we cannot adopt them 
un i l a t e r a l ly .  To do so de f ac to  would r equ i r e  t he  cooperation of o the r  count r ies ;  
t o  do so  de ju re  would r equ i r e  a formal dec is ion  by the  In t e rna t iona l  Monetary 
Fund. 

A t  one of your sessions,  someone s a i d  t h a t  he  favors  t h e  "development" of  
a gold s tandard,  not  a "return" t o  a gold s tandard.  I take  t h i s  d i s t i n c t i o n  
ser ious ly .  I f  a gold s tandard is t o  have any chance of conferr ing long-term 
s t a b i l i t y ,  i t  must prevent t h e  monetary system from c rea t ing  o r  accommodating 
in f l a t i ona ry  pressures.  It would have thus t o  be very much s t r i c t e r  than ear- 
l i e r  gold standards.  It would be necessary t o  back t h e  currency completely by 
gold. Yet t h i s  r ad i ca l  reform might no t  go f a r  enough. During the  l a s t  decade, 
we have been assaul ted  by a dozen d e f i n i t i o n s  of money. This barrage r e f l e c t s  
uncertainty about t he  usefulness  of any s i n g l e  concept. It a l s o  r e f l e c t s  an  
economic process. When t h e  a u t h o r i t i e s  clamp down on t h e  supply of one monetary 
a s s e t ,  t he  f i nanc ia l  system produces s u b s t i t u t e s  f o r  it. The very attempt t o  
cont ro l  a p a r t i c u l a r  aggregate, even by backing i t  with go14reduces t h e  r e l e -  
vance of  t h a t  aggregate. 

I n  your de l ibera t ion ,  you have concentrated on a r e tu rn  t o  gold 'by t h e  
United S ta t e s ,  ac t ing  u n i l a t e r a l l y ,  You should pay c l o s e  a t t en t ion ,  however, 
t o  t h e  in t e rna t iona l  ramif icat ions.  Under present  i n t e rna t iona l  monetary a r -  
rangements, a foreign government can peg t h e  value of  i c s  currency t o  t h e  U.S. 
do l l a r .  (To t h i s  ex ten t ,  the  United S t a t e s  cannot decide u n i l a t e r a l l y  t h a t  dol- 
l a r  exchange r a t e s  should f l o a t . )  Under present  arrangements, however, a country 
can maintain i ts peg only by purchasing and s e l l i n g  do l l a r s .  I f  t h e  United 
S ta t e s  res tored  c o n v e r t i b i l i t y  t o  gold, o the r  count r ies  could s t i l l  peg d i r e c t l y  
t o  t he  do l l a r .  But they could move t o  a gold standard, too, and t h i s  would 
l ikewise f i x  t h e  p r i ce s  of t h e i r  cur renc ies  i n  terms of t h e  do l l a r .  More impor- 
t a n t l y  count r ies  pegging t o  t he  d o l l a r  and those pegging t o  gold could buy 
gold from o r  sell gold t o  t he  United S ta tes .  There is another p o s s i b i l i t y .  
Foreign governments and c e n t r a l  banks hold some $167 b i l l i o n  i n  balances with 
U.S. banks, Treasury b i l l s ,  and o t h e r  d o l l a r  claims. They hold an  add i t i ona l  
$80 b i l l i o n  of Eurodollar deposi ts .  These could be used t o  purchase gold from 
the  United S ta t e s ,  a f f e c t i n g  t h e  monetary base. Many people ask  what should be 
done with the  l a r g e  U.S. gold s tock  i f  i t  is no t  given a new monetary ro l e .  I 
be l ieve  t h a t  t h e  Government should hold onto i ts gold s tock.  The United S t a t e s  
has huge s tocks of tanks, a i r c r a f t ,  and miss i les .  It does not  want t o  use them 
but  cannot ge t  r i d  of them. The United S t a t e s  should keep i ts  gold f o r  analogous 
reasons. The fu tu re  i s  undertain and unsafe.  One can conceive of i n t e rna t iona l  
emergencies i n  whichgoldmay be t h e  only acceptablemeansof payment. One can 
conceive of circumstances i n  which we would want t o  redeem t h e  d o l l a r s  holed by 
foreign governments. Do not  t r y  t o  concoct a new use f o r  gold. I n  t he  words 
of another economist on another occasion: Don't j u s t  do something. Stand there!  



'How many reams of paper cut  i n t o  b i l l s  can c i r c u l a t e  a3 noney? 
The wor th less  tokens a r ?  s igns  of value only i n  s3 far a s  t h q  r e -  
present  gold...While gold c i r c u l a t e s  because i t  has  value ,  papjz 
has  value  because it c i r c u l a t e s . "  That i r r e f u t s b l e  and cogezt t r u -  
i sn ,  i n  and of i t s e l f ,  i s  t h e  conc ise  epitome of t he  case  f o r  a  
prompt r e t u r n  t o  t h e  d i s c i p l i n e  3f t he  gold r e se rve  s tandard which 
would automat ical ly  place a  l i m i t  on t h e  p r o f l i g a t e  p r i n t i n g  of 
f i a t  money by vote-buyingpol i t ic ians  and t h e i r  assoc ia ted  s e l f -  
se rv ing  pressure  groups. It i s  not a  quo ta t i on  from any g rea t  Am- 
e r i can ;  it is  from t h =  "Cr i t ique"  of Kar l  Marx, a t r u e  b e l i e v e r  i n  
honest  money. The near ly  ha l f  century binge on dishonest  nothings 
i s  t h e  core  of our i n f l a t i o n .  The U. 3. and t h e  western world a r e  
now on tha  b r ink  of a  monetary ca t a s t rophe  t h a t  csn make t h e  g r e a t  
depress ion appear t o  have been a  boom u n l e s s  t he  d i s c i p l i n e  of gold 
i s  invoked. 

The enemies of gold ,  knowing t h a t  t h a t  d i s c i p l i n e  w i l l  end t h e i r  
s e l f - s e rv ing ,  r e s o r t  t o  such specious  s u p e r f i c i a l i t i e s  a s  Russia  
and South A f r i c a  w i l l  a l s o  b e n e f i t .  The i r  i n c i d e n t a l  bene f i t  does 
not compare wi th  t h e  g r e a t e r  v i t a l  b e n e f i t  t o  t he  s t agge r ing  none- 
t a r y  system of t h e  western world. The blacks  of South A f r i c a  had 
t h e i r  wages he ld  down by t h e  b l a t a n t  hypocr i s  of t h e  U. S. i n  i ts  
f u t i l e  endeavor t o  keep t h e  p r i c e  of gold a t  $35. Since  t h a t  hp- 
pocr isy  h a s  been s h a t t e r e d ,  b l ack  wages have been quintupled.  Any 
f i g u r e s  on Russian gold and t h e  i npo r t an t  cos t  of i t s  production 
a r e  pure guess t imates ;  most l i k e l y ,  Russian propaganda. To t h e  
adanant ly  b iased ,  t h e  simple answer i s  t o  demand t h a t  both  pay i n  
gold f o r  everything they buy from t h e  w o s t .  

Paper money i s  pure f ia t (government  IOUS of nothing) .  By what- 
ever  nomenclature, none i s  a s  "good a s  gold" no2 w i l l  t h e  con t r iv -  
ed r h e t o r i c a l  alchemy of t h e  p o l i t i c a l  h ie ra rchy  t u r n  them i n t o  
gold by i t s  decept ive  hogwash. Under a conve r t i b l e  gold s tandard ,  
p re fe rab ly  wi th  a  100$ gold requirement,  they would be given value  
as  warehouse r e c e i p t s  f o r  gold. It would g ive  t h e  e l e c t o r a t e  t h e  
power t o  p u l l  t h e  rug  out  from undsr t h e  vote-buying spenders who 
would then  f i n d  l i t t l e  inducement t o  run f o r  o f f i c e  and give t h e  
paople a  s m n d  reason t o  vote. It would.be t h e  crux of p u t t i n g  
t he  kibosh on i n f l a t i o n  and t h e  d e v a s t a t i n g  i n t e r e s t  r a t e s .  I f  
t h i s  l a s t  chance admin is t ra t ion  hsd given t h e  r e t u r n  t o  t h e  gold 
s tandard i t s  f i r s t  cons idera t  ion ,  i t  would hzvs f a c i l i t a t e d  i t s  
success  i n  i t s  needed reforms. I f  it does not r e t u r n  t o  i t  very 
s h o r t l y ,  i t s  patchwork surgery w i l l  be bu t  an i n t e r l u d s  t o  the  
next sprea  and t h e  u l t ima te  monetary co l lapse .  

I n  t h e  f a c e  of t h e  g l a r i n g  success  of OPEC i n  s e t t i n g  i t s  own 
? r i c e  f o r  i t s  valuable a s s e t  and kseping i t  from t h e  n a n i p u l a t i o w  
of t k  so-cal led  f r e s  m a ~ k e t ,  gold advocates,  w i t h ~ u t  any regs rd  



f37 3 ~ r  s o l 5  2s an a s s e t  t h a t  w i l l  buy m a t e r i e l  a:i z r ~ s  ( 9 v e n  
f ~ 3 3  y ~ u r  z2eny)  i n  t i n e  of w a r ,  w i t h o u t  sound rzasonic; ,  e l t h e y  
s r o p o s s ,  a d e n i g r a t i n g  gold  low p r i c e  a r r i v e d  st t h rough  azch  i n -  
2 i v i d u s l  c r y s t a l  b a l l  o r  t o s s i n g  t o  t h e  wolves on x h a t  tkey n s i v e -  
ly t e rm t h e  " f r e e "  .market t o  be  gobbled  up a s  i n  t h e  p e s t ,  e .  a .  
wsntoc  C a r t e r ,  a t  t h e i r  p r i c e .  

T h z r e  i s  onlg one sound b a s i s  upon which t o  r e t u r n  t o  t h e  g o l d  
r e s e r v e  s t a n d a r d ;  t h a t  i s ,  by t h e  commonsense of shedd ins  t h e  po l -  
i t i c a l l y  embedded complex of d e n i g r a t i n g  o u r  gold a s s e t  and recog-  
n i z i n g  t h e  unequivocal  f a c t  t h a t  t h e  tobaggoning d o l l a r  i s  c l o s e  
t o  t h e  bot tom of t h e  h i l l .  That  commonsense mandates,  t h a t  t h e  
U. S ,  and i t  a lone  must commensurately e q u a t e  t h e  va lue  of o u r  i n -  
v a l u a S l e  gold  a s s e t  w i t h  t h e  r e a l i t y  of t h e  b i l l i o n s  of owe-you- 
n ~ t h i n g  d o l l a r s  t h a t  have been  spewed around t h e  world.  T h i s  s o ~ d  
a a t h e a a t i c a l  equa t ion  c a l l a  f o r  an  i n i t i a l  p r i c e  of s s v e r a l  t hous -  
2nd d o l l a r s  an ounce a s  ou r  g e l l i n g p r i c e .  Our purpose t h s c  s h o u l d  
t3 t o ,  over  t h e ,  t a k e  a  goodly p a r t  of  t h o s e  gold t h r e a t e n i n g  d o l -  
l a r ~  o u t  of c i r c u l a t i o n ;  t h u s  g r a d u a l l y  i n c r e a s i n g  t h e  gold v a l u e  
of t h e  d o l l a r .  A t  t h i s  i n i t i a l  s t a g e  we would not  o b l i g e  o u r s e l v e s  
t a  buy gold  et our s e t  s e l l i n g  p r i c e .  3 e l l e r s  of gold would have 
t h e  world gold  markets.  Over t i n s ,  o u r  p r i c e  and t h e  markets '  
? r i c e  would meld t o  a  consensus  p r i c e .  We would hav2 an hones t  
c o n v e r t i b l e  d o l l a r  w i t h  i n c r e a s i n g  s u b s t a n c e  value and our gold  a s -  
s e t  abuld be p r o t e c t e d  from t h e  m a c h i n a t i o n s  of t h e  na rauder s .  

The s u f f e r e n c e  of t h e  g l a r i n g  f a i l u r e  of mone ta r i s t  f i n e  t u n i n g  
b o g g l e s  o n e ' s  reason .  It i s  c l e a r  t h a t  i t  i s  p o l i t i c a l l y  p e r p e t -  
u a t e d  by and f o r  t h a t  h i e r a r c h y .  L u d i c r o u s l y ,  t h e  punisbnent  by 
s t a g g e r i n g  i n t e r e s t  r a t e s  i s  b e i n g  n e t e d  ou t  upon i t s  v i c t i a s  by 
t h 2  c u l p r i t ,  t h e  F e d e r a l  Rese rve  Bank. 

The s t a c k e d  Gold Commission w i t h  b u t  two of i t s  seventeen  mem- 
bays f o r  t h e  go ld  s t a n d a r d  is  a  s a d  omen. It has  s s r l c u s l y  jeo- 
p a r d i z e d  t h e  s t a t u r e  of t h i s  r e f o r m  a d m i n i s t r a t i o n ,  g i v i n g  i t  a 
r s semblance  t o  t h a t  of t h e  voted-out  C a r t e r .  If i t s  onlg monet- 
a r y  r s f o r m  i s  t o  be t h e  i s s u a n c e  o f  more gold  c o i n s  a s  t h e  s u r e -  
e r p  t o  right t h e  i n f l a t i o n a r y  monetary mess, it  w i l l  be a  t r a g i c  
cop-out t o  t h o s e  who put i t  i n  o f f i c e ,  t r a g i c  f o r  t h e  coun t ry ,  
a n t  probably  t r a g i c  f o r  i t .  

U n l e s s  P r e s i d e n t  Reagan h a s  it up his  s l e e v e  t o  i n s i s t  uson t h e  
r e t u r n  t o  t h e  gold s t a n d a r d  a t  a high p r ' o t e c t i v e  p r i c e  and g e t s  i t  
sc c e a e n t s d  t h a t  i t  can not  be  v i o l a t e d  i n  t h e  f u t u r e ,  whatever 
l i 3 t l e  s u c c e s s  he may hope t o  have  i n  c o n t r o l l i n g  i n f l a t i o n  w i l l  
3 e  very  s h o r t  l i v e d .  

I n t e r n z t i o n a l  t r a d e  i s  seriously i n  need o f  a gold v a l u ~  d e -  
c 3 x i a z t c r .  It would e l i n i n a t o  c o s t l y  co r rency  h e d g i w  and uou l?  
"sttsr s o r l d  t r a d e .  It would a!.so c o n t r o l  i n f l a t i o n  th-ouzi  i t s  
j e - z l t g ,  t h e  l o s s  of gold by the I n f l a t i . o n i s t  couc t ry .  
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The r o l e  of gold and s i l v e r  h a s  been f undamental fn the mone- 
t a r y  systems of a l l  count r ies  s ince t h e  dawn of  c i v i l i z e d  soc i -  
ety.  This  has been and remains t r u e  because a r e l i a b l e  and sta- 
ble-medium of exchange is  a baaic  n e c e s s i t y  i n  every economy, ea- 
pecisl ly i n  one cons is t ing  o f  advanced and sophisticated pro- 
duct ion;  and t h a t  gold and s l l v e r  a lone have eve r  served i n  t h i a  
c m c i a l  capaci ty  with any degree of continued success. 

We should note (1) t h a t  no ~ t i o n  o r  monetary au thor i ty  has  
ever had t h e  power t o  i s s u e  f i a t  money without abusing t h i a  pow- 
e r  and thus  causing d e s t r u c t i v e  i n f l a t  ion ;  and ( 2 )  t h a t  such a- 
buse has always r e su l t ed  i n  the  most s e r i o u s  consequences. Some- 
times, the outcome ha8 been a d i c t a t o r  o r  the Ut te r  breakdown 
of t h e  s o c i a l  order ;  i n  o t h e r s ,  where wisdom and etatesmanship 
have supervened, reforms were e f f e c t e d  which placed t h e  na t ions  
involved, not only on t h e  course of  recovery, but gave them per- 
iods  of  prosper i ty  and t r a n q u i l i t y .  

Perhaps the  most important h i s t o r i c a l  ins tance  o f  g r e a t  s t a t e s -  
manship was t h a t  o f  our Founding Fathers ,  who had, from b i t t e r  
experience, learned the  i n e v i t a b l e  consequences of i n f l a t i o n  ( i n  
t h a t  case unavoidable because of t h e  Xar of t h e  Rdvolution).  A f -  
t e r  t h e  Continentals,  a s  w e l l  a s  t h 3  various irredemoble curren- 
c i e s  issued by t h e  colonies  reached a c e r t a i n  point of depreci-  
a t i o n ,  t h e y  ceased t o  c i r c u l a t e ;  and those wno prepared our  Con- 
s t i t u t i o n  were determined t h a t  no such t ragedy should r e c u r  in 
t h e  United 3 t a t e s .  They therefore enacted two provis ions i n  t h a t  
instrwnent,  one of which s t a t e s  t h a t  nCorgress p o n e ]  s h a l l  
have power t o  coin Money, r egu la te  the  b l u e  the reof ,  and of f o r -  
eign coin; " and t h a t  "No S t a t e  s h a l l , .  .make any Thing but  gold 
and s i l v e r  Coin a Tender i n  t h e  Payment of Oebts." This means 
simply t h a t  t h e r e  s h a l l  be no currency except spec ie  issued by 
Congress ( o r  notes  redeemable i n a c h  medium); and t h a t  every 
s t a t e  must pay i t s  ob l iga t ions  i n  such currency. 

Perhaps t h e  most important example of devas ta t ing  i n f l a t i o n  
is  t h a t  of t h e  dec l ine  and f a l l  of t h e  Roman Empire; a s  i t s  pow- 
e r s  waned and t r i b u t e s  no longer  flowed i n  from the conquered 
provinces, t h e r e  was no employment f o r  mi l l ions  of s l aves  who had 
previously produced goods f o r  export  o r  served i n  t h e  mansions of 
the  wealthy. Once emantripa:ed, they  had t o  be supported and en- 
tertained ; thus ,  bread and t h e  circus.  However, since t axes were 
i n s u f f i c i e n t  t o  pay f o r  t h i s  welfare,  the  government attempted t o  
solve its problem by i s s u i n g  vas t  amounts of debased currency; 



and, though Craconian law8 were enacted t o  compel the  a c c e ~ t s a c e  
of t h i s  a t  f a c e  value,  i t  ceased, i n  due course, t o  c i r cu lzcc  a t  
a n ;  and t h i s  was one of t h e  bas ic  causes leadlng  t o  a millennium 
of Dark Ages, during which l i f e  expectancy f e l l  t o f o u r  years.and 
the e a k e  population of  Europe was threatened w i t h  ex t inc t ion .  

I n  1922-23, h f l a t i o n  occurred i n  Auatria and Germany which 
finally increased t h e  p r i c e  of a l o a f  of  bread t o  a t r i l l i o n  
marks. The middle c l a m  was destroyed, a develo-ment which 
brought H i t l e r  t o  power and r e s u l t e d  in WW U, with c o s t a  which 
are beyond comprehension. 

Since it is s o  much e a s i e r  t o  p r i n t  f i a t  money than it is t o  
extract t a x e s  from an angry and r e s t i v e  population, t h e  temptat- 
i o n  t o  issue it is almost i r r e a i a t i b l e .  &at t h i s  l a  t he road t o  
na t iona l  suicide! 

We know the re  a m  a e r i o u s  monetary atudents  who bel ieve  t h a t ,  
in  order  t o  avoid i a f l a t i o n ,  we need only limit t h e  f e d e r a l  budg- 
e t  to  current income, r e s t r i c t  t h e  issuance of currency to a c t u a l  
need, and eatertias a s t r o n g  f i s c a l  r e s t r a i n t .  But, a s  w e have 
noted, we know of no h i s t o r i c a l  ins tance  i n  which any a u t h o r i t y  
with power t o  i s s u e  f i a t  currency has r e f ra ined  f rom abusing t h a t  
power. Thus it i s  t h a t  s ince  11, i n f l a t i o n ,  t axes ,  and i n t e r -  
est r a t e s  have gone i n t o  t h e  s t ra tosphere .  

Thomas Jef ferson  was an uncompromising proponent of a so l id  
and redeemable currency. He held t h a t  t h e  na t ional  government 
alone should have power t o  f ssue currency and t h a t  t h i s  should 
fo rever  be i n  t h e  fona of s p e c i e  o r  i n  notes  s o  redeemable. 

The grea t  monetatry scholar ,  Ludwig von Mises, declared t h a t  
sound money is  l i b e r t a r i a n ,  because it is a f f i rma t ive  in approv- 
ing commodity choice i n  a f r e e  marketplace; it i s  negat ive on ly  
i n  preventing the  government from meddling with t h e  economic and 
monetary systems. I n  p r a c t i c e ,  t h e  c l a s s i c a l  gold standard i s  
t h e  only e f f e c t i v e  curb on t h e  power of government t o  i n f l a t e  
currencies, and thus  enslave the  people by destroying their l i f e -  
savings ; its a bo l i t ion  rendera all o t h e r  l e g a l  and c o n s t i t u t i o n a l  
safeguards use less .  History demonstrates t h a t  whenever govern- 
ment cannot negot ia te  l o a n s  and d a r e s  not impose add i t iona l  taxes,  
it r e s o r t s ,  if  possible ,  t o  t h e  dishonest  use of f i a t  currency. 

After  much research,  I f i n d  myself i n  agreement with those  who 
advocate the  gold s tandard;  and I can see  no Impediment t o  i t s  re- 
t u r n  except t h e  opposi t ion of powerful p o l i t i c a l  and economic in-  
t e r e s t s  who wish t o  continue t h e  present manipulation of our mon y, 

For these  and r e l a t e d  reasons,  I urge the Gold Commission, t h e  
Department o f  t h e T r e a s u r y ,  and i t s  Secretary,  Donald Regan, t o  
give ser ious thought t o  t h e  need and expediency of  r e tu rn i rq  t o  
the  gold standard -- t o  the cons t i tu t iona l  mandate -- before t h e  
continuing i n f l a t i o n  shall have brought t h i s  g rea t  nat ion t o  t h e  
very brink of economic catastrophe.  
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To object to the gold standard because it will not bring 
freedon from poverty, depression, unemployment and war, is 
surely the setting up of a strawman. The gold standard 
prevents debasement of the nonetary unit. Like a huge fly- 
wheel it gives stability to the monetary system. 

Although forces in government, in the Fed and its member 
banks will oppose giving up their banking powers and griv- 
ileges, they cannot very well object to a gold standard 
brought about in a permissive manner in the free marketplace. 

Only the following legislation is required. The Secretary of 
the Treasury is instructed to offer monthly, gold notes in 
such amounts and durations as the narket can absorb. The 
competition of money-market , mutual, pension and other funds 
will produce bidding, even though payment is made in gold. 
The price of gold should not rise unduly because the increased 
demand is relatively small. The Fed should be enjoined from 
buying government or other securities. Its discount rate 
must be at or above the prime bank rate. 

The Fed must not issue any more Federal Reserve notes (dollar 
currency) but existing dollar currency aust be exchangeable 
at narket rates for up to 90$ of Treasury gold, for gold 
currency, the dollars received being destroyed. Gold from any 
source ;may be used to back up additional gold currency. 
Gold deposits will come into existence, side by side with 
dollar deposits, just as p l d  and greenbacks did after the 
Civil War. Gold reserves for gold deposits would be the 
same percentage as dollar reserves. Gold currency is 100; 
backed by gold. Gold loans will be at lower interest rates 
and markets will quicken. Dollar deposits will gradually 
disappear as old dollar loans are repaid and new loans are 
d e  in gold. 

The Fed would be shorn of most of its functions. It would 
be hard to make a case that it has served the country well. 



AN URGENT RETURN TO THE AMERICAN SYSTEM 

Submitted by 

Lyndon Hermyle LaRouche, Jr. 
Chairman, Advisory Committee 
NATIONAL DEMOCRATIC POLICY COMMITTEE 

Post  Off ice  Box 26 
Midtown S t a t i o n  
233 W e s t  38th S t r e e t  
N e w  York, New York 10018 

January 8, 1982 

Since approximately October 1981, t he  economy of the  United 
S t a t e s  has entered the  beginning phase of a new world depression.  
~t t h i s  moment, we a r e  near  t h e  threshhold of s eve ra l  a l t e r n a t i v e  
kinds  of chain  r eac t ions  of  f i n a n c i a l  co l l apse  i n  both our 
domestic economy and the world market. Although r e s t o r a t i o n  of a 
gold reserve  system w i l l  n o t  s t o p  t h i s  depression by i t s e l f ,  t h e  
immediate establishment of  such a gold reserve  system i s  an 
indispensable  p a r t  of any e f f e c t i v e  package of remedies. 

The government of t h e  United S t a t e s  must t ake  immediate, 
u n i l a t e r a l  ac t ion  t o  ( a )  de f ine  t h e  monetary gold reserves  of 
the  United S t a t e s  a s  the s o l e  b a s i s  f o r  c i r c u l a t i o n  of our n a t i o n ' s  
currency i n  i n t e r n a t i o n a l  markets, and (b )  t o  i n v i t e  o the r  
governments t o  jo in  with us i n  c r e a t i n g  a new gold reserve  
system. Monetary gold should be pr iced  a t  approximately $500  
an ounce, t he  est imated compet i t ive  market p r i c e  f o r  adequate 
suppi ies  of monetary gold from mining. Gold reserve  t r a n s f e r s  i n  
se t t l ement  of monetary accounts i s  t o  occur only among na t ions  
which e n t e r  i n t o  such an agreement. 

The banking system of t he  United S t a t e s  must be regulated 
i n  a manner cons i s t en t  wi th  such a gold reserve  pol icy,  and no 
fore ign  f i n a n c i a l  i n s t i t u t i o n s  should be permitted t o  engage i n  
business  within the  United S t a t e s  except on condi t ion t h a t  
they accept  the  condi t ions  of r egu la t ion  and transparency of 
regula ted  banking i n s t i t u t i o n s  of t h e  United S t a t e s .  

The e f f e c t  of these  two c i t e d  measures w i l l  be t o  texd t o  
dry o u t  the  f lood of f i c t i t i o u s l y  generated "offshore ,  unregulat-  
e d "  c r e d i t  i n t o  U.S. c a p i t a l  markets. Therefore,  the  government 
and banking system must t ake  concerted a c t i o n  t o  generate  adequate 
suppl ies  of c r e d i t .  

The Congress must au thor ize  gold r e se rve  i s sues  of U.S. 
Treasury, gold reserve-denominated currency notes .  These i s sues  
of currency should not  be employed f o r  government spending, but  
f o r  lending through s p e c i a l  d iscount  windows of t he  Federal 
Reserve System. This lending should occur,  a t  r a t e s  of not above 
4 % i n t e r e s t  per annum, a s  p a r t i c i p a t i o n  i n  a pe rcen t i i e  of 
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individual loan agreements contracted between borrowers and 
private banking institutions. Such participation should be 
restricted to capital-intensive improvements of production of 
agricultural and industrial goods, of transportation, and to 
capital improvements by designated units of government. 

The domestic objective of such supplementary lending is to 
expand rapidly the tax revenue basis and to increase average 
levels of national productivity as measured in terms of per 
capita output of tangible goods. This is the only possible 
means for remedying in-sight Federal deficits now aimed at 
levels of $150 billion a year or higher, deficits which will 
skyrocket off the charts once the full impact of the new 
depression is Felt. 

The foreign policy objective of such measures is to create 
a degree of order in international monetary and economic relations, 
within which order reorganization of the debt overhang of develop- 
ing nations can be reorganized on a gold reserve-denominated 
basis. The objective of such actions Is to achieve a level of 
increased volume of hard-commodity world trade in the reasonably 
projected magnitude of between $200 and $400 billion annually. 

The proposal to re-establish the gold reserve policies of the 
American System of political economy should not be confused with 
proposals to introduce a "gold exchange system." The latter 
proposals would have catastrophic consequences, including a 
general collapse of the capitalist economy worldwide. The 
function of a gold reserve system is hard, gold backing for 
that margin of credit which is not immediately secured by sale 
of commodities for dollars. By making new issues of currency as 
good as gold, we make our entire currency issue implicitly 
also "as good as gold." 

We must act quickly. Farms and firms which have been driven 
out of existence are no longer prospective borrowers, employers 
or purchasers of goods. We nust act before the chain reaction of 
collapse enters the next phase-change, while most of the 
structure of our goods-producing and transportation sectors still 
exist to be revived to healthy economic life. 
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T h i s  i s  t o  suggest  t h a t  t h e  Gold Commission cons ide r  t h e  use  of  a  broad 
group of  commodities t o  back t h e  currency.  There would be advantages i n  
us ing  a number of commodities a s  compared t o  t h e  use  of  a  s i n g l e  commodity, 
gold  . 

Some of t h e  conrmodities t h a t  might be cons ide red  f o r  i n c l u s i o n  i n  a  
broad group of  commodities would i n c l u d e ,  b e s i d e s  gold:  o i l ,  s t e e l ,  c o a l ,  
c o f f e e ,  wheat, copper,  corn ,  aluminum, soybeans,  s i l v e r ,  plat inum, uranium, 
and wood. 

If t h e  currency were f u l l y  c o n v e r t i b l e  i n t o  commodities, i n f l a t i o n  would 
l a r g e l y  come t o  an  end f o r  t h e  s imple  reason  t h a t  t h e  f i n a l  r e l a t i o n s h i p  
between u n i t s  of  money and u n i t s  of goods would have been f i n a l l y  and d e f i n i -  
t i v e l y  e s t a b l i s h e d .  I n f  l a t i o n  on ly  e x i s t s  because t h e r e  is  no f i x e d  r e l a t i o n -  
s h i p  between u n i t s  of money and u n i t s  of  goods. 

There would be  va r ious  c r i t e r i a  t h a t  would need t o  be met f o r  a  p a r t i c u -  
lar commodity t o  be  included i n  t h e  group a s  a  backing f o r  a  currency:  t h e  
commodity should be e a s i l y  s t o r e d ,  wi thou t  s p o i l i n g ;  t h e r e  should be a  r e l a -  
t i v e l y  abundant and s t a b l e  supply;  i t  should  be  r e a d i l y  t r a n s p o r t a b l e ;  it 
should have a  r e l a t i v e l y  h i g h  r a t i o  of v a l u e  t o  s i z e  and weight,  s o  t h a t  t h e  
s t o r a g e  c o s t  i s  no t  excess ive ;  t h e  conrmodity should be s u f f i c i e n t l y  uniform 
s o  t h a t  u n i t s  a r e  of t h e  same va lue  ( o r  a t  l e a s t  i t  is  r e l a t i v e l y  easy t o  
determine grade o r  q u a l i t y ) ;  and p r e f e r a b l y  t h e r e  should be e i t h e r  a  good do- 
mes t i c  supply o r  a  number of f r i e n d l y  n a t i o n s  wi th  a v a i l a b l e  s u p p l i e s .  

The advantages from use  of a  number of  commodities, r a t h e r  than  gold  
a lone ,  would c e n t e r  around avoidance of t h e  s p e c i a l  problems a s s o c i a t e d  wi th  
go ld ,  such a s  t h e  f a c t  t h a t  t h e  supply of gold  i n  t h e  U.S. i s  too  smal l  t o  
back t h e  currency ( a t  c u r r e n t  v a l u e s ,  l e s s  than  114th t h e  va lue  of  t h e  e x i s t -  
i n g  money supply) ;  gold product ion i s  e x c e s s i v e l y  c e n t r a l i z e d  i n  two c o u n t r i e s ,  
South A f r i c a  and U .S .S .It., whose c o n t r o l  over  t h e  supply could be i n i m i c a l  t o  
t h e  b e s t  i n t e r e s t s  of t h e  U.S.; and t h e  r i s i n g  c o s t  of new gold ,  a s  l e s s  acces-  
s i b l e  v e i n s  a r e  mined, would cause  a  b u i l t - i n  i n f l a t i o n  e f f e c t .  

Other  advantages of us ing  a group of commodities would r e l a t e  t o  t h e  
avoidance of t h e  problems a s s o c i a t e d  wi th  use  of any s i n g l e  commodity, whether 
i t  i s  gold o r  something e l s e .  T h i s  would i n c l u d e  t h e  obvious problems of 
t y i n g  currency t o  any commodity which has  had t h e  s e v e r e  f l u c t u a t i o n s  i n  u n i t  
va lue  t h a t  gold has  had over t h e  l a s t  y e a r  o r  so .  Also ,  of course ,  i n f l a t i o n  
( o r  d e f l a t i o n )  i s  no t  prevented by t y i n g  t h e  currency t o  a  s i n g l e  commodity, 
i f  t h e r e  i s  t h e  p o s s i b i l i t y  t h a t  t h e  va lue  of t h a t  commodity w i l l  f l u c t u a t e  
i n  r a t i o  t o  t h e  value  of o t h e r  goods. However, wi th  a  group of commodities, 



2f the  g roup  i s  s u f f i c i e n t l y  i n c l u s i v e ,  i n f l a t i o n  can be Largely e l i m i n a t e d ,  
almost  by d e f i n i t i o n .  

Another advantage of a group  of commodities i s  t h a t  the  supply may be 
p a r t l y  r e p r e s e n t e d  by commodities a l r e a d y  under U.S. c o n t r o l ,  f o r  example, 
m e t a l s  under t h e  s t o c k p i l i n g  program, o i l  under the  government r e s e r v e  supply  
program ( o r  Naval r e s e r v e s ) ,  v a r i o u s  foods  s t o r e d  under farm subsidy programs, 
t imber on U.S. l ands ,  and s o  f o r t h .  T h i s  can reduce t h e  problem of a c q u i r i n g  
t h e  coaanodiries used t o  back the currency.  

F u r t h e r ,  gold t o  an e x t e n t  s u f f e r s  from t h e  same d e f e c t  a s  a paper c u r -  
rency i n  t h a t  i t s  va lue  depends on mass p e r c e p t i o n  of i t s  f u t u r e  exchange- 
a b i l i t y ,  of t h e  w i l l i n g n e s s  of o t h e r s  t o  a c c e p t  i t  i n  payment i n  the  f u t u r e .  
I f  everyone l o s t  f a i t h  i n  the  f u t u r e  accep tance  of paper currency,  i t  could 
cease  t o  have va lue ,  a s  i t  d i d  i n  Gemany i n  t h e  1930's .  The only  reason t h e  
same t h i n g  could  no t  happen t o  gold  is  t h e  f a c t  t h a t  i t  does have some i n t r i n -  
s i c  va lue - in -use ;  b u t ,  i n  t h e  absence o f  a hoard ing  f a c t o r ,  t h i s  v a l u e  could  
be much l e s s  than any f i x e d  va lue  a s  a backing f o r  currency.  

There i s  a b a s i c  problem a s s o c i a t e d  wi th  any p rec ious  meta l  a s  an exc lu -  
s i v e  b a s i s  f o r  a currency.  I ts  very  p rec iousness  r e s u l t s  l a r g e l y  from s c a r -  
c i t y ,  b u t  t h i s  s c a r c i t y  means t h a t  t h e  supply i s  n o t  l a r g e  enough t o  back a 
currency.  F u r t h e r ,  t h e  mystique a s s o c i a t e d  wi th  p rec ious  meta ls  r e s u l t s  i n  a 
hoarding t h a t  d i s t o r t s  t h e  market  v a l u e ,  a s  compared wi th  what t h e  va lue - in -  
use would o the rwise  be. 

I t  i s  suggested t h a t  the  Gold Commission g i v e  c o n s i d e r a t i o n  
c e p t  of us ing  a broad group of conrmodities t o  back the  currency,  
appear t o  have s u b s t a n t i a l  advantages over  t h e  use  of any s i n g l e  
such a s  gold .  

. 
t o  t h i s  con- 
I t  would 

cornmod it y , 



COMMENTS ON THE PROPOSAL O F  A GOLD STANDARD 
TO R E V I T A L I Z E  OUR ECONOMY 

S u b m i t t e d  by: 

Tony M a l l i n  

6351  N.  O a k l e y  Avenue 

C h i c a g o ,  I l l i n o i s  60659 

Did you e v e r  r e a l l y  l o o k  a t  a t r e e ?  D o  you know what  it i s ?  
Do  you know how i m p o r t a n t  i t  is t o  o u r  s u r v i v a l ?  I t  g i v e s  u s  
s h a d e  i n  t h e  summer and  i n  t h e  w i n t e r  warmth f rom a  f i r e  p l a c e .  I t  
g i v e s  u s  s h e l t e r  i n  a h o u s e  and  it g i v e s  u s  communica t ion  t h r o u g h  
o u r  n e w s p a p e r s  and le t te rs .  

W e  o v e r  e x p l o i t  t h i s  w o n d e r f u l  " g i f t  o f  n a t u r e n  by d e s t r o y i n g  
oxygen  p r o d u c i n g  f o r e s t s ,  t h a t  h e l p  u s  t o  s u r v i v e ,  and  t h e n  t u r n  
them i n t o  t h i n  s h e e t s  o f  p a p e r ,  w o r t h l e s s  p a p e r ,  s tamped w i t h  i n k  
and  t h e  words  " l e g a l  t e n d e r n  as  if t o  g i v e  them some v a l u e  t h a t  
n a t u r e  d i d n ' t .  

T h i s  bad p a p e r  is  c a l l e d  "money." O r i g i n a l l y  t h i s  money was 
a c c e p t e d  a s  h a v i n g  v a l u e  when it was e x c h a n g e a b l e  f o r  so much o f  
n a t u r e  i n  t h e  form o f  g o l d  o r  s i l v e r .  Then i t  was good p a p e r .  
Good p a p e r  w a s  a  c h e c k  on o u r  p l u n d e r  o f  n a t u r e  a s  i t  r e p r e s e n t e d  
c e r t a i n  r e s o u r c e s  o f  n a t u r e  s u c h  a s  g o l d  and s i l v e r  i n  a r a t i o  t o  
o t h e r  r e s o u r c e s  o f  n a t u r e  s u c h  a s  t rees and  t h e r e f o r e  w e  c o u l d  n o t  
so r e a d i l y  d e v a s t a t e  t h e s e  trees. 

What w e  have  now i s  " l e g a l  t e n d e r "  p a p e r  t h a t  c a n  be  exchanged 
f o r  o t h e r  " l e g a l  t e n d e r n  p a p e r  -- i n  o t h e r  words n o t h i n g .  But  w e  
u s e  t h i s  " n o t h i n g "  a s  f a l s e l y  r e p r e s e n t i n g  a  r e s o u r c e  o f  n a t u r e  
t h a t  i s n ' t  t h e r e  t o  p l u n d e r  a n o t h e r  r e s o u r c e  o f  n a t u r e  t h a t  is 
t h e r e  -- i n  o t h e r  words  w e  g e t  s o m e t h i n g  f c r  n o t h i n g .  E v e n t u a l l y  
t h i s  l e a d s  t o  a d a y  o f  r e c k o n i n g .  Our b l i n d  f a s c i n a t i o n  w i t h  t h i s  
" l e g a l  t e n d e r "  bad p a p e r  c a r r i e s  u s  t o  o u r  s e l f  d e s t r u c t i o n .  

Young esk imos  were g i v e n  so much bad p a p e r  a s  payment f o r  
w o r k i n g  on  t h e  Alaskan  P i p e  L i n e  t h a t  t h e y  went  and b o u g h t  o u t  
t h e i r  own w h a l i n g  f l e e t  t o  p l u n d e r  t h e  e n d a n g e r e d  Bowhead w h a l e  
w i t h  t h e  l a t e s t  weapons o f  d e s t r u c t i o n  and c a r n a g e .  The e l d e r  
e s k i m o  w h a l i n g  c a p t a i n s  were so a p p a l l e d  a t  t h i s  p a p e r  f u n d e d  war on  
w h a l e s  t h a t  t h e y  s e t  up t h e i r  own o r g a n i z a t i o n  t o  c o n t r o l  i t  -- 
t h e y  were closer ,  h i s t o r i c a l l y ,  t o  a  b a r t e r  economy o r  v a l u e  o r i -  
e n t e d  economy. The e s k i m o s  c l a i m  t h a t  t h e y  need t h e  wha le  t o  
s u r v i v e  b u t  bad p a p e r  l e d  some t o  d e s t r o y  t h e  v e r y  b a s i s  o f  t h e i r  
s u r v i v a l .  

Aga in  I s a y ,  and 1 c a n n o t  b e  too e m p h a t i c  i n  t h e s e  d i r e  
t i m e s  o f  e v e r  d i m i n i s h i n g  and p l u n d e r e d  r e s o u r c e s ,  t h e  r a i n  f o r e s t s  
o f  t h e  w o r l d  a r e  b e i n g  d e s t r o y e d  by t h e  l e v e r a g e  o f  bad p a p e r .  
The r a i n  f o r e s t s  g i v e  u s  o u r  oxygen  -- the n a t i v e s  call them t h e  
l u n g s  o f  t h e  w o r l d .  



I n  p a r t s  o f  South  America where unbacked pape r  money is  dropped 
l i k e  c o n f e t t i ,  i n f l a t i o n  is  so rampant  t h a t  t o u r i s t s  have  t h e i r  eye 
g l a s s e s  t o r n  r i g h t  o f f  o f  t h e i r  f a c e s  by t h e  n a t i v e s  f o r  t h e  g o l d  
c o n t e n t  o f  t h e  f rames.  

O u r  banke r s ,  t h e  megabankers ,  have dropped so much c o n f e t t i  on 
Poland t h a t  Poland is e x p o r t i n g  food from t h e  mouths o f  c i t i z e n s  t o  
t r y  and pay  o f f  i t s  d e b t  n o t  r e a l i z i n g  how its n a t u r a l  w e a l t h  was 
r i p p e d  o f f  by c o n f e t t i .  But t h i s  Disney Land Empire of MegaBankers 
is awakening to  t h e  f a c t  t h a t  f o l l o w e r s  o f  t h e i r  "pape r  c r o s s "  a r e  
d i m i n i s h i n g  and t h a t  t h e y  t h e m s e l v e s  a r e  l o s i n g  f a i t h  i n  it. 

So t o  b o o s t  t h e i r  r e l i g i o n  t h e y  a r e  s e e k i n g  g o l d  r e l i c s  and 
t u r n i n g  t o  t h e  "go ld  c r o s s n  o f  t h e  i n f i d e l s  and t h e i r  b a r b a r i c  
worship.  To h e l p  them d o  t h i s  t h e y  g o t  a " b a i l  o u t "  i n s u r a n c e  t o  
g i v e  t h e i r  c o n f e t t i ,  t h e y  j u s t  c a n ' t  seem t o  g i v e  up t h i s  " o p i a t e  
o f  t h e  b a n k e r s , "  s u b s t a n c e ,  i n  t h e  form of  t h e  Monetary C o n t r o l  Act 
and o t h e r  pending l e g i s l a t i o n ,  t h a t  is  t o  be s u b s d i z e d  by t h e  
t a x p a y e r s .  Now t h e y  w i l l  have a  d i r e c t  p a t h  t o  F o r t  Knox and o u r  
pocke t s .  

What t h i s  means is t h a t  you and I ,  a s  u s u a l ,  t h e  t a x  p a y e r ,  
p a r t i c u l a r l y  t h e  midd le  c l a s s  t a x  p a y e r ,  is t o  f u r t h e r  s u b s i d i z e  
t h e  f u r t h e r  b l u n d e r s  o f  t h e  " c o n f e t t i  boys"  a s  w e l l  a s  o u r  s e l f  
d e s t r u c t i o n .  While w e  choke on p a p e r  t h e  banke r s ,  5 i k e  t h e  S o u t h  
Americans,  go a f t e r  o u r  e y e  g l a s s  f rames .  

T o  s a v e  o u r s e l v e s ,  l e t ' s  c u t  o f f  t h e  b a n k e r s '  p a p e r  s u p p l y  and 
r e t u r n  t o  a  g o l d  s t a n d a r d  w i t h  a  f r e e  c i r c u l a t i n g  g o l d  c o i n  c u r r e n c y  
w i t h  go ld  and s i l v e r  backed t r e a s u r y  bonds so t h a t  w e  c a n  keep  o u r  
eye  g l a s s e s  a s  w e l l  a s  o u r  s h i r t s .  
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PART I - CONDITIONS PREVAILING PRIOR TO DEPARTURE FROM GOLD STANDARD,MAR. 1933: 

During 1928-1929 general business was good, but terrific speculation 
in Commodity and Stock markets. By Sept. 1929 the Dow Jones Ind, reached 386; 
call-money 20% - all commercial banks a high Loan/Deposit Ratio of 78%. Drastic 
liquidation in commodity and stock markets, and bank credit began in October 
1929 and continued until June/July 1932, resulting in THE DEPRESSION. By July 
8, 1932 the D.J. Ind. Avgs. declined 89&% to a low of 41. Commodities suffered 
sharp declines. Also, by July 1932, all basic indices: production of automo- 
biles, building, steel, lumber, electric power, paper, carload-, retail 
store sales, wholesale prices, etc. were at depression lows. The Great Depress- 
ion was ended in July 1932. 

The recovery started in July/August 1932. By Sept. 7, 1932 the D.J. 
Ind. advanced 100% to 80. Commodities also advanced sharply. Basic indices 
also shared in this recovery. Their message was loud and clear. The Great 
Depression's backbone was broken. Such recoveries usually continue a long time. 

The foregoing conditions prevailed when President Roosevelt was inaug- 
urated March 4, 1933. At the end of his three hour radio inaugural speech he 
announced he would recommend to Congress: (althat the U.S. go off the Gold 
Standard; (b) raise official price of gold from $20.67 to $35 an ounce, a 
40.94% devaluation; (c) refuse to pay gold for Gold Certificates, 

The 1ate'Senator Carter Glass of'virginia, former Secretary of the 
Treasury in Woodrow Wilson's Administration and chief architect in forming the 
Federal Reserve System in 7913, was shocked at President Roosevelt's sudden 
repudiation of his party's platform to maintain the Gold Standard, He deliv- 
ered a most eloquent speech April 27, 1933 on the Senate floor, part of which 
I quote: "With nearly 40% of the entire gold supply of the world, why are we 
going off the Gold Standard? With all the earmarked gold, with all the sec- 
urities of ours they hold, foreign governments could withdraw in total less 
than $700 Million of our gold which would leave us an ample fund of gold in 
the extreme case to maintain gold payments both abroad and home, To me, the 
suggestion to devalue the gold dollar 50% means national repudiation. To me 
it means dishonor. It is immoral ----". "The history of inflation is recited. 
Bacon, the wisest philosopher since Christ, the author of the inductive system 
from which we have drawn all our inventions, valued experience; Edmund Burke, 
the great rhetorician of all times, was logician enough to magnify' experience; 
Patrick Henry, the great advocate of human liberty, said that his feet were 
lighted by the lampPof experience. Yet, here today, we are flying right in the 
face of human experience, rejecting it all. More than half of c u r  laboring 
population will be the people to suffer under this unbridled expansion, That 
is what it is, because the rein is so loose that the steed will never stop 
until he goes over the preckpice killing his rider." (See Exhibit 1A - Con- 
gressional Record, Senate, April 27, 1933, pages 2460-2462.) 

Also, shortly after Roosevelt's inauguration, March 1933, he declared 
a National Emergency closing all the banks. There was no justification for 
such action, because most weak banks (nearly 7,000) had failed and were closed 
prior to Roosevelt's election. (See Congressional Record - Senate - April 27, 
1933, page 2467 - Senator Glass' radio speech of Xov. 1, 1932) Exh. 1A.) 



The data discussed in this PART I clearly indicates the depression 
reached its bottom in July 1932 and that a vigorous recovery started in July/ 
Auost 1932. This took place nine months before Roosevelt took office March 
1933. There were no justifiable circumstances to depart from the Gold Standard. 
This departura started the great money printing presses then and have continued 
to the present time. 

PART II - THE INFLATION THAT FOLLOIED DEPARTURE FROM THE GOLD STANDARD: 
During the past 30 years I watched with great concern the acceleration 

of inflation and the constant depreciation of the U.S. dollar. Have read num- 
erous books and articles on INFLATION. It is interesting to note some import- 
ant remarks made during the great debate during September 1790 by the French 
statesman, Mirabeau, on irredeemable currency: "a nursery of tyranny, corrup- 
tion and delusion; a veritable debauch of authority in delirium; that infam- 
ous word, paper money, should be banished from our language.'l 

In 1933 the official price of gold was increased from $20.67 to $35 
per ounce. In 1968 the last domestic connection between the dollar and gold 
was removed by Congress eliminating the requirement that the Federal Reserve 
hcld Gold Certificates equal to 25% of the value of outstanding Federal Re- 
serve Notes. In August 1971 the last foreign connection between the dollar 
and gold was removed by President Nixon when he notified foreign central banks 
that the U S .  would not redeem their dollars for gold. This action caused - 
domestic and foreign commodities - gold and silver to sky-rocket. Note the 
steep advances from 1971 to 1980: Commodity Research Bureau Futures Index (27 
markets) up 248% - Reuters Price Index up 273%; B.L.S. Wholesale Price Index 
up 155%; Gold up 233%; Silver up 240%. 

PART 111 - SUGGESTIONS FOR RETURNING TO THE GOLD STANDABD 
See Exhibit 2 - attached to my Nov. 3, 1981 Statement - a splendid 

article by Robert A. Mundell, Professor of Economics, Columbia University - 
I quote: "It is unfortunate that two of the 20th Century's most influential 
monetary economists, Keynes and Friedman, wrote their major theoretical 
works for a closed economy with scant attention to the problems of inter- 
national inter-dependence. Both economists generally assumed a national 
closed economy on an inconvertable paper standard, generally ignoring that in 
the 1930's as today gold represented the principal external monetary reserve." 
"Keynes' system thus takes into account the wage rate, the money supply, the 
price level, and the exchange rate, and the need to anchor the system by choos- 
ing a 'standard'; he chooses wage rates. This accounts for the support of 
'wage policy1 by his influential disciples." 

Why is gold so important? Because it has maintained a stable purchas- 
ing power which is recognized and accepted worldwide. Professor Roy Jastran, 
University of CaLifornia, hascakulated on an index with 1930 as 100, that the 
purchasing power of gold in England was 125 in the year 1600 and 129 in the 
year 1900. In 1900 the average weekly earnings of Sritish workers were equal 
to 4 ounce of gold; in 1979 (after two world wars, a world slmp, a world 
inflation) their earnings were also equal to ounce Of gold, same as 1900. 

CONCLUSION: Since 1933, disciples of the Keynes System and the Friedman 
Monetarist System have managed our monetary policy. They failed to realize 
that many years of experience have proven that whenever any country embraced 
the poli;y-of irredeemable currency the ensuing INFLATION would progress 
according to a law in social physics known as 'law of accelerating issue and 
depreciation1. They failed to realize it was easy to refrain from the first 
issue; it was exceedingly difficult to refrain from the second issue; to re- 
frain fron the third and following issues was impossible. 
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A reconstituted gold standard is being proposed by "suppiy-siders" 
as the only means of giving the central bank the power over the money supply 
presumed by monetarists and required for a supply-side solution to inflation. 
Actually, the shattered monetarist/supply-side fantasy cannot be salvaged 
in this manner. "The gold standard" is a euphemism for a variety of arrange- 
ments involving an increasingly ambiguous relationship between gold and money. 
Gradual inadvertent de facto severance of the connection between gold and the 
money stock led to recurrent crises climaxed by international collapse of the 
gold standard (1931-33). Misconstruction of the International Monetary Fund 
,(IFIF) Agreement on exchange-rates and gold policy as implying a new gold 
(exchange) standard contributed to the inoperability and ultimate failure of 
the Fund (1971-73). 

Conceptual deterioration explains this tragic history. The preclassical 
monetary standard was, simply, the material constituting standard money. The 
triumph of gold over other metals was merely a matter of convenience. In the 
classical period the issue shifted from convenience to substance, i.e., which 
metal is the most stable standard of Galue? By the time gold won the bimetallic 
controversy at the end of the nineteenth century, the concept of a standard of 
value (gold or any other tangible commodity) was precluded by the concept of 
marginal utility, which proved that nothing intrinsically contains a given 
amount of value in the manner of length or weight. 

In neoclassical literature the term "monetary standard" became synonymous 
with "monetary system." The standard was, therefore, confused with the policies 
required to ensure determination of the money supply by the national gold re- 
serve. Forgetting the purpose of the policies permitted de facto departure 
from the standard while maintaining the mechanics of currency convertibility 
into gold. Henceforth, whatever the gold standard was supposed to signify, it 
no longer linked the quantity or value of money with either the quantity or 
value of gold. The classical distinction (and relationship) between the mone- 
tary unit (dollar, franc, etc.) and the monetary standard was lost. "Money" be- 
came referred to as the "standard of value." In short, the standard of value 
became nothing more than the abstract unit of account. 

This was precisely what the anticlassical antibuliionists had meant by 
the abstract standard that they opposed to the gcld standard defended by the 
classicai school. Thus, the legal losers in the bullion controversy of the 



early nineteenth century were ultimately the actual winners. The distinction 
between gold and paper standards was erased while people thought they were on 
a gold standard. 

The gold standard, which in classical analysis was a proxy for the labor 
standard of value, was inadvertently replaced by a goods standard of value. 
The goal of stable prices triumphed over that of stable wages, and productivity 
gains became increasingly reflected in rising wage rates instead of falling 
prices. This shift was facilitated by declining price competition and organiza- 
tion of labor, business, and agriculture. In due time stable prices gave way 
to rising prices as well as wages. This was permitted by a growing elasticity 
of the money supply accounted for by financial innovations circumventing the 
gold standard limitation on the money stock. Thus, the inherently deflationary 
impactd the gold (labor) standard of value was minimized. The only reason the 
gold standard lasted as long as it did was that bank demand deposits were not 
recognized as money till well into the twentieth century; therefore, they were 
not subject to the limitation of the gold standard till other ways of getting 
around the restriction were discovered. Legal abrogation of the gold standard 
(1931-1971) represented a volitional repudiation of aggregative control of the 
money stock independent of the microeconomics of domestic markets. 

The alleged automaticity of the gold standard, which some people suppose 
will solve out problems for us, is a myth. Is the (a) gold standard any more 
compatible with contemporary institutions today than it was in the nineteenth 
and early twentieth centuries when the gold standard existed in name but not 
in fact? Is there a role for gold in the quest for a workable compromise be- 
tween the external stability desired by official "monetary authorities" and 
the internal stability universally preferred by the public? 
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Return ing t o  a p r i c e  r u l e  such as t h e  g o l d  standard i s  the o n l y  way ou t  
o f  the  prolonged pe r i od  of  s t a g f l a t i o n  t h e  Un i ted  States has been exper- 
iencing. No mat te r  t o  which p o l i c i e s  t h e  Reagan Adm in i s t r a t i on  turns,  i t  
cont inues t o  face the  same b a r r i e r s  t o  success - i n f l a t i o n .  Whi le l e g i s l a -  
t i o n  i s  t o  reduce t a x  r a tes  by about 23% over  f o u r  years, i n f l a t i o n  con- 
t i nues  t o  r a i s e  t ax  ra tes.  By t he  t ime t a x  r a t e  indexa t ion  begins i n  1985, 
t a x  ra tes  w i  11 probably be h igher  than when Ronald Reagan took o f f  ice.  
I n f l a t i o n  i s  a l s o  h i nde r i ng  e f f o r t s  t o  balance t he  Federal budget through 
both r e t a r d i n g  t he  growth o f  income and r a i s i n g  t he  costs  o f  debt se r v i c i ng .  
Today, i n f l a t i o n  i s  the  problem. - 

There a re  two competing approaches f o r  combatt ing i n f l a t i o n .  One, 
l a b e l l e d  a "quan t i t y  r u l e "  approach, asser ts  t h a t  t h e  r a p i d  expansion o f  t he  
money supply i s  t h e  source o f  i n f l a t i o n .  ?he proposed cure: g i v e  the  
Federal Reserve more power and i n c e n t i v e  t o  t i n k e r  w i t h  t h e  supply o f  money. 
The second, l abe l  l ed  a "p r i ce  ru le , "  asser ts  t h a t  t he  va lue o f  money con- 
t i nues  t o  deprec ia te  because t h e  government refuses t o  anchor t he  p r i c e  o f  
money. The proposed cure: have t he  Federal  Reserve once more in te rvene  t o  
s t a b i l i z e  t h e  r e l a t i v e  p r i c e  of money now and i n  t he  fu tu re .  

The l a s t  twenty years has been a steady s h i f t  o f  U.S. monetary p o l i c y  
away from the  p r i c e  r u l e  approach and towards a q u a n t i t y  r u l e  approach. Th is  
pe r i od  has a l s o  co inc ided w i t h  a steady and dramat ic  r i s e  i n  the  l eve l s  o f  
do1 l a r  i n f l a t i o n  and do1 l a r  i n t e r e s t  ra tes .  Between 1947 and 1964, under 
the B re t t on  Woods System, do1 l a r  i r , f l a t i o n  averaged on l y  1.4% and T - b i l l  
y i e l d s  averaged o n l y  2.1%. I n  1965 the  U.S. removed i t s  commitment t o  re-  
deem Federal Reserve depos i ts  i n  go ld  a t  $35 per ounce. Over t he  1965-67 
per iod,  i n t e r e s t  ra tes  jumped t o  an average 4.4%, and i n f l a t i o n  2.0%. 
Fo l lowing t he  March 1968 a b o l i t i o n  o f  t he  25% go ld  reserve requirement be- 
h i n d  Federal Reserve notes, average i n f l a t i o n  rose t o  3.3% and T-bi l l s  t o  
5.8% i n  the  1967-71 per iod.  I n f l a t i o n ,  i n  t he  year and a h a l f  a f t e r  P res i -  
dent Nixon 's  August 1971 slamming o f  t h e  go ld  window, jumped t o  an average 
6.5%. The Smithsonian Accord s t i l l  f i x e d  the  value o f  the d o l l a r  i n  terms 
o f  o t he r  cur renc ies.  But even t h a t  was e l im ina ted  i n  February 1973. Be- 
tween 1973 and 1977 i n f l a t i o n  averaged 9.1% and T - b i l l s  6.2 percent. However, 
t he re  remained one l a s t  p r i c e  r u l e .  The Fed s t i l l  ta rgeted i n t e r e s t  ra tes ,  
the va lue o f  today 's  d o l l a r  r e l a t i v e  t o  tomorrow's. Fo l lowing t he  el i rn ina- 
t i o n  o f  t he  l a s t  p r i c e  r u l e  i n  October 1979, we experienced record i n f l a t i o n  
and i n t e r e s t  ra tes .  

The s h i f t  t o  a q u a n t i t y  r u l e  
imprecise t o o l  f o r  c o n t r o l l i n g  i n  
supply o f  d o l l a r s ,  i t  i s  how f a s t  
a f f e c t  value, the  q u a n t i t y  o f  do1 
demand. Th is  creates several  obv 

has 
f l a t  
t he  

l a r s  
i ous 

no t  worked because i t  i s  an i n d i r e c t  
ion. The p o l i c y  o b j e c t i v e  i s  not  t h e  
d o l l a r s  a r e  d e t e r i o r a t i n g  i n  value. To 
must be c o n t r o l l e d  r e l a t i v e  t o  t h e i r  
problems. 



F i r s t ,  most economists would agree t h a t  our a b i l i t y  t o  accura te ly  
forecast the demand fo r  money i s  extremely l i m i t e d .  Second, our a b i l i t y  t o  
est imate the supply of  money i s  no t  much b e t t e r .  There a re  problems w i t h  
c o l l e c t i n g  accurate data and then c o r r e c t i n g  them f o r  seasonal i ty  and t r a -  
ding day va r i a t i ons .  Third,  economists cannot even agree what the  co r rec t  
measure of the  money supply i s ,  much less  t h a t  t he  Fed c o n t r o l s  i t . With the  
growing l i s t  o f  domestic and i n t e r n a t i o n a l  s u b s t i t u t e s  f o r  Federal Reserve 
l i a b i l i t i e s ,  however, there  i s  a growing consensus t h a t  those narrow d e f i n i -  
:ions of  money on which p o l i c y  dec is ions a r e  focused represent on l y  a small 
f r a c t i o n  of  what c o n s t i t u t e s  money. D o l l a r  money markets a re  g l oba l ,  and the 
Federal Reserve i s  on ly  one o f  many i n t e r n a t i o n a l  pa r t i c i pan t s .  

So the  Fed's new obsession w i t h  money growth t a rge t s  i s  a search f o r  a 
myth ica l  formula which i s  bound t o  f a i l .  Even worse, i t  f l i e s  i n  the face 
of the l o g i c  o f  why we have a monetary system and a cen t ra l  bank t o  begin 
w i th .  ~ h k  goal o f  an e f f e c t i v e  monetary system should be t o  make money use- 
f u l ,  no t  r e s t r i c t  i t s  use. Monetarism has turned the l o g i c  o f  cen t ra l  bank- 
-- - 

ing on i t s  head. 

The key t o  making money useful  i s  t o  s t a b i l i z e  the  value o f  money now 
and i n  the  fu tu re .  The way t o  do t h a t  i s  through a p r i c e  ru l e .  Focusing 
monetary p o l i c y  on s t a b i l i z i n g  the va lue o f  money i s  a d i r e c t  way t o  reduce 
i n f l a t i o n  and i n f l a t i o n a r y  expectat ions.  Wi th  less emphasis on the number 
of drops passing through the Fed's sp igo t ,  and more q u a l i t y  con t ro l  i n  main- 
t a i n i n g  an even s ize,  the  a t t r ac t i veness  o f  t he  d o l l a r  improves, probably 
leading t o  an expansion i n  the  supply o f  d o l l a r s .  

There a re  a t  l eas t  th ree  d i f f e r e n t  p r i c e  ru l es  which could be adopted. 
One i s  t o  r ees tab l i sh  con t ro l  over long-term i n t e r e s t  ra tes.  While t h i s  
mechanism s t a b i l i z e s  today 's  p r i c e s  r e l a t i v e  t o  tomorrow's, i t  does not  
anchor e i t h e r  p r i c e  l eve l  i n  terms o f  commodities. A second a l t e r n a t i v e  i s  
f o r  the Fed to, r ees tab l i sh  c o n t r o l  over exchange rates.  However, w h i l e  such 
a move s t a b i l i z e s  spot p r i ces  i n  our country  r e l a t i v e  t o  those abroad, i t  
s t  i 1 1  does no t  anchor spot p r i ces  acorss coun t r ies .  

The t h i r d  p o s s i b i l i t y  i s  t o  r e e s t a b l i s h  c o n t r o l  over commodity p r i ces  
by es tab l i sh i ng  a go ld  o r  o the r  comnodity based system. The value o f  the  
d o l l a r  could be s t a b i l i z e d  i n  terms o f  a basket o r  a s i n g l e  commodity, 
though a s i n g l e  commodity i s  probably less  prone t o  p o l i t i c a l  manipulat ion. 
By f a r  t h i s  i s  the  super io r  system, f o r  i t  does what none o f  the  a l t e rna -  
t i v e s  do - s t a b i l i z e  spot i n f l a t i o n .  I n  tu rn ,  lower expectat ions o f  i n f l a -  
t i o n  lower i n t e r e s t  ra tes.  

The p rec ise  form o f  the  standard, however, i s  no t  as important as the  
i n te r ven t i on  mechanism. Regardless o f  t h e  standard chosen, the  Fed must be 
governed by two bas ic  ru les :  ( 1 )  I f  t he  d o l l a r  p r i c e  o f  the standard s t a r t s  
t o  r i s e ,  the Fed must in tervene t o  buy back d o l l a r s  a t  the f i xed  p r i ce ,  and 
( 2 )  I f  the d o l l a r  p r i c e  s t a r t s  t o  f a l l ,  the  Fed must in tervene t o  s e l l  
d o l l a r s .  By fo l low ing  these ru l es  about p r i c e  s t a b i l i t y ,  the Fed knows when 
and by how much i t  must in tervene.  By watching the  same market p r i c e  o f  the 
standard, the p r i v a t e  market i n  t u r n  knows q u i c k l y  and e f f i c i e n t l y  whether 
the Fed i s  "p lay ing by the  ru les. "  



B E T T E R  A " C I N D E R  B L O C K  S T A N D A R D "  
T H A N  N O  S T A N D A R D  A T  A L L !  

S u b m i t t e d b y :  P A U L  W .  N O R D T ,  J R . *  
32 m p l e  Drive, North C a l d w e l l ,  NJ 07006 

* Age 67 ,  Chm., JOHN C. NORDT CO., XNC., P r e c i o u s  Me ta l s  Manufac turer ,  
employer af abou t  s e v e n t y  p e r s o n s ,  a b u s i n e s s  d a t i n g  from the y e a r  1872.  
M r .  Nordt i s  a p r o f e s s i o n a l  Mechanical E n g i n e e r ,  a c t i v e  in p u b l i c  a f f a i r s  
in New J e r s e y  a l l  his l i f e ,  s e r v i n g  in elective o f f i c e  l o c a l l y  and i d e n t i -  
f i e d  w i t h  community and r e l i g i o u s  a f f a i r s  c o n t i n u o u s l y  f o r  more than a h a l f -  
c e n t u r y .  Married for fo r t y - two  y e a r s ,  three c h i l d r e n .  Two sons in t o p  
nranagement o f  the Nordt  company, daugh te r  a d o c t o r a l  c a n d i d a t e  in the f i e l d  
of C l i n i c a l  Psychology .  

S i n c e  1966 a close s t u d e n t  o f  U S .  mnetary problems , w i t h  an i n c r e a s i n g  
concern a s  monetary p o l i c y  seemed i n c r e a s i n g l y  in the hands o f  t h e o r i s t s  and 
academic ians  who seemed b l i n d  to the a n t h r o p o l o g i c a l  e v i d e n c e  t h a t  mankind has 
a t  l e a s t  a few q u i r k s  o f  b e h a v i o r  d i s q u a l i f y i n g  h im  from c o n t r o l l i n g  the money 
s y s t e m  w i t h  any  degree  o f  s t a b i l i t y ,  devoid  o f  s p e c i e  c o n v e r t i b i l i t y  b y  the 
people  . 

* * *  
I have  submi t t ed  not o n l y  letters, b u t  c o p i e s  o f  a speech  ( n o t  p re sen t -  

e d )  and a p m p h l e t  ''WHY WORRY? ---IT ' S  ONLY LWNEY" d u r i n g  the days  p a s t  when the 
Canmission h a s  m e t .  I have  had r e s p o n s e s  from a few on the C o d s s i o n ;  v i z . ,  
D r .  McCracken, D r .  Pau l ,  S e n a t o r  J e p s e n ,  Gov.Wallich and Congressman W y l i e ,  b u t  
when I r e a l i z e  the volume o f  l i t e r a t u r e  showered upon you,  i t ' s  not hard t o  see 
why no more have answered.  

My appeal  t o  you is, I think, somewhat un ique  in n a t u r e .  I do  n o t  
c l a i m  to  be a p r o f e s s i o n a l l y  trained economist. I wonder, though,  whether  v e r y  
many of you r e c o g n i z e  how c r u c i a l l y  i m p o r t a n t  i s  the moral i s s u e  when ane con- 
s i d e r s  monetary p o l i c y .  S u r e l y ,  you must  be aware of the g r e a t  need f o r  the 
prblic to t r u s t  the v a l u e  o f  The Do l la r .  When that t r u s t  i s  d e s t r o y e d ,  t o  re- 
s t o r e  it i s  n o t  an e a s y  or quick task. I am t o l d  that A r i s t o t l e  made the s t a t e -  
ment : 

IN AN IDEAL STATE OF SOCIETY PERHAPS 
M E  INTRINSIC QWLITY OF MDNEY MIGHT 
ENTIRELY DISAPPEAR AM) BE REPLACED 
BY TI€ VALUE DERIVED FROM TI-€ COMROL 
OF THE STATE, &JT FOR THAT TO OCCUR 
ME CONTROL OF ME STATE WOULD NEED 
TO BE PUiFECT IN AUTHORITY AND m- 
L I E  I N  INTELLIGENCE, 

To  be " p e r f e c t  i n  a u t h o r i t y "  the s t a t e  w u l d  have  to  be manned b y  per- 
sons who l l y  f r e e  o f  the c a p a c i t y  t o  do ill . . . . . f r e e  o f  a v a r i c e  and greed .  
To  be "God-l ike in i n t e l l i g e n c e "  i m p l i e s  that o u r  government would have  t o  be 
s t a f f e d  b y  people  t h a t  never make a m i s t a k e .  S u r e l y  i t ' s  n o t  n e c e s s a r y  t o  
argue the f a l l i b i l i t y  o f  mankind.  Even "The  Fed's" governors  a r e  a few s t e p s  
lower  than T h e  Almighty!  

You on The Commission I am s u r e  a r e  s u f f i c i e n t  s t u d e n t s  of American 
h i s t o r y  t o  be aware t h a t  those who founded o u r  m r i c a n  Government were much 
aware of mankind 's  f r a i l t i e s  . . . . . FRAILTIES THAT MAKE ALL OF US UNQUALIFIED - 
R3 MANAGE A FIAT MONEY SYSTEM! ! The peop le  must  have  some form of immediate 
c o n t r o l ,  a way o f  e x p r e s s i n g  their c o n f i d e n c e  ( o r  l a c k  of it) in the currency  



BETTER A CINDER BLOCK sTANI)ARD THAN NO STANDARD AT ALL ! (Cont inued)  
By Paul W .  Nordt , Jr.  

i s s u e d  and the m n e t a r y  p o l i c y  e s t a b l i s h e d .  As you a l l  know, the i d e a  o f  
"checks and balances"  u n d e r l i e s  o u r  entire s y s t e m  o f  government .  D i s t r u s t  
of people  i n  p e r  is, o b v i o u s l y ,  the hard core r e a s o n  f o r  this. Trag ic -  
a l l y  , going  back decades  our peop le  have  been depr i ved  o f  e x e z c i s i n g  any  
"check" or "balance"  when it came to the v a l u e  o f  d o l l a r s .  Then ,  in ' 7 1  
the whole w r l d  lost  i t s  power to express d i r e c t l y  any  f e e l i n g s  about  The 
Do l la r .  

A f t e r  one o f  your  m e e t i n g s  I approached G o v .  W a l l i c h  w i t h  the 
q u e s t i o n ,  ''Do you see any connection between the s k y r o c k e t i n g  i n f l a t i o n  
a f t e r  August  ' 7 1  and the f a c t  that a t  that p o i n t  P r e s i d e n t  N i x o n  removed 
from The D o l l a r  any meaningfu l  d e f i n i t i o n ? "  I f  I r e c a l l  his a b r u p t  r e p l y ,  
it ms, "There  i s  a b s o l u t e l y  no c o n n e c t i o n ! " ,  then he walked c u r t l y  away. 

I t  i s  p o s s i b l e  I misunders tood  him a t  t h a t  t i m e .  Nevertheless, I 
urge  you a l l  to  a i r  your t h o u g h t s  r e g a r d i n g  d e f i n a b i l i t y  o f  T h e  Do.llar, de- 
f i n a b i l i t y  i n  t a n g i b l e ,  inlinsic and s p e c i f i c  terms. Al though I h a v e  a t -  
t ended  mst o f  your p u b l i c  sessions, I r e c a l l  n o t h i n g  a t  a l l  t h a t  d e a l t  w i t h  
d e f i n a b i l i t y  o r  a b o u t  mankind ' s  c a p a b i l i t y  t o  control money when the peop le  
are den ied  any way t o  e x p r e s s  d i s s a t i s f a c t i o n  over i t s  v a l u e .  

I t ' s  a p i t y  t h a t  when Congress  e s t a b l i s h e d  the Gold C o d s s i o n  it 
d i d  not choose a d i f f e r e n t  name. More a c c u r a t e l y ,  it ought  t o  be "The Com- 
mission t o  s t u d y  DEFINABLE MONEY vs. UNDEFINED MONEY. P o s s i b l y  w i t h  mqre 
impac t  the name c o ~ d  have  been a b i t  mre s u c c i n c t  and c a l l e d  it someth ing  
like THE FVUNY MONm COElMISSION. 

Gentlenten, that is not a s  "zaney" an i d e a  a s  it may sound.  When we 
c o n s i d e r  how the name "gold" a f f e c t s  the minds  o f  the Keynes ian- type  econo- 
m i s t s ,  t h e y  b e l i e v i n g  that golden  nnoney i s  a "BARBARIC RELIC", it m i g h t  be 
more p r o d u c t i v e  f o r  The  Conmiss ion  t o  think o f  i t s e l f  a s  s t u d y i n g  the true 
d i f f e r e n c e s  be tween  good money and bad money, " f m y  money" b e i n g  a t e r m  o f  
d e r i s i o n  f o r  t o d a y ' s  buck, b u t  not t o o  i n a c c u r a t e  a d e s c r i p t i o n  a t  t h a t !  

T o  avo id  the acknowledged p r e j u d i c e s  b y  so many a g a i n s t  go ld  a s  money, 
w u l d n  ' t it be u s e f u l  to think o f  a "CINDER BLOCK STANDARD", comparing it w i t h  
what i t ' s  like h a v i n g  n o  s tandard  a t  a l l .  S e r i o u s 1  y, gent lemen (and Mrs. 
Anna S c h w a r t z ) ,  I c h a l l e n g e  you to take u p  t h a t  argument .  I t  may not be a s  
f a c e t i o u s  a s  you migh t  think a t  first g lance .  O h ,  you c a n  change it to  such  
s tandards  a s  barrels o f  bourbon, or pork bellies, o r  r i d e s  on "THE METRO". 
The true i s s u e :  DOES TKE W R L D  IUlVE A RIGHT !lV KNOW JUST h?HAT A DOLLAR IS? 

Yes, c a n d i d l y ,  I believe t h a t  i f  you t r u l y ,  and in good f a i t h ,  
r e a l l y  talk this o u t  you w i l l  a l l  a g r e e  o u r  d o l l a r s  c a n n o t  rernain simp1 y p i e c e s  
o f  paper , m e a n i n g l e s s  p r i n t i n g  thereon. T h e  C o n s t i t u t i o n  d e c l a r e s  t h a t  o u r  
Congress " r e g u l a t e  the v a l u e  t h e r e o f "  ( o f  money) .  S u r e l y  you c a n ' t  r e g u l a t e  some- 
t h i n g  t h a t  has  n o  d e f i n i t i o n !  ! 

How I ' d  l o v e  to  c h a t  w i t h  each  o f  you p e r s u n a l l y !  

&flpul yi z:z 'D::ie 
Nor th  C a l d w e l l ,  NJ 07006 
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THE MORAL TSZU' OF "HONEST RONEY" 

Gary ~tortii  

Summary .of the Paper 

A. What Economists Know - 
1. Economists cannot, as s c i e n t i s t s ,  recommend any pol icy because of i ts 

s c i en t i f i c a l l y  demonstrated benefi ts  t o  the pub1 i c .  (The problem of 
interpersonal comparisons of subjective u t i l  i  ty .  ) 

2, Economists, by t ra in ing ,  avoid questions of economics and morality. 

What I s  -- Honest Money? 

1. Most marketable commodity 

a. Possesses h i s t o r i c  value 
b. Expected t o  possess r e l i ab l e ,  somewhat s t ab le  fu ture  value 

2 .  Governments possess a  monopoly over the creation of money 

a.  Monopolies tend t o  be abused 

b.  Central banks tend t o  acconmodate past price i n f l a t i on  

c. Monetary in f la t ion  becomes a  permanent phenomenon 

d...The impl ic i t  contract  -- the promise of r e l i ab l e  money -- i s  broken 

Civil l i be r t i e s  and the Gold Standard c -  - --- 
1. Redeemable money r e s t r i c t s  9overnment's a b i l i t y  t o  debase currency u n i t  

a.  Public can protes t  debasement by demanding gold f o r  depreciating paper 

b. Arbitrary money manipulation ( " f l ex ib l e  monetary pol icy") i s  hampered 

c. Implici t  contract  by government t o  produce honest money i s  enforced 

2 .  Iredeemable currency reduces publ ic ' s  a b i l i t y  t o  pressure arbi t rary  s t a t e  

D. Guarding - the Guardians 

1: Specia l is ts  can speculate against  the Treasury's promises 

2. The gold standard forces the Treasury to  defend i t s  promises daily 



Summary o f  Appendix 

. Three-step Prograv  

1 .  Abolish l e g a l  tender f o r  U. S .  government money 

2.  Allow pr ivate  minting of "gold do l la r"  and " s i l ve r  dol lar"  

a. Fixed weight and fineness4 established by law 

b. 100% reserves f o r  a l l  specie-money subs t i tu tes  (warehouse rece ip t s )  

c. No attempt t o  s e t  exchange r a t i o s  by law among various currencies 

3.  Full gold-coin redeemability by Treasury a t  market prices 

B. Freedom does not threaten the f ree  socie ty  
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Traders a r e  defrauded and t r zde  is impeded when the  value of the  cur-  
rency va r i e s  unpredictably. A s  abundantly demonstrated by the  many arguments 
presented t o  t h i s  Commission, ne i the r  t h e  "Fixed Price" nor t he  "Free Float"  
systems provide adequate p r e d i c t a b i l i t y .  With the  Free F loa t  system, the  
lack is  obvious. P r e d i c t a b i l i t y  is a l s o  lacking  with the Fixed Fr ice  system, 
s ince  i n  prac t ice ,  a s  h i s t o r y  shows, t he re  is no way t o  maintain the  system 
without recur ren t  revaluat ions.  

What is needed is a system which would provide f r e e  conve r t ab i l i t y  
be tween d o l l a r s  and gold o t d e f i n i t e  , predetermined and p r e d i c k  b le  values.  
The system suggested here is designed t o  el iminate  s h o r t  term, unpredictable 
va r i a t i ons  i n  the  d o l l a r  p r i c e  of gold,  while automaticzl ly  ad jus t ing  the  
p r i c e  by small increments t o  t he  long term t rend  of t he  f r e e  market. ?his 
would provide a reasonable degree of p r e d i c t a b i l i t y  during the  time period 
required f o r  the  de l ivery  of goods and t h e  completion of pyments  f o r  most 
c ont=c ts in both domestic and in t e rna  t i o n e l  t rade .  

Although the  system described below does provide a rw.sonable degree of 
p r e d i c t a b i l i t y ,  it would not  neces sa r i l y  make t h e  d o l l a r  a s a fe  vehicle  f o r  
e long term storzge of value,  nor would it provide eny e f f e c t i v e  "d isc ip l ine"  
on the  tendency of our government t o  i n f l a t e  t h e  currency-. It would however 
provide a convenient index of whatever i n f l a t i o n  o r  d e f h t i o n  is a c t u a l l y  
occuring. 

The benef i t s  described above can be o b k i n e d  by mada t ing  a predetermined 
r e l a t ionsh ip  between the o f f  i c i ~ l  s e l l i n g  p r i ce  of gold (P) , znd the  z c t u z l  
inventory of gold i n  the Treasury (I),  a s  shown i n  the  at tached dizgrzm.* 
,This suggested r e l c t i onsh ip ,  ~ P / P  = -2d1/1, would fo rce  a 2;; increase i n  t he  
p r i c e  f o r  every 1% decrease i n  the  inventory, and a 2,; decrease i n  t he  p r i ce  
f o r  every 1% increase i n  t h e  inventory, e t c .  To reduce speculat ive a c t i v i t y ,  
the  o f f i c i a l  buying p r i ce  would be s e t  a t  L C  below the  o f f i c i a l  s e l l i n g  p r i ce ,  
and a l l  p r i ce s  would be determined each day by the inventory of gold i n  the  
Treasury a f t e r  a l l  o rders  f o r  t h a t  b y  were s z t i s f i e d .  

Tying the  d o l l a r  t o  gold i n  t h i s  predetermined r e l a t ionsh ip  would s t a b i l i z e  
t he  p r i c e  of both d o l l a r s  and gold. This system would not  prevent a l l  = r i a t i o n s  
i n  t he  d o l l a r  p r i ce  of gold, but it would damp out  t h e  sho r t  term va r i a t i ons  
and allow ana lys i s  and ex t rapols t ion  of long term trends.  T;?e a c t u a l  degree 
of p r e d i c b b i l i t y  provided would of course depend on the  accmcy of the 
z n ~ l y s i s  of such t rends.  

*This propos21 is  a l s o  descriSed i n  the a u t h o r ' s  book, "'iompssion and 
Common Sense" (1980, MCP a o k s ,  30x 273, Gemntown, Pa 20874) 

**The a tk .ched  i l l u s t r z  t i v e  dicgrzm is based on an assumed i n i t i d  inventory 
of 2& mill ion oz. of gold, a d  en zssumed i n i t i d  p r i c e  of $450 per  oz. 

2 Using these  w-lues and in tegrs  t i n g  gives:  ($/oz) (mi l l ions  of oz) = 31,363,200. 
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While t h e  Gold Commission was a u t h o r i z e d  t o  s t u d y  and make 
recommendat ions  " c o n c e r n i n g  the  r o l e  o f  g o l d  i n  d o m e s t i c  and 
monetary  sys t ems , "  more good w i l l  come i f  t he  r o l e  o f  s i l v e r  i s  
i n c l u d e d  i n  t h e  recommendat ions .  

The u l t i m a t e  g o a l  of a n y  s t u d y  p e r t a i n i n g  t o  t he  monetary  
sys t em s h o u l d  be t o  recommend a monetary  system a s  c l o s e  t o  t h e  
i d e a l  a s  c a n  b e  o b t a i n e d .  The i d e a l  monetary  sys t em w i l l  be ob- 
t a i n e d  when a l l  t h e  i t e m s  i n  t he  money s u p p l y  a r e  b r o u g h t  i n t o  
c i r c u l a t i o n  w i t h o u t  i n c u r r i n g  i n t e r e s t - b e a r i n g  d e b t s .  

Gold and  s i l v e r  f u l l  b o d i e d  c o i n s  c a n  b e  b rough t  i n t o  c i r c u l -  
a t i o n  w i t h o u t  i n c u r r i n g  i n t e r e s t - b e a r i n g  d e b t s .  So t h e  more f u l l  
bod ied  g o l d  and s i l v e r  c o i n s  we add  t o  o u r  money s u p p l y ,  the  c l o s -  
e r  w e  w i l l  b e  t o  h a v i n g  a n  i d e a l  monetary  system.  

Our money s u p p l y  now c o n s i s t s  of U.S. t o k e n  c o i n s ,  U.S. n o t e s ,  
F e d e r a l  Rese rve  n o t e s ,  and  bank  c r e d i t .  O f  t h e s e  f o u r  items, t h e  
U.S. t o k e n  c o i n s  and t h e  U.S. n o t e s  a r e  t h e  o n l y  i t e m s  i s s u e d  by 
t h e  U.S. government.  They a r e  t h e  o n l y  i t e m s  t h a t  came i n t o  c i r -  
c u l a t i o n  w i t h o u t  i n c u r r i n g  i n t e r e s t - b e a r i n g  d e b t s .  

The U.S. government i s  a l r e a d y  making and s e l l i n g  f u l l  bod ied  
g o l d  c o i n s  c a l l e d ,  m e d a l l i o n s ,  i n  one ounce and i n  one-half  ounce 
c o i n s .  I n  l i k e  manner i t  a l s o  c a n  make and s e l l  f u l l  b o d i e d  s i l -  
v e r  c o i n s  i n  one ounce and  i n  one-half  ounce c o i n s .  

To b r i n g  t h e s e  f u l l  b o d i e d  c o i n s  i n t o  c i r c u l a t i o n  t o  s e r v e  
t h e  p u b l i c  a s  media o f  exchange ,  a l l  t h e  Congress  h a s  t o  do  i s  t o  
d e c l a r e  t h a t  t h e s e  c o i n s  w i l l  be r e c e i v e d  a s  payments f o r  a l l  t a x e s ,  
f e e s , d u t i e s ,  and o t h e r  c h a r g e s  due  the  U.S. government.  The gov- 
ernment  i n  t u r n  w i l l  u s e  t h e s e  c o i n s  a s  t h e  payments f o r  i t s  c u r -  
r e n t  expenses .  

J u s t  a s  t h e  U.S. government now s e t s  t h e  v a l ~ e  o f  t h e  medal- 
l i o n s  t o  the c u r r e n t  r s r k s t  v e l u e  of  t h e i r  wecel c o n t z n t  ( p l u s  a 
s m a l l  s e r v i c e  c h a r g e )  on t h e  d a y  it s e l l s  t h e  m e d a l l i o n s ,  t h e  gov- 
e rnment  i s  t o  s e t  t h e  v a l u e  o f  t h e  c o i n s  t o  t h e  c u r r e n t  market  v a l -  
u e  of  t h e i r  m e t a l  c o n t e n t  on t h e  day it r e c e i v e s  them a s  pa,vments. 



To sive t k e  p u b l i c  a d d i t i o n a l  0 ~ 2 o r t u n i t i e s  t o  o b t a i n  U.S. 
f u l l  bodied gold  and s i l v e r  c o i n s  d i r e c t l y  from t h e  government, 
Congress can  a u t h o r i z e  t h e  mint  t o  a c c e p t  from t h e  p u b l i c  go ld  and 
s i l v e r  i n  any a c c e p t a b l e  form ( c o i n s ,  b u l l i o n ,  nugge t s ,  e t c . ) ,  
make it i n t o  t h e  c u r r e n t  g o l d  and s i l v e r  c o i n s  and charge  t h e  own- 
e r  of t h e  m e t a l  a  f e e  s u f f i c i e n t  t o  cover  t h e  c o s t  of  t h e  m i n t i n g  
p rocess .  Then g i v e  t h e  newly minted c o i n s  back t o  t h e  pe r son  who 
brought  t h e  m e t a l  t o  t h e  mint.  

I n  o r d e r  t o  b r i n g  more o f  t h e  f u l l  bodied c o i n s  i n t o  the 
money supp ly  and i n  o r d e r  t o  r e d u c e  t h e  need f o r  government borrow- 
i n g ,  Congress can ,  i n  a d d i t i o n  t o  s e l l i n g  t h e  c o i n s ,  a u t h o r i z e  t h e  
government t o  i s s u e  t h e  c o i n s  a s  payments f o r  i t s  needed expend i t -  
u r e s .  The government i s  t o  pay o u t  t h e  c o i n s  a t  t h e  market v a l u e  
of t h e i r  m e t a l  c o n t e n t  a t  t h e  time the c o i n s  a r e  used a s  payments. 
A l l  of t h e  government 's  i d l e  g o l d  and s i l v e r  can be  used i n  t h i s  
manner. 

If t h e  above p rocedures  a r e  adopted ,  w e  can  expec t  t h e  f o l -  
lowing r e s u l t s :  

It w i l l  no t  c o s t  t h e  government a n y t h i n g  t o  adopt  them. 

The monetsry system w i l l  n o t  y e t  be  i d e a l ,  b u t  it w i l l  be  one 
s t e p  c l o s e r  t o  t h e  i d e a l .  A much g r e a t e r  p a r t  of  t h e  money 
supp ly  w i l l  be  brought  i n t o  c i r c u l a t i o n  i n t e r e s t - f r e e .  

It w i l l  p l e a s e  t h e  l a r g e  number o f  peop le  who want gold  and 
s i l v e r  t o  be  used i n  our  monetary system. 

It w i l l  do no harm; it w i l l  i n c u r  no burden o r  l o s s  f o r  t h o s e  
peop le  who do no t  want g o l d  o r  s i l v e r  i n  our  monetary system. 
Any persofi who g e t s  p a i d  i n  go ld  o r  s i l v e r  c o i n s  can inmedia te-  
l y  exchange them a t  a  bank f o r  o t h e r  cu r rency  o r  f o r  bank 
d e p o s i t s  wi thou t  any l o s s  o f  exchange va lue .  

If t h e  government 's  income and e x p e n d i t u r e s  remain c o n s t a n t ,  
t h e  U.S. government 's  i n t e r e s t - b e a r i n g  d e b t s  can be reduced 
i n  an amount e q u a l  t o  t h e  d o l l a r  v a l u e  of  t h e  go ld  and s i l v e r  
c o i n s  s o l d  and p a i d  i n t o  c i r c u l a t i o n .  

People  w i l l  l e a r n  t h a t  when g o l d  and s i l v e r  c o i n s  a r e  used a s  
media of  exchange a t  t h e  c u r r e n t  market v a l u e  of t h e i r  m e t a l  
c o n t e n t ,  t h e  c o i n s  w i l l  a lways s t a y  i n  c i r c u l a t i o n .  



Submitted by 

LOIS D. POWERS - ECONOMIC NEWS AGENCY, INC. 
P.O. BOX 174, PRINCETON, NJ 08540 

From Editorial by Charles R. Stahl in 
Green's Commodity Market Comments 9/23/81 and 10/21/81 

The gold standard is currently the subject of a profusion of press articles, 
most of which are missing the point. Whatever the pros and cons of the gold 
standard, and even assuming that the gold standard is the solution to all our 
economic problems (which it isnot), there is no practical way to implement a 
gold standard system within a reasonable time; therefore the discussions on 
the subject are, in our humble opinion, a waste of time. In today's world, no 
country can establish and maintain a gold standard alone. We have an inter- 
national monetary system, which is governed by IMF statutes; those statutes can 
only be changed by negotiations and agreement among all members of IMF. Those 
who remember how many years it took to get rid of gold as the numeraire of the 
monetary system will appreciate that even if negotiations were to start next 
year, after the report of the Gold Conrmission has been completed-assuming that 
it will be in favor of restoring the gold standard--we will be well into the 
1990's before the new system could be ratified. And that certainly would be 
too late in order to lower the interest rates, which the supplysiders believe 
the introduction of the gold standard would achieve. 

Today's gold standard proponents must have a very poor opinion of the 
members of the Interim Committee, of IMF, and of IMF's entire body of central 
bankers and finance ministers, if they believe that all the arguments which 
they are now advancing in favor of the gold standard were not mulled over a 
thousand times by those experts, and considered wanting. 

The bill introduced in the U.S. Senate proposing the return to a gold 
standard is based on the premise that the price of gold should be fixed at 
whatever it will be in the world markets six months after the United States 
announces its intent to return to the gold standard; that bill is the "Laffer 
stock" of the gold cognoscenti. Professor Laffer believes that when the 
United States announces its intention of fixing the price of gold in terms 
of dollars or vice versa, the price of gold will decline to some "reasonable" 
level, somewhere in the $250-$300 area. With due respect to all the gold 
standard proponents, the very day the United States announces its intent to 
return to the gold standard and to peg gold at whatever the price will be six 
months after that announcement, gold will embark on an alpine climb, and the 
1980 gold Everest of $875 will be easily left behind. 

A further premise of the Senate bill is to forbid the Fed and the Treasury 
to intervene in the foreign exchange and gold market during the six-month 
period. With the Fed and the Treasury out of those markets as a stabilizing 
factor, can anyone really believe that the price of gold will go anywhere but 
higher? There is an enormous vested interest in gold; not only Swiss banks 
and their clients, not only German banks and their clients, not only South 
African mining companies, not cnly the Soviet Union, not only OPEC countries, 
not only Far East interests, but millions of people who own gold and who 
would be only too glad to see its price go higher rather than lower, and who 
would bet on it. 



But l e t  us assume t h a t  Professor L a f f e r  i s  r i g h t ,  and t h a t  t h e  p r i c e  of gold 
w i l l  d e c l i n e  t o  $250-$300, o r  whatever l e v e l  below c u r r e n t  p r i c e s ,  and t h a t  t h e  
p r i c e  of gold w i l l  be f i x e d  a t  t h a t  l e v e l .  That p r i c e  would then c o n s t i t u t e  a 
f l o o r ,  and t h e  same t h i n g  would happen which happened i n  1968, when t h e  gold pool 
-- 

of the  c e n t r a l  banks operated by t h e  Bank of England had t o  s t o p  i ts  s a l e s  be- 
cause t h e  demand f o r  t h e  yellow metal a t  t h e  o f f i c i a l  p r i c e  was much t o o  l a r g e .  
I n c i d e n t a l l y ,  it  was i n  t h e s e  pages i n  December 1967 that t h e  two-tier  gold 
system w a s  f i r s t  proposed. It m e t  w i t h  a g r e a t  d e a l  of i n c r e d u l i t y  from t h e  
U.S. Treasury,  bu t  when t h e  c h i p s  were down, i n  March 1968, t h e  two-tier  system 
became a r e a l i t y .  Ul t imate ly  i t  gave way t o  a f r e e  market e n t i r e l y ,  and t h a t  
is exac t ly  a s  i t  should s t a y .  

Whenever t h e  gold s t andard  w a s  i n  f o r c e ,  t h e  assumption w a s  t h a t  f i x e d  
exchange r a t e s  would l a s t  f o r m e r .  Since  f o r e v e r  d i d  no t  last ,  a r e s t o r a t i o n  
of t h e  gold s tandard cannot be achieved; t h e  gold s t andard  is l i k e  v i r g i n i t y ,  
once l o s t ,  i t  cannot be r e s t o r e d .  

The proponents of th-. gold s t andard  p o i n t  o u t  t h a t  the run-up i n  t h e  p r i c e  
of gold has  b e n e f i t e d  t h e  Sov ie t  Union and South A f r i c a  most. What they over- 
look is t h a t  t h e  $850 peak p r i c e  on t h e  London f i x  d i d  no t  last longer  than 
one hour, and that t h e  i n t r a d a y  h igh  of $875 f o r  s p o t  gold on Comex d i d  no t  
l a s t  more than one minute,  so  t h a t  no l a r g e  q u a n t i t i e s  of gold were s o l d  a t  
those  l o f t y  p r i c e s ,  e i t h e r  by t h e  Sov ie t  Union o r  by South Afr ica .  A s  a m a t t e r  
of f a c t ,  the  average p r i c e  of gold l a s t  yea r  was $613, and i n  1980 t h e  Soviet  
Union so ld  only  90 tons  of gold. Mainta ining t h e  f r e e  gold market,  a s  opposed 
t o  pegging t h e  p r i c e  of gold,  does n o t  permit  gold producers t o  sel l  l a r g e  
q u a n t i t i e s  a t  peak p r i c e s ;  whereas should t h e  gold s t andard  be  r e s t o r e d ,  then 
producers would have a ready o u t l e t  a t  a f i x e d  p r i c e .  

The Soviet  Union has  t h e  world 's  l a r g e s t  m i n e d  gold r e s e r v e s ,  i n  excess  
of 5 b i l l i o n  oz. Should t h e  p r i c e  of gold be pegged a t ,  f o r  example, $800 per  
oz . ,  t h a t  would give  t h e  Soviet  Union p o t e n t i a l  a s s e t s  of f o u r  t r i l l i o n  d o l l a r s !  
With t h a t  kind of money, over  t h e  y e a r s ,  they would n o t  have t o  bury us ,  as 
Khruschchev once s a i d ,  they could buy us  ou t .  . . 

Our r e a d e r s  c e r t a i n l y  remember t h a t  we s e v e r e l y  c r i t i c i z e d  another  b i l l  
introduced by Senator  J e s s e  H e l m s  t o  r e s t o r e  t h e  gold s t andard ,  based on t h e  
f a n t a s i e s  of Professor  Arthur  Laf fe r .  However, t h e  Free  Market Gold Coinage 
Act is an  improvement, even though p a r t s  of i t  must be changed, p a r t i c u l a r l y  
t h e  paragraph r e f e r r i n g  t o  how t h e  Treasury should compute t h e  p r i c e  of gold 
when buying o r  s e l l i n g  t h e  c o i n s ,  and i t  could h e l p  reduce i n f l a t i o n  by ab- 
sorbing excess  l i q u i d i t y  ( i f  and when t h e r e  is one) .  The Treasury. would use  
i ts  263 m i l l i o n  oz. gold hoard t o  mint t h e  c o i n s ,  which would be s o l d  a t  t h e  
market va lue  of gold. The b i l l  could be amended t o  provide f o r  use of t h e  
proceeds t o  balance t h e  Federa l  budget,  and t h e o r e t i c a l l y  t h e  Treasury could 
c o l l e c t  over  $100 b i l l i o n  from t h e  s a l e  of those  co ins .  However, t h e  d i f f i c u l t y  
is t o  determine t h e  p r i c e  a t  which t h e  Treasury should be s e l l i n g  o r  buying 
those  co ins  a t  any given time, and whether i t  should be e n t i t l e d  t o  a se ignorage,  
and i f  so ,  how much. There is  one more q u e s t i o n  t o  ponder: i f  t h e  Treasury is 
obl iged t o  buy any q u a n t i t y  o f f e r e d  o r  t o  se l l  any q u a n t i t y  demanded, wouldn' t  
t h a t  be l i k e  g iv ing  t h e  Treasury t h e  major say  i n  what t h e  a c t u a l  p r i c e  of gold 
w i l l  be? On balance,  t h e  r e i n t r o d u c t i o n  of U.S. gold c o i n s  i s  an accep tab le  
idea ,  provided t h a t  t h e  Treasury w i l l  j u s t  mint them, and w i l l  no t  be obl iged 
t o  mainta in  a market ( i . e . ,  w i l l  no t  have t o  buy them back).  
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The bes t  monetary system known t o  h i s t o r y  w a s  based on gold 
o r  s i l v e r  co ins  t h a t  were of  t h e  same s i z e  and q u a l i t y  f o r  a l l  
cooperat ing countr ies .  Its being based on co ins  o f  s tandard  value  
makes them interchangeable  among count r ies .  

This system w a s  used by t h e  Greek c i t y  s t a t e s ,  by t h e  
Byzantine and Arabic Empires between 700 A.D. and 1100 A m D . ,  by 
t h e  c i t i e s  of  Northern I t a l y  dur ing  t h e  f i f t e e n t h  century  and by 
t h e  La t in  Monetary Union and Northern o r  Scandinavian Union i n  
Europe dur ing t h e  l a t t e r  p a r t  of  t h e  n ine teen th  century  and e a r l y  
years  of  t h e  twentieth.  

Although a system based on a co in  of  s tandard value  f o r  
a l l  coun t r i e s  has proved i t s  worth, it is doubtful  if  t h e  United 
S t a t e s  could s t a y  on such a system u n t i l  t h e  budget is balanced 
and i n f l a t i o n  of  t h e  currency is discontinued.  If American 
c i t i z e n s  a r e  permitted t o  have t h e i r  gold minted, t h e  United 
S t a t e s  w i l l  f i n d  it e a s i e r  t o  adopt t h e  gold s tandard when our 
i n f l a t i o n  of t h e  currency is  stopped and o t h e r  count r ies  start 
t r a d i n g  t h e  golden co ins  t h a t  they a r e  now hoarding. There a r e  
good reasons why we should plan t o  use  t h e  metr ic  system with a 
gram of gold being t h e  u n i t  of  value. 

LORD JOHN MAYNARD KEYNES 

The wr i t i ngs  of Lord John Maynard Keynes a r e  being followed 
i n  making t h e  monetary p o l i c i e s  o f  t h e  United S t a t e s  and of much 
of t h e  world. A c a r e f u l  s tudy  of h i s  works show t h a t  he promoted 

p o l i c i e s  which he himself s a i d  was t h e  b e s t  way t o  overthrow 
cap i ta l i sm.  

H i s  biographer repor ted  t h a t  Keynes w a s  i n  f avo r  of  t h e  
undemocratic p r a c t i c e  of l eav ing  major dec i s ions  t o  a small group 
of i n t e l l e c t u a l s .  

I n  a l e t t e r  t o  h i s  mother Keynes r e f e r r e d  t o  himself a s  
being a Boshevik which may account f o r  h i s  sabotaging democracy - - 

and capi ta l ism.  



TESTIMONY OF ANDREW G. E. RACZ 

TO THE GOLD COMMISSION 

NOVEMBER 12, 1981 

The purpose o f  my presentat ion i s :  

1 )  To s t a t e  t h a t  go ld  i s  a  monetary asset; 

2) To s t a t e  t h a t  go ld  and s i l v e r  a re  v i t a l  s t r a t e g i c  
American assets; 

3)  To propose a v iab le ,  cons t ruc t i ve  and aggressive 
American go ld  po l  i cy ;  and 

4 )  To prove t h a t  t he  Uni ted S ta tes  i s  t he  wo r l d ' s  
most powerful monetary power. 

Th is  Admin is t ra t ion  can combine monetary po l  i c y  w i t h  fore jgn po l  i c y  t o  
achieve p r o s p e r i t y  a t  home and t o  p l ay  a forcefu l  r o l e  i n  cons t ruc t i ve  f o r e i g n  
po l  i cy .  

I recomnend tha t :  

1) The Gold Commission accepts t h a t  i t  i s  the  po l  i c y  of t he  
Uni ted States t o  increase, as opposed t o  decrease, our  
go ld  and s i l v e r  reserves. 

2) Th is  Comnission should recommend the  c rea t i on  of a  depart- 
ment which would empower t he  Treasury t o  en te r  the  futures 
markets i n  go ld  i n  Chicago, a t  the COMEX, i n  London, Hong 
Kong and Zurich. 

Imnedia t e  Recomnendati on 

The Treasury should prepare f o r  t h e  immediate sa le  of approximately 
$50 b i l l  i o n  i n  gold-backed bonds w i t h  a  2% coupon conve r t i b l e  i n t o  go1 d a t  
$550 per  ounce w i t h  f i v e  years matur i t y .  Simultaneously, the  Treasury 
should dec lare t h a t  i t  i s  the  pol  i c y  o f  t h e  Un i ted  States t o  purchase gold 
on the  open market, e i t h e r  i n  i t s  phys ica l  f o m  o r  hedge i t s  p o s i t i o n  on 
the  f u tu res  markets. No d e t a i l s  would be disclosed. 

Members o f  t he  Gold Corrunission a re  t o  be reminded t h a t  the  Soviet  
Union i s  no t  i n  a  p o s i t i o n  t o  do t he  same. Whatever go ld  i t  has i s  needed 
t o  f inance i t s  food b i l l .  There i s  no $50 b i l l  i o n  surp lus t h a t  can be he ld  
f o r  f i v e  years w i t h i n  t he  Soviet  co lon ia l  system. Th is  i s  my profess ional  
opi  n i  on. 



The i n e d i a t e  effect of such an issue i s  no t  on ly  pure i n t e r e s t  
savings, but  i t would d i v e r t  borrowing requirements from the government 
bond market and would r e l i e v e  the  pressure on corporate borrowing. Most 
important, however, i t  woul d demonstrate the  tremendous monetary power o f  
the United States o f  America. We are  the  on ly  country whose gold i s  un- 
important t o  car ry  out  our d a i l y  business and the  on ly  country whose i n te -  
g r i t y  t o  redeem the $50 b i l l i o n  go ld  issue e i t h e r  i n  gold o r  i n  d o l l a r s  
i s  unquestionable. 

Furthermore, the Treasury should create a non-marketable, 8% "Freedom 
Bond" which t h i s  Government can o f f e r  t o  a l l  the  American banks t h a t  a re  
cu r ren t l y  stocked w i t h  uncol l e c t i  b l  e debt from Eastern European countr ies. 
I n  exchange f o r  t he  unsound paper of Poland, Rumania, East Germany and 
Hungary, the banks should be offered the apportuni ty  t o  pass on the dead 
assets t o  a low-coupon, say 8%, 10-year debt t o  the Treasury w i t h  the  com- 
mitment t h a t  no f u r t h e r  loans would be issued t o  the above-mentioned 
countries. 

The "Freedom Bonds," o f  course, are made possible because o f  the sav- 
ings created by gold-backed bonds and p o t e n t i a l  drops i n  i n t e r e s t  rates.  

L e t ' s  v i sua l i ze  f o r  a s i n g l e  minute t h a t  by c u t t i n g  off Eastern Eu- 
ropean and Russian c r e d i t  the President could s t a r t  negot ia t ing w i t h  the 
1 eaders i n  the K r w l  i n. 

Our aim i s  t o  cu t  our defense appropr iat ion immediately! A 5% c u t  
i n  our 5-year, $7.5 tri 11 i o n  defense appropr iat ion would represent a $75 
b i l l i o n  saving. 

Just  t h ink  about it.. .$75 t o  $100 b i l l i o n  cu t  i n  defense spending! 
THE RESULT: a s ing le  d i g i t  prime r a t e  and probably not  more than a 7% o r  
8% i n f l a t i o n  ra te .  The stock market would probably go up 500 points. I 
estimate t h a t  w i t h  such a scenario, every 100 po in t s  i s  equivalent t o  a t  
l e a s t  $100 b i l l i o n ,  maybe even a $150 b i l l i o n ,  increase i n  the gross 
nat ional  product. One hundred b i l l i o n  d o l l a r s  i n  GNP represents a t  l e a s t  
an ex t ra  $30 b i l l i o n  i n  tax  revenues. It i s  easy t o  see, M r .  Secretary, 
t h a t  i n  1984 instead o f  a balanced budget we would have a surplus; and you 
would be the f i r s t  Secretary o f  t he  Treasury t o  recomnend a second tax cu t  
i n  the f i r s t  four  years o f  an Administrat ion. 
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We a r e  conf ron ted  with an a p p a r e n t  monetary dilemma: t h e  
cho ice  between a 1929-s ty le  d e p r e s s i o n  i f  we s t o p  i n f l a t i o n ,  
and, f a r  worse, sooner  o r  l a t e r ,  a 1923-German-style cur rency  
c o l l a p s e  i f  we a l low i n f l a t i o n  t o  go on. Our dilemma a r i s e s  
on t h e  one s i d e  from t h e  i n h e r e n t  a c c e l e r a t i v e  t e n d e n c i e s  of  
i n f l a t i o n - - o f  money c r e a t i o n .  On t h e  o t h e r  s i d e ,  i t  a r i s e s  
from t h e  f a c t  t h a t  t h e  i n f l a t i o n  we have a l r e a d y  exper ienced  
h a s  encouraged people t o  become h i g h l y  i l l i q u i d  and badly  over- 
borrowed; t h e  o t h e r  s i d e  of  t h e  c o i n  o f  t h e  i n f l a t i o n - i n d u c e d  
i l l i q u i d i t y  i s  an a r t i f i c i a l l y  h igh  v e l o c i t y  of  c i r c u l a t i o n  o f  
o f  money. Stopping,  o r  even s u b s t a n t i a l l y  slowing, i n f l a t i o n  
must produce a r e b u i l d i n g  of  l i q u i d i t y ,  a  r e d u c t i o n  of  t h e  
v e l o c i t y  of  c i r c u l a t i o n ,  and t h u s  a c o n t r a c t i o n  of  spending and 
revenues  and a massive i n a b i l i t y  t o  r epay  d e b t s ,  a long wi th  
huge unemployment. Because t h e s e  a r e  t h e  consequences,  we cannot  
r e a l i s t i c a l l y  expect  t h e  government t o  s t o p  o r  even reduce i t s  
i n f l a t i o n  f o r  ve ry  long. Every such a t t e m p t  i s  f a i r l y  soon aban- 
doned and t h e  i n c i p i e n t  t e n d e n c i e s  toward c o n t r a c t i o n  overcome by 
a f r e s h  a c c e l e r a t i o n  i n  t h e  c r e a t i o n  o f  money. 

Most p r o p o s a l s  f o r  t h e  e s t a b l i s h m e n t  o f  a gold  starfdar-d p rov ide  
no escape from t h i s  dilemma, I f  implemented, t hey  would succeed 
i n  ending  i n f l a t i o n ,  b u t  on ly  a t  t h e  p r i c e  o f  b r i n g i n g  on a  de- 
p r e s s i o n ,  f o r  they  would r e q u i r e  a r e d u c t i o n  i n  t h e  r a t e  o f  i n -  
c r e a s e  i n  t h e  money supply  from i t s  p r e s e n t  l e v e l  of  seven o r  
e i g h t  p e r c e n t  o r  more p e r  y e a r  t o  a r a t e  commensurate with t h e  
i n c r e a s e  i n  t h e  supply o f  gold--perhaps two o r  t h r e e  p e r c e n t  a 
year .  They o f f e r  no remedy f o r  t h e  a t t e n d a n t  drop i n  t h e  
v e l o c i t y  o f  c i r c u l a t i o n  and consequent  i n a b i l i t y  t o  repay  debts .  

The k i n d  o f  gold  s t a n d a r d  I advocate  i s  designed t o  d e a l  
wi th  t h e  drop  i n  v e l o c i t y ,  I ts a i m  would be t o  s t o p  i n f l a t i o n  
comple te ly  wi thout  p r e c i p i t a t i n g  any c o n t r a c t i o n  of spending 
c a l c u l a t e d  i n  d o l l a r s .  I n  essence ,  t h e  mechanism f o r  a c h i e v i n g  
t h i s  would be t o  go over  t o  a  100% r e s e r v e  a o l d  co in  system a t  
a ve ry  h i a h  m i c e  of  aold.  

Under such a  system, t h e  money supp ly  of  t h e  United S t a t e s  
would be, i n  e f f e c t ,  a  q u a n t i t y  o f  g o l d  ounces,  which I e s t i m a t e  
i n  t h e  neighborhood of  500 m i l l i o n ,  a l l o w i n g  f o r  p r e s e n t  
o  f  f i c i a l  US gold  r e s e r v e s ,  p r i v a t e  h o l d i n g s ,  and a n t i c i p a t e d  
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gold impor t s ,  Under t h i s  system, even i f  t h e  v e l o c i t y  o f  c i r -  
c u l a t i o n  f e l l  from i t s  p r e s e n t  l e v e l  o f  rough ly  s i x  t o  i t s  1946 
low o f  about  two, t h e r e  need be no c o n t r a c t i o n  o f  spending ca l -  
c u l a t e d  i n  d o l l a r s ,  i f  t h e  go ld  were p r i c e d  h igh  enough. For  
example, a gold-ounce GNP of  1,000 m i l l i o n  would be e q u i v a l e n t  
t o  o u r  p r e s e n t  d o l l a r  GNP o f  rough ly  2.5 t o  3 t r i l l i o n  a t  a 
p r i c e  o f  go ld  between 82,500 and 83,000 p e r  ounce. 

The t r a n s i t i o n  t o  t h i s  system could  e i t h e r  be ab rup t  o r  
g radua l .  I f  g radua l ,  i t  should  c o n s i s t  o f  t h e  fo l lowing  s t e p s ,  
perhaps  b e s t  s p e l l e d  o u t  i n  a c o n s t i t u t i o n a l  amendment. 1. An 
a b s o l u t e  gua ran tee  a g a i n s t  any f u t u r e  c o n f i s c a t i o n  of  p r i v a t e  
go ld  ho ld ings ,  as occur red  i n  1933, and i n  1917 i n  t h e  c a s e  o f  
banks. 2. The a b o l i t i o n  of  a l l  t a x e s ,  f e d e r a l ,  s t a t e ,  and l o c a l ,  
on t h e  purchase and s a l e  of  gold.  3 .  The r e c o g n i t i o n  by t h e  
IRS and t h e  c o u r t s  of  r evenues  and incomes c a l c u l a t e d  i n  gold ,  
wi th  no t a x  imposed on account  o f  a r i s e  i n  t h e  p r i c e  of  gold. 
4. The f u l l  e n f o r c e a b i l i t y  o f  g o l d  c o n t r a c t s  i n  te rms o f  spec- 
i f i c  performance;  t h e  a b s o l u t e  immunity o f  a l l  such c o n t r a c t s  
from l e g a l  t e n d e r  l e g i s l a t i o n  i n  any form. 5. The g r a n t i n g  t o  
p r i v a t e  m i n t e r s ,  f o r  a nominal f e e ,  o f  t h e  r i g h t  t o  use  t h e  s e a l  
of  t h e  Uni ted  S t a t e s  i n  t h e  m i n t i n g  o f  new gold  co ins ,  6. The 
requi rement  t h a t  a l l  p r i v a t e l y  i s s u e d  bank n o t e s  and checking 
d e p o s i t s  denominated i n  g o l d  be 100% backed by gold  co in  o r  
b u l l i o n  i n  t h e  ~ o s s e s s i o n  of  t h e  i s s u e r ,  7. The ex tab l i shmen t  
o f  a l e g a l  t e n d e r  va lue  f o r  nold  i n  te rms o f  d e b t s  den0minate.d 
i n  pape r  d o l l a r s ,  which v a l u e  cou ld  b e  r a i s e d  from t ime t o  t ime 
as t h e  market  p r i c e  of  gold  rose .  

A s  t h e s e  s t e p s  were t aken ,  t h e  p r i v a t e  demand f o r  go ldand  i t s  
monetary u s e  ~ o u l d  enormously i n c r e a s e ,  as would i t s  r e a l  va lue ,  
A t  some p o i n t ,  once gold  had become r e e s t a b l i s h e d  a s  a p r i v a t e  
monev of  t h e  market,  t h e  government could  u s e  i t s  go ld  r e s e r v e s  
t o  redeem t h e  o u t s t a n d i n g  supp ly  o f  non-gold money de f ined  on an 
M 1   asi is. U n t i l  t h a t  t ime,  no s a l e s  o f  government gold  should 
be permi t ted .  

Once on t h e  100% r e s e r v e  go ld  co in  s t a n d a r d ,  f u r t h e r  in -  
f l a t ion - - in  te rms of  gold--would be  v i r t u a l l y  imposs ib le ,  and 
no b a s i s  would e x i s t  f o r  a c o n t r a c t i o n  o f  spending  i n  terms o f  
gold.  The 100% r e s e r v e  go ld  c o i n  system would t h u s  be t h e  i d e a l  
monetary system, secure  a g a i n s t  the-boom-bust c y c l e  of  i n f l a t i o n  
and d e f l a t i o n ,  and t h e  way t o  e v e n t u a l l y  escape  from our  p r e s e n t  
i n f l a t i o n  wi thout  c o n t r a c t i o n .  
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The t r i p l i n g  of long-term i n t e r e s t  r a t e s  s i n c e  1965 r e f l e c t s  ac- 

c e l e r a t i n g  l o s s  of conf idence t h a t  t h e  d o l l a r  w i l l  ho ld  i ts  va lue  i n  

the f u t u r e .  'Long-term i n t e r e s t  rates never  exceeded 5-6% under  any 

g o l d  s t andard .  If i n t e r e s t  r a t e s  r e t u r n e d  t o  t h e  g o l d  s t andard  l e v e l ,  

t h e  f e d e r a l  budget would be i n  s u r p l u s .  

Any monetary r u l e  may be b e n t  d u r i n g  c r i s e s ,  b u t  t h i s  does n o t  

j u s t i f y  abandoning a l l  p r e d i c t a b l e  r u l e s .  N o  q u a n t i t y  rule can have 

long-term c r e d i b i l i t y  because t h e  d e f i n i t i o n  of money is  c o n s t a n t l y  

changing and v e l o c i t y  h a s  been u n p r e d i c t a b l e  s i n c e  1971. I f  markets  

none the less  b e l i e v e d  t h a t  a q u a n t i t y  rule would end i n f l a t i o n ,  i n t e r e s t  

rates and v e l o c i t y  would f a l l ,  r e q u i r i n g  v i o l a t i o n  of che r u l e  o r  a b r u p t  

d e f l a t i o n .  A g o l d  s t a n d a r d  can s t o p  i n f l a t i o n  q u i c k l y ,  as i n  France i n  

1926, wi thou t  t h e  q u a n t i t y  rule's r i s k  of d e f l a t i o n .  

The r e l e v a n t  comparison i s  between t h e  c l a s s i c a l  o r  Bret ton Woods 

g o l d  s t a n d a r d s  and t h e  pe r iod  s i n c e  1968 o r  1971. It is  mis lead ing  

t o  compare a n c i e n t  wholesale  commodity p r i c e s  (most ly  farm p r o d u c t s )  

wi th  t o d a y ' s  broad p r i c e  indexas .  Gold i t s e l f  w a s  a b roader  measure 

of value .  

Research by Zarnowitz i n d i c a t e s  t h a t  abou t  h a l f  o f  t h e  " r e c e s s i o n s "  

f r o m  1879-1914 d i d  n o t  r e a l l y  e x i s t .  Not one r e c e s s i o n  has  been plaus-  

i b l y  blamed on the g o l d  s t a n d a r d ,  though d e f l a t i o n s  of 1921 and 1929-30 

were p a r t l y  due t o  f a i l u r e  t o  adhere  t o  t h e  g o l d  s t andard .  Recent cy- 

c l i c a l  performance has  n o t  improved, d e s p i t e  such advantages  as a large 

s e r v i c e  s e c t o r ,  d e p o s i t  insurance ,  unemployment i n s u r a n c e  and a c e n t r a l  

bank. No g o l d  s t a n d a r d  p e r i o d  exper ienced as &ad a blend of unemploy- 



m e n t ,  i n f l a t i o n ,  volatility a n d  s t a g n a t i o n  as i n  1979-81. 

A t r u e  gold standard provides a l ega l  d e f i n i t i o n  of the  d o l l a r  as  

a f ixed weight of gold, with government standing ready t o  convert dol- 

lars f o r  gold and vice-versa. m e r e  is  no need f o r  a f ixed re la t ion-  

sh ip  between o f f i c i a l  gold hoards and some measure of money. bbnetary 

po l i c i e s  must simply be adjusted t o  stem a p e r s i s t e n t  inflow o r  outflow 

of gold, maintaining the  guarantee of the  d o l l a r ' s  value i n  gold. 

The money supply under c o n v e r t i b i l i t y  is  whatever people a r e  w i l -  

l i n g  to hold without switching t o  gold. There i s  no r i g i d  l i n k  between 

gold production and money, nor between the stock of d o l l a r s  and income 

o r  output.  Producers of gold hoarded it i n  t h e  1970s f o r  +he same rea- 

son t h a t  producers of o i l  decided t h a t  o i l  i n  t h e  ground was a b e t t e r  

hedge agains t  i n f l a t i o n  than d o l l a r  a s se t s  i n  a world of managed money. 

No fore ign nation could upset  the  d o l l a r  p r i c e  of gold without 

"cornering the  market" on d o l l a r s  o r  gold, which i s  impossible. Sup- 

pose the  Soviets dumped tons of gold t o  g e t  d o l l a r s ,  then traded those 

d o l l a r s  f o r  grain.  If t h a t  s t a r t e d  a general  i n f l a t i o n ,  gold a t  a 

f ixed p r i c e  would become a bargain. U.S. farmers would t rade  t h e i r  

new d o l l a r s  f o r  gold, quickly stopping any i n f l a t i o n .  

The most t h a t  monetary policy can do i s  t o  provide a s t a b l e  u n i t  

of account for long-term contrac ts .  Gold is  c l e a r l y  superior  i n  t h i s  

respect  to any observed o r  hypothetical  a l t e rna t ive .  
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The chronic and acce lera t ing  i n f l a t i o n  of our time is  the 
consequence of the dollar--and o ther  world currencies--having 
been c u t  loose from i t s  o r i g i n a l  moorings i n  the market comm- 
odity,  gold. Instead of i ts  former d e f i n i t i o n  a s  a u n i t  of 
weight of gold, the "dollar" is  now simply the designation of 
the Federal Reserve on a piece of paper. Whereas on the gold 
standard, new money can only be acquired by the cos t ly  process 
of mining a scaace metal, now--under a f i a t  paper standard=- 
new money i s  manufacturered a t  w i l l ,  and v i r t u a l l y  cos t l e s s ly ,  
by the Federal Reserve System. The business of manufacturing 
cost)ess money has been placed, a s  a coercive monepoly, i n t o  
the hands of the Fed, t h a t  i s ,  of the f ede ra l  government. 
In f l a t ion  i s  a process of the destruct ion of the value of the 
currency by increasing i ts  supply, and so the so le  c u l p r i t  
f o r  t h i s  i n f l a t i o n  i s  the federa l  government (and other  cen- 
t r a l  governments throughout the world) and i t s  money-manufac- 
tur ing arm, the Federal Reserve System, 

Monetarist economists understand some of t h i s  process, 
hut  t h e i r  r a the r  naive so lu t ion  i s  t o  maintain the power of 
the Fed t o  the f u l l  but t o  urge i t  t o  use t h a t  power wisely. 
This i s  equivalent to  put t ing  the proverbial  fox i n  charge of 
the chtcken coop and urging t h a t  fox not  t o  e a t  (or t o  e a t  a t  
a f ixed and steady r a t e )  any of the chickens. This so lu t ion  
ignores the f a c t  t h a t  i t  is  t o  advantage of any f i a t  money 
factory t o  use i ts  power t o  c r e a t e  new money: t o  finance i t s  
own expenditures, and t o  subsidize favored p o l i t i c a l  and 
economic groups. 

Jus t  a s  we need a B i l l  of Rights t o  chain down govern- 
ment and prevent i t  from v io la t ing  the r i g h t s  of freedom of 
speech and the press ,  so we need a fundamental way, a way 
going beyond mere exhortation, t o  chain down government and 
t o  prevent i t  from manufacturing f i a t  paper and debasing the 
value of our currency. To do so, j u s t  as the B i l l  of Rights 
separates church and S ta te ,  so  we must separa te  the S t a t e  from 
money. 



The most important s t e p  tsward separat ing money and 
S t a t e  i s  to  re turn  to--or go forward to--the de f in i t ion  of the 
d o l l a r  as a u n i t  of weight of gold. Under cover of the de- 
pression emergency, the U. S .government confiscated the gold of 
every American i n  1933. The depression is long gone, but the 
s t a l e n  gold s t i l l  l i e s  under the grotind a t  Fort  Knox and o ther  
deposi tor ies  of the  U,S,Treasury. Making do l l a r s  redeemable i n  
gold coin ogae again w i l l  end the  regime of f i a t  paper, r e s t o r e  
a market commodity as  the  monetary standard,  and res to re  the 
property r i g h t s  t o  gold which the American had purloined from 
them a half-century ago. 

Since the  d o l l a r  has no t  been redeemable i n  gold f o r  a 
long time, its o f f i c i a l  s t a tuory  d e f i n i t i o n  i n  terms of gold 
(now a t  approximately $42 per  ounce) has been a dead l e t t e r .  
Since any i n i t i a l  d e f i n i t i o n  of a term is a r b i t r a r y ,  we a r e  f r e e  
t o  f ix the new weight of thP gold d o l l a r  a t  whatever l e v e l  i s  
most convenient. I submit t h a t ,  i f  we a r e  to  re turn  t o  the 
gold standard a t  a l l ,  we may a s  wel l  go forward t o  the  bes t  pos- 
s i b l e  such standard, and t h a t  means a system i n  which every 
d o l l a r  note o r  demand deposi t  i s  a genuine "warehouse receipt",  
t h a t  i s ,  is  backed 100% by gold. A t  t he  present  time, t h i s  
would mean a re turn  t o  gold a t  approximately $1600 per ounce; 
such a r a t e  would give the U.S .monetary sys tern enough gold to  
back every d o l l a r  a t  100%. 

Such a high "price" (ac tua l ly ,  low weight) of gold has 
been charged with being "inflationary'?, but t h a t  would only be 
t rue  i f  the present ly cons t i tu ted  f r a c t i o n a l  reserve banking 
system could pyramid a mult iple  of do l l a r s  on top of the newly 
expanded gold base. But the unappreciated v i r t u e  of such a 
$1600 price i s  t h a t  i t  would enable the speedy l iquida t ion  of the 
Federal Reserve System, the turning over of the gold to  the 
na t ion ' s  banks, and a subsequent f r e e  banking system operating 
on the bas is  of 100% gold. The "c lass ica l"  gold standard was 
f a r  from per fec t ,  and i t s  a lack of perfect ion stemmed from the 
existence of c e n t r a l  banking, and the i n f l a t i o n  and boom-bust 
cycles t r iggered by the po l i c i e s  of the c e n t r a l  bank. The U.S. 
economy was f a r  sounder and more s t a b l e  Eefore the exis tence of 
a cen t ra l  bank, and i t  w i l l  be so a f t e r  a the c e n t r a l  bank i s  
eliminated, 

The abo l i t ion  of the  Federal Reserve w i l l  end the regime 
of managed money, whether gold o r  f i a t ,  and w i l l  complete the 
separation of money from the S t a t e ,  

As for the r e l a t i o n  of such a 100% gold d o l l a r  with othez 
countr ies ,  the solut ion i s  simple: any country chat a l so  returns 
t o  a gold standard w i l l  have i t s  currency f ixed to  the d o l l a r  
according to  i t s  weight; and f i a t  currencies G i l l  f r e e l y  f luc tua te  
in- re la t ion  to  the gold do l l a r .  
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The small company I own w i l l  c l o s e  i ts  d o o r s  a t  t h e  end of  
t h e  Ohio a p p l e  h a r v e s t  a f t e r  1 1 1  y e a r s  i n  t h e  a p p l e  p r o c e s s i n g  
bus ines s .  A m i s e r a b l y  s h o r t  a p p l e  c r o p  i n  n o r t h e a s t  Ohio w a s  
t h e  cup  o f  hemlock, b u t  t h e  demise h a s  been i n e v i t a b l e  f o r  some 
y e a r s  now. The management ( t h a t ' s  me) h a s  s imp ly  been unab le  
t o  cope w i t h  t h e  decade-long government p o l i c y  o f  i n f l a t i o n  and 
u s u r i o u s  i n t e r e s t  r a t e s .  

I n  t h i s  huge and complex economy, t h e  l o s s  o f  Rhodes C ide r  
M i l l  w i l l  d r a w  l e s s  n o t i c e  t h a n  t h e  d e a t h  o f  a sparrow. The 
a p p l e  j e l l y  I make from f r e s h  c i d e r  o n l y  w i l l  be missed  by a 
few d i a b e t i c s  who found i t  w a s  t h e  o n l y  j e l l y  t h e y  cou ld  e a t .  
Those cus tomers  who though t  o u r  c i d e r  t h e  v e r y  b e s t  w i l l  have 
t o  l o o k  e l sewhere  n e x t  f a l l .  My few p a r t - t i m e  employees w i l l  
have t o  supplement  t h e i r  p re-Chr is tmas  e a r n i n g s  i n  some o t h e r  
way. Not even a b l i p ,  however,  w i l l  a p p e a r  on any economic i n -  
d i c a t o r .  

L i q u i d a t i n g  my v e r y  own l i t t l e  b u s i n e s s  w i l l  r o b  me o f  a 
deg ree  o f  independence  i n  which I have  r e v e l e d .  I have  o f t e n  
worked 120 h o u r s  a week mot iva t ed  by a f o r c e  more powerfu l  t han  
any whip. Wow I w i l l  go t o  work f o r  a n  employer (and  perhaps  
my c r e d i t o r s ) ,  and I f e a r  40 h o u r s  w i l l  p rove  t o  be drudgery.  
I c a n ' t  i g n o r e  t h e  f e e l i n g  t h a t  somehow my l o s s  w u  n o t  e n t i r e l y  
ay own f a u l t  o r  a n  a c c i d e n t .  

The i n f l a t i o n  and i n t e r e s t  r a t e s  I c o u l d n ' t  q u i t e  hand le  
a r e  s u r r e p t i c i o u s l y  t r a n s f e r i n g  a g r e a t  d e a l  o f  wea l th  o u t  o f  
t h e  hands  o f  many and i n t o  t h e  hands  o f  t h e  few. My ha rd - l ea rned  
u n d e r s t a n d i n g  o f  human n a t u r e  c o n v i n c e s  me t h a t  i n f l a t i o n  is n o t  
e n t i r e l y  a n  a c c i d e n t  o f  democracy. I more t h a n  s u s p e c t  t h a t  
t h o s e  who do b e n e f i t  by i t  have  had more t h a n  a n  i d l e  i n t e r e s t  
i n  i t s  cont inuance .  I o b s e r v e  no g roup  t h a t  h a s  b e n e f i t e d  more 
by i n f l a t i o n  t h a n  t h e  wea l thy  l e g i s l a t o r s  o f  t h e  n a t i o n a l  
government. 

I have  been a v i c t i m  o f  i n f l a t i o n ,  b u t  I w i l l  no l o n g e r  
a l l o w  peop le  o f  p o l i t i c a l  i n f l u e n c e  t o  s t e a l  my a s s e t s  and des-  
t r o y  my independence.  I have been f o r c e d  by l a w  t o  t r a n s a c t  
my f i n a n c i a l  d e a l i n g s  i n  a c u r r e n c y  t h a t  may be  cheapened a t  
t h e  d i r e c t i o n  o f  a few i n f l u e n t i a l  people .  Those peop le  have 
used t h a t  power t o  c h e a t  me. I demand t h a t  power be removed 
from t h o s e  hands. 



I <xi11 n o t  hsve t h e  v a l u e  of  ay money c o n t r o l l e d  by t he  
Federal Zese rve  Board, by Congress ,  o r  by any g r o u p  o f  men. 
I demand money t h a t  canno t  be cheapened by any man f o r  any 
r e a s o n .  I w i l l  no l o n g e r  a c c e p t  d o l l a r  b i l l s  t h a t  a r e  sub- 
j e c t  t o  m a n i p u l a t i o n  as t h e  measure o f  t h e  v a l u e  o f  my l a b o r .  
I want my go ld  t h a t  is now s t o r e d  by my government c i r c u l a t i n g  
f r e e l y  i n  my coun t ry .  I want an h o n e s t  d a y ' s  pay f o r  a n  h o n e s t  
d a y ' s  l a b o r ,  and'I w i l l  a c c e p t  n o t h i n g  l e s s .  

Who a r e  t h e s e  men a t  t h e  F e d e r a l  Rese rve  t h a t  t h e y  s h o u l d  
be g r a n t e d  t h e  power aver t h e  v a l u e  o f  an e n t i r e  n a t i o n ' s  
money? Who gave them t h e  wisdom t o  llmanagelt t h e  money and 
t h e r e b y  t h e  l i v e s  hundreds  o f  m i l l i o n s  o f  American? Do t h e y  
know when i n t e r e s t  r a t e s  s h o u l d  go u p  o r  when t h e y  s h o u l d  
go down t o  b e n e f i t  t h i s  n a t i o n ?  The e v i d e n c e  is  overwhelming 
t h a t  t h e y  do n o t  know, and t h e y  c a n  n o t  know. There  i s  
d r a m a t i c  ev idence  t h a t  t h e y  do n o t  even know what t h e  money 
is t h e y  a r e  t r y i n g  t o  c o n t r o l .  

Does t h e  F e d e r a l  Rese rve  h o l d  t h e  power t o  m a n i p u l a t e  
t h e  money s u p p l y  f o r  e v i l  o r  s e l f i s h  mot ives?  Why would any 
n a t i o n  e n t r u s t  such  d e v a s t a t i n g  power t o  a body o f  men 
when a n  i n a n i m a t e  o b j e c t  ( g o l d )  has demons t r a t ed  t h e  a b i 1 i t . y  
t o  f u l f i l l  t h e  r o l e  o f  money f r e e  from t h e  d e v i c e s  o f  humans 
t o  enhance o r  s u b t r a c t  from i ts  v a l u e .  

A f t e r  t h e  e x p e r i e n c e  w i t h  i n f l a t i o n  o f  t h e  r e c e n t  p a s t ,  
t h e  r ea l  i s s u e  b e f o r e  The Gold Commission is  how t o  p r o t e c t  
t h e  b a s i c  human r i g h t  af any c i t i z e n  t o  r e a p  t h e  f r u i t s  o f  
h i s  o r  h e r  l a b o r s .  I n  t h i s  complex economy o f  o u r s ,  we must 
have  money t h a t  w i l l  p r o v i d e  a s t o r e  o f  v a l u e  as w e l l  as a 
medium o f  exchange i n  o r d e r  t o  s e c u r e  t h a t  r i g h t .  The d o l l a r  
b i l l ,  and a l l  o f  i ts  r e l a t i v e s ,  have f a i l e d  m i s e r a b l y  t o  
a c t  as a t r u s t w o r t h y  s t o r e  o f  va lue .  Gold h a s  a lways  f i l l e d  
t h a t  r o l e ,  and i ts  a c c e p t a n c e  i n  exchange f o r  goods o r  s e r v i c e s  
exceeds  a l l  o t h e r  mediums even a f t e r  a p e r i o d  d u r i n g  which t h e  
Un i t ed  S t a t e s  T r e a s u r y  d e l i b e r a t e l y  and avowedly a t t e m p t e d  t o  
r e d u c e  t h e  monetary r o l e  of  go ld .  ( I t  is  notewor thy  t o o ,  t h a t  
t h roughou t  t h e  p e r i o d  d u r i n g  which t h e  T r e a s u r y  a t t e m p t e d  t o  
d i s c r e d i t  g o l d  t h a t  t h e  v a l u e  o f  g o l d  as measured i n  d o l l a r s  
i n c r e a s e d  many t i m e s  over . )  

Yhy a r e  p r o n i s s a r y  n a t e s  o f  t h e  Un i t ed  S t a t e s  T r e a s u r y  
s e l l i n g  f o r  l e s s  t h a n  60e on t h e  d o l l a r ?  Because t h e  T r e a s u r y  
redeems t h o s e  n o t e s  w i t h  d o l l a r s  t h a t  a r e  c e r t a i n  t o  be worth 
l e s s  upon redempt ion .  (Alexander  Hamil ton would be enraged  t o  
s e e  t h e  low es teem of  h i s  be loved  agency.)  Why a r e  Americans 
growing p o o r e r ,  t h e i r  p r o d u c t i v i t y  d e c l i n i n g ,  t h e i r  c a p i t a l  
s t o c k  d e t e r i o r a t i n g ,  t h e i r  i n t e r e s t  i n  government f a l t e r i n g ,  
and t h e i r  economy s u f f e r i n g  a thousand i l l s ?  They do n o t  t r u s t ,  
and w i t h  j u s t  c a u s e ,  t h e  o n l y  l e g a l  t e n d e r  a p e r v e r t e d  government 
a l l o w s .  Be gone w i t h  i t .  
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The e s s e n t i a l s  of a  sound currency a r e  these :  

1 )  A commodity s t andard  f o r  t h e  n a t i o n ' s  u n i t  of va lue ;  and, i n  t h e  
l i g h t  of t h e  exper ience  of h i g h l y  commercialized n a t i o n s  f o r  a t  l e a s t  a  
cen tu ry  and a  h a l f ,  t h a t  s t a n d a r d  had b e s t  be a  q u a n t i t y  of gold. 

2)  It is admiss ib le ,  convenient ,  and u s e f u l  t o  use  paper no tes  a s  
l e g a l  t ender  currency along wi th  s t a n d a r d  c o i n  o r  even without c o i n ,  PROVIDED 
t h e  n a t i o n ' s  Treasury  mainta ins  a  r e s e r v e  of s t a n d a r d  c o i n  o r  b u l l i o n  o r  of 
bo th  l a r g e  enough t o  enable  it t o  s t a n d  ready a t  a l l  t imes t o  conver t  ( o r  
"redeem") s a i d  l e g a l  t ender  n o t e s  a t  f a c e  v a l u e  i n t o  s t andard  c o i n  o r  b u l l i o n .  

3) Th i s  s o r t  of a  currency system w i l l  not  work s a t i s f a c t o r i l y  i n  any 
f r e e - e n t e r p r i s e  country  u n l e s s  t h e  government thereof  s o  manages t h e  economy 
a s  t o  mainta in  a  h igh  degree  o f ' compet i t ion  both  i n  its domestic,commerce, 
e s p e c i a l l y ,  and i ts  f o r e i g n  commerce. 

During t h e  pe r iod  from January 1, 1879 ( t o  go no f a r t h e r  back) t o  March 
1968, t h i s  country  was undeniably and con t inuous ly  on a  s i n g l e  gold s t a n d a r d  
and maintained t h e  c o n v e r t i b i l i t y  of its l e g a l  t e n d e r ,  non-gold currency a t  
f a c e  va lue  i n t o  s t andard  c o i n  o r  b u l l i o n .  And dur ing  t h a t  long pe r iod ,  t h e  
purchasing power of a paper d o l l a r  was p r e c i s e l y  t h e  same a s  t h a t  of t h e  gold  
d o l l a r .  P r i c e s  of goods and s e r v i c e s  commonly went up a  l i t t l e  i n  good y e a r s  
and down a  l i t t l e  i n  poor. Only i n  t imes of war o r  of b i g  booms o r  b u s t s  d l d  
an  i n f l a t i o n  r a t e  o r  a  d e f l a t i o n  r a t e  exceed 1 o r  2  pe rcen t .  

I n  f a c t ,  i n  March 1968 and by s t a t u t e  i n  August 1971, our Government 
found i t  necessary  t o  abandon c o n v e r t i b i l i t y  f o r  our paper currency and has  
not  resumed it t o  t h i s  day. S i n c e  t h a t  abandonment, we have had a  h igh 
i n f l a t i o n  r a t e  every y e a r ,  good, bad,  o r  i n d i f f e r e n t .  And cont inous  i n f l a -  
t i o n  is cumulative.  I n  t h e  l a s t  f o u r t e e n  y e a r s  t h e  genera l  l e v e l  of con- 
sumers' p r i c e s  has inc reased  by 183 pe rcen t .  Our paper d o l l a r  now w i l l  buy 
no more than 353 c e n t s  would buy i n  1967. 

Th i s  g r e a t  i n f l a t i o n  of p r i c e s ,  t h i s  g r e a t  d e c l i n e  i n  t h e  purchasing 
power of t h e  d o l l a r ,  has worked v a s t  i n e q u i t i e s  between deb to r s  and c r e d i t o r s ,  
has c r e a t e d  g r e a t  u n c e r t a i n t i e s  f o r  b u s i n e s s e s ,  l abor  o r g a n i z a t i o n s ,  f a m i l i e s ,  
and a l l  pub l i c  f i s c a l  a u t h o r i t i e s  and has given u s  i n t o l e r a b l y  high i n t e r e s t  
r a t e s .  

I n  t h e  h i s t o r y  of t h e  world t h e r e  have been hundreds of cases  of govern- 
ments having been fo rced  o r  l e d  t o  suspend s p e c i e  payments ( a s  t h e  term used 



t o  be) f o r  t h e l r  paper c u r r e n c i e s ;  and i n  no s i n g l e  such c a s e  has any govern- 
ment ever  managed t o  avoid r a p i d  d e p r e c i a t i o n  i n  t h e  purchasing power of ~ t s  
u n i t  of va lue-  pound, f r a n c ,  mark, peso,  whatever. And t h e  s imple  reason 
f o r  t h i s  having been t h e  c a s e  is  t h a t  s e n s i b l e  people  who e a r n ,  save ,  and 
i n v e s t  r a p i d l y  l o s e  confidence i n  t h e  worth of such paper cur rency ,  even 
though i t  is i s s u e d  by t h e i r  own government and made l e g a l  t e n d e r  f o r  a l l  
t a x e s  and a11  d e b t s  p u b l i c  and p r i v a t e  wi th in  t h e  country .  The p resen t  
j u n c t u r e  i n  world h i s t o r y  a f f o r d s  no excep t ion  t o  t h e  record.  

Every n a t i o n  i n  t h e  f r e e - e n t e r p r i s e  world is now exper ienc ing  a  high 
i n f l a t i o n  r a t e  and a l l  t h e  consequent economic ills. The g r e a t  major i ty  of 
such n a t i o n s  had been on a  gold  s t andard  a t  l e a s t  f o r  a time- a s  s i g n a t o r i e s  
of t h e  postrWorld War I1 B r e t t o n  Woods I n t e r n a t i o n a l  Monetary Accord. A l l  
a r e  now t r y i n g  t o  make do wi th  i n c o n v e r t i b l e  paper currency.  Bre t ton  Woods 
is i n  shambles. 

There is no way t h a t  t h i s  n a t i o n  o r  any o t h e r  n a t i o n  can b r ing  t h e  p resen t  
rampaging i n f l a t i o n  under c o n t r o l  without f i r s t  r e - e s t a b l i s h i n g  a  s t andard  of 
va lue  and c o n v e r t i b i l i t y  f o r  i ts paper currency.  

During t h e  long h i a t u s ,  s o  much gold has  f a l l e n  i n t o  t h e  hands of specu- 
l a t o r s  t h a t  probably no one n a t i o n ,  not even t h e  United S t a t e s ,  could  a lone  
r e - e s t a b l i s h  t h e  gold s tandard.  But n a t i o n s  wi th  l a r g e  gold r e s e r v e s  have, 
f o r t u n a t e l y  and wise ly ,  kept  t h e i r  r e s e r v e s  p r e t t y  we l l  i n t a c t .  A number of 
them a c t i n g  i n  concer t  could c e r t a i n l y  r e - e s t a b l i s h  t h e  gold s t andard  i n  t h e i r  
r e s p e c t i v e  c o u n t r i e s .  Each could  (and would anyway) s e t  t h e  new p r i c e  i n  i t s  
own currency a t  which i t  would resume buying and s e l l i n g  gold. No heed need 
be given t h e  p r i c e s  quoted i n  t h e  s p e c u l a t i v e  markets of Hong Kong, Zur ich,  o r  
what ever .  

Any new i n t e r n a t i o n a l  accord t h a t  t h e  United S t a t e s  adheres  t o  should by 
a l l  means p r o h i b i t  any s i g n a t o r y  t o  use t h e  currency of another  na t ion  a s  t h e  
whole o r  any p a r t  of i ts  t r e a s u r y  o r  bank r e s e r v e s  and should inc lude  a  c l e a r  
s t a tement  t o  t h e  e f f e c t  t h a t  each s i g n a t o r y  remains e n t i r e l y  f r e e  t o  r e g u l a t e  
t h e  expor t  of c a p i t a l .  It is h igh ly  deba tab le  whether o r  not t h e  a c t u a l  fund 
of t h e  I n t e r n a t i o n a l  Monetary Fund should be cont inued.  The advisory and 
s t a t i s t i c a l  func t ions  of t h e  I M F  should be cont inued.  
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I respectfully submit some thoughts on gold's role in our monetary 
system, for consideration by the U.S. Gold Commission. 

We have had ten years of experience with fiat U.S. Dollars, since 
August 15, 1971. 

The massive "new" economic approaches to achieve monetary stability 
have all been found lacking in credibility. 

High interest rates, for example, do not stop inflation. In the long 
run, high interest rates increase inflation and bankruptcies. 

The U.S. should now adopt the old classical monetary approach to 
reduce inflation and interest rates and bankruptcies and revive 
our sagging economy. 

A return to gold standard dollars is now required. 

This action would give U.S. financial and business institutions a 
chance to function properly in a progressive manner. 

The rule of "QUALITY MONEY" backed by gold shoud now be substituted 
for depreciating fiat money. 

The "quantity" theory-for dollars has already been proven a failure. 

The cost of mining gold and it's market price for gold should both 
be taken into consideration when adopting an official new price 
for gold. The price should be such that the U.S. Treasury would 
gain gold rather than lose gold. 

A return to some f o m  of gold backing for U.S. Dollars will not be 
a step backwards but the necessary step forward to return to sound 
monetary practices. 

All holders of U.S. Dollars should again be entitled to see their 
dollar assets represent a store of value earning interest without 
further depreciation. This is the only honest way to print money. 
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This monograph was published and cowigh ted  i n  the Spring of 1980. 
It is a chronological r e c i t a l  of se l le rs '  and buyers' markets i n  rea l  
es ta te  fran the beginning of the 19th century t o  date,  and of the ~ a g a r i e s  
of the dol lar  during t h a t  period of time. 

The f i r s t  two chapters are  by way of introduction t o  the subject 
matter. The f i r s t  chapter Cp3ges 1-4) deals w i t h  the report  of a meeting 
in Washington of the international govermental financial leaders of the 
western world in 1966. It discloses a number of dif ferent  viewpoints 
concerning f i s ca l  policies of the western nations. It also discloses how 
wide frcau the mark the international f inancial  leaders have been. As t o  
the dollar,  it reveals the f l i g h t  of gold from the United States during 
the perfod fran 1968 t o  1966. It is a truism tha t  when a nation is i n  
trouble, gold leaves tha t  nation. Chapter 2 (pages 4, 5) deals with the 
relation of quantity of money to inf la t ion,  taking the position tha t  
whatever the defini t ion of inf la t ion may be, a prolonged and violent 
inflation cannot take place without a sharp r i s e  i n  the quantity of money. 

Chapter 3 (pages 6-19) deals with a succession of buyers' markets 
(lows) in rea l  es ta te  beginning with the year 1820 through the year 1897. 
It discloses that once every 18 years there had been a buyers' market i n  
rea l  estate.  It discloses tha t  every generation has had a boom i n  rea l  
es ta te  followed by a bust. This chapter also discloses that during the 
19th century, up t o  1897, the United States followed the admonition of 
George Washington t o  avoid entangling foreign alliances; and that i n  1897, 
the United States actually was the r ichest  country on earth. 

Chapter 4 (pages 19-27) deals w i t h  the period from 1897 t o  the 
beginning of the Great Depression. X t  was then tha t  the United States 
f i r s t  became embroiled in foreign alliances. 

Chapter 5 (pages 28, 29) deals with the factors that brought about 
the creation of the Federal Reserve Board, and the use of its notes as 
currency. Chapter 6 (pages 30-36) deals with the hyperinflation i n  Germany 
in  1923 and inflation i n  the United States since 1964. Chapter 7 (pages 
37-40) describes the involvement of the United States i n  the international 
f inancial  bank c r i s i s  of 1931. Chapter 8 (pages 41-49) covers the period 
fran the election of FBmdclin Delano Roosevelt t o  the early days of 1980. 
These chapters disclose buyers' markets i n  rea l  es ta te  i n  1910, i n  1928, 
i n  1946, and in 1964. 



Chapter 9 (pages 50-54) deals  wib& the  crea t ion  of the present  
l a y  f i a t  currency of the United Sta tes  during the  Presidency of Lyndon 
5 .  Johnson. In 1365, the  then Secretary of the lkeasury secured legis-  
la t ion  removinq the  gold reserve requirement that had been i n s t i t u t e d  
under Franklin Delano Roosevelt frcm federa l  reserves deposi t  l i a b i l i t y .  
In  1968 the  gold reserve was e n t i r e l y  eliminated. Up t o  tha t  time, there 
had been a creeping i n f l a t i o n  of approximately one t o  two percent a year. 
Wfth the reserve gone, it was not long before the  inf la t ionary  s p i r a l  
brought the  nation t o  today's galloping inf la t ion .  

Chapter 10 (pages 55-78) dea l s  with the  r o l e  of the United S ta tes  
Supreme Court in th* crea t ion  of two of the  na t ion ' s  three f i a t  currencies; 
f i r s t ,  there were the  Legal Tender Cases shor t ly  a f t e r  the Civi l  War, and 
secondly, the  Gold Clause Cases during the ea r ly  years  of the  administra- 
t ion  of Franklin Daano Iioosevelt. me majority opinions i n  both d isc lose  
that the Supreme Court bowed t o  the  p o l i t i c a l  whims of the  manent, and 
thereby departed frcan logic  and good sense. 

Chapter 11 (pages 79-86) suggests t h a t  the People should have the 
r i g h t  t o  vote d i r e c t l y  upon the  monetary and f i s c a l  po l i c i e s  of the  
fedenal government by way of the crea t ion  of a-referendum t o  be made 
p a r t  of a e  e l e c t o r a l  process once every four years. 

Chapter 12 (pages 87-90) suggests f k s t  that t he  United Sta tes  
today is a debtor nation, secondly, t h a t  t?hose who i n s i s t  that monetary 
d i sc ip l ine  can only be brought about by a re tu rn  t o  the  gold standard a r e  
misguided, and third, t h a t  monetary d i s c i p l i n e  can only be brought about 
by a return t o  the  yold re seme  requirements destroyed during the  Johnson 
administration. 

Presently, it appears t h a t  in 1982 there  w i l l  be another bottoan of 
the buyers' market (a  low) i n  r e a l  e s t a t e .  What is the occasion f o r  t h i s ?  
It is a long period of double digit:  mortgage i n t e r e s t  r a t e s  t o  which there 
appears t o  be no present  end. For this there a re  many causes. The 
primary cause? Government f i s c a l  excesses due t o  the  na t ion ' s  f i a t  
currency. During the  f i s c a l  years ending in July,  1973 through the same 
period i n  1981, the gwerrrment had a succession of f i s c a l  d e f i c i t s  t o t a l -  
ing 351 b i l l ions .  Somewhat over a hundred b i l l i o n s  of t h i s  was monetized. 
During the  same p e r i d ,  the  nat ional  debt  increased some 600 b i l l i o n s ,  
only s port ion of which is a t t r i b u t a b l e  t o  budget d e f i c i t s .  The c u l p r i t ?  
The off-budget entitlement programs, payments f o r  which a r e  made through 
a so-called Federal Financing Bank. 

The author, born in 1893, a businessman's lawyer, now inact ive ,  
f i r s t  learned about the  18 year r e a l  e s t a t e  cycle when studying economics 
a t  Hanard under the  guidance of Professor Leon Taussig. 
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America has  f a l l e n  v i c t i m  t o  a n o t h e r  of  H i s t o r y f s  g r e a t  
pape r  money d e l u s i o n s ,  s imilar  i n  many r e s p e c t s  t o  t h e  
M i s s i s s i p p i  Scheme. I f  t h i s  d e l u s i o n  is a l lowed t o  p e r s i s t ,  
American s o c i e t y  w i l l  c o n t i n u e  t o  become less f r e e ,  less 
harmonious and less p rospe rous .  

This  p a r t i c u l a r  pape r  money d e l u s i o n  a r o s e  as a consequence 
of f o s t e r i n g  f r a u d u l e n t  and c o e r c i v e  p r a c t i c e s  i n  t h e  money and 
banking system v i a  t h e  p o l i t i c a l  p roces s .  These p r a c t i c e s  gave  
rise, i n  t u r n ,  to  t h e  s o - c a l l e d  "bus ines s  c y c l e n  and t h e  
p r o t r a c t e d  d e s t r u c t i o n  of  t h e  classic g o l d  s t a n d a r d .  

Throughout monetary h i s t o r y ,  d a t i n g  back a t  least t o  400 
B.C., t h e r e  have e x i s t e d  t w o  r i v a l  monies which are b a s i c a l l y  
d i f f e r e n t  i n  kind.  Of t h e s e ,  one is money which is chosen ' 
v o l u n t a r i l y  as a p r e f e r r e d  medium of exchange through a p r o c e s s  
of c o m p e t i t i v e  s e l e c t i o n  i n  t h e  marke tp lace .  The o t h e r  is money 
which is d e f i n e d  and f o r c e d  t o  c i r c u l a t e  by e d i c t  of  t h e  
s t a t e - - t h a t  is ,  f i a t  o r  l e g a l  t e n d e r  money. 

Money which is t h e  p r o d u c t  of  f r e e  c h o i c e  is e s s e n t i a l  
t o  t h e  e s t a b l i s h m e n t  and maintenance of a r e l a t i v e l y  f r e e  and 
p rospe rous  s o c i e t y .  F i a t  money is an e s s e n t i a l  i n g r e d i e n t  of  
t o t a l i t a r i a n i s m .  I t  is t h e  p o l i t i c a l l y  induced e v o l u t i o n  from 
marke tp l ace  money t o  f i a t  money t h a t  is embodied i n  t h e  pape r  
money d e l u s i o n  of  today .  

Through t h e  i n s t i t u t i o n a l i z a t i o n  of f r a c t i o n a l  r e s e r v e  
banking,  t h e  passage  of l e g a l  t e n d e r  l a w s ,  t h e  fo rma t ion  of  t h e  
F e d e r a l  Reserve  System, and t h e  c o n f i s c a t i o n  of American 
c i t i z e n s f  g o l d  i n  1933, America g r a d u a l l y  r e v e r t e d  t o  a money 
and banking system t h a t  may b e s t  be c h a r a c t e r i z e d  as a 
"barbarous  relic." The sys tem is t h u s  c h a r a c t e r i z e d  because  it 
i n c o r p o r a t e s  e lements  of f o r c e  and f r a u d  more a p p r o p r i a t e  t o  a 
p r i m i t i v e  f e u d a l  s o c i e t y  t han  t o  a modern i n d u s t r i a l  democracy. 

The t i m e  has  come t o  e s t a b l i s h  a new kind of money and 
banking system t h a t  is a p p r o p r i a t e  both t o  t h e  s p i r i t  of t h e  
American Revolu t ion  and t o  t h e  c o n t i n u a t i o n  of t h e  I n d u s t r i a l  



Revolution. To be just, viable and enduring, such a system must 
fulfill a very simple and straightforward criterion: It must be 
free of the elements of force and fraud to the greatest possible 
extent. In practical terms, this means that the money system 
must be placed in the arena of voluntary exchange of values--the 
free market. 

There are several obvious steps that need to be taken in 
order to convert the American monetary system from a barbarous 
relic, embodying numerous elements of force and fraud, into 
something approaching a modern free market money system. The 
recommended steps which fellow have been identified on the basis 
of the deficiencies in the money and banking system that were 
discussed throughout the body of this statement: 

1. The most important step is to abolish all legal tender 
laws, thereby removing the threat of the use of force in 
maintaining the circulation of a particular qmney. This will 
permit Americans to choose among competing monies--it will end 
the Federal Reserve's money monopoly. It will also facilitate 
evolutionary changes in the money system, as inferior moneys are 
gradually eliminated through competition, and new moneys are 
introduced. 

2. All restrictions on entry and membership requirements 
should be eliminated from the banking business. Concurrently, 
the Federal Reserve System should be abolished. 

3. Anyone who promises to place money in safe keeping for 
immediate return at the request of a client, should be held 
liable for fraud should he subsequently appropriate that money 
for his own uses, or intentionally place it at risk (investing 
or lending without the client's permission). 

4. The final essential step is to return the gold presently 
stored in government vaults to the American people. This should 
be done by restoring convertibility of Federal Reserve Notes 
into gold coins of traditional weight and purity. The conversion 
ratio should be determined by market operation over a period of 
one to two years following passage of the enabling legislation. 
Once all Federal Reserve Notes have been converted, they should 
be retired, thus removing government and its agents from the 
money production business. From that point on, government should 
only intervene in monetary affairs to exclude fraud in the 
issuance of private monies. 
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In response to your office's requests concerning bankers' thoughts 
on gold role in the monetary system, I offer the following observations: 

It appears that some form of discipline is needed in controlling 
the level of money supply in our economy. This also appears to be the 
case with other industrial nations in the world. Central banks seem 
to lack the fortitude to control money supply without making concessions 
to the political pressures and desires of the elected government. We 
seem to have fallen into a pattern where the central bank accommodates 
deficit spending by monetizing the Treasury's debt issues and, in so 
doing, creates new money reserves. A return to "the gold standard", as 
existed prior to 1933, would provide the external discipline needed to 
control the growth of money supply in the country, and keep inflationary 
pressures in check. A return to such a system of external disciplines 
would require a higher degree of political sophistication than seems 
to exist in any of the industrial countries today, with the possible 
exceptions of West Germany and Japan. In addition, a return to the 
gold standard would create an immediate problem for the United States 
government in devising ways to balance the budget in a very short 
period of time. This would require either drastic cuts in the spending 
level or very substantial increases in the taxing level, or a combina- 
tion of both. 

While I personally question the political feasibility of making 
such drastic changes in our government's fiscal management policies, 
I am convinced that the long range effect of a return to a gold 
standard would be extremelv beneficial. If our currencv were irnmedi- 
ately convertible into gold, long range planning could Le undertaken 
bv individuals and businesses with the assurance that a mice stabilitv 
could be forecast into the future. The cost of a long t & m  investment* 
could be measured in terms of actual on-going dollar expenses, without 
having to consider the impact of inflation on actual dollar returns 
on the investment and financing costs. 

We have reached the unfortunate position where lenders and 
investors are not willing to provide funds for long term fixed asset 
investment at fixed rates of interest. As a result, lenders and 
depositors are requiring floating rates of interest to be applied to 
all types of loans and deposits. Businesses cannot project fixed 
asset investments, in terms of estimated units or production to be 
deriyed from such an investment, with the application of historic 
profit margins and cost factors. As a result, I find the businesses 
we deal with plan only for investments that promise a very quick 
repayment of invested dollars. Consequently, our industrial invest- 
ment in plant and machinery has slowed down to the point where pro- 
ductivity gains are hard to develop. 
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In summary, I feel that a return to the gold standard would be 
difficult - if not impossible - to impose on the American public. 
However, a failure to build some type of external discipline into 
our monetary affairs will eventually lead us to an economic collapse 
that may be even more intolerable. 

I suggest the consideration of a modified gold standard such as 
that which has been recommended by the Council for a Competitive 
Economy. As I understand this proposal, it calls for a return to the 
issuance of gold coin that would be allowed to circulate as currency 
in the country. The proceeds of the sale of these coins by the 
Treasury would be used to pay off existing Treasury debt, and could 
not be used to finance current expenses of the government. In addi- 
tion, the proposal calls for allowing other currencies to circulate 
in the country and be used at the discretion of the individual citizen. 
Under this plan a contract could call for a payment in dollars, gold, 
or any foreign currency that the parties entering a contract might 
agree to. Consequently, if the Federal government insisted on con- 
tinuing its uncontrolled spending habits, the citizens themselves 
would be motivated to bring such spending policies under control by 
refusing to accept the currency of the government. Since other 
currencies would readily circulate, along with dollars, the burden 
of mismanagement would fall where it rightfully belongs - on the 
government. 

I refer you to Mr. Joseph Cobb, economist for the Council for a 
Competitive Economy at 410 First Street, S.E., Washington, D.C. 20003 
for a scholarly analysis of the plan I refer to above. While there 
do not appear to be any ideal solutions to the problems of deficit 
spending and inflation, there are alternatives. IrA my opinion, the 
plan that Mr. Cobb proposes seems to hold some merit. 



Is a Gold Standard Workable? 

By James E. S i n c l a i r ,  General Partner  
The S i n c l a i r  Group Companies 

90 Broad S t r e e t  
New York, NY 10004 

The recent  debate on t h e  adoption of a  gold standard has been t inged a t  
times with more theological  fe rvor  than r e a l  understanding of the 
marketplace. Some advocates of  t h e  gold s tandard argue t h a t  nothing l e s s  than 
a  re turn  t o  gold c o n v e r t i b i l i t y  can stem excessive growth of the  money supply 
and bring down i n t e r e s t  ra tes .  

The idea  of gold c o n v e r t i b i l i t y  as a panacea i s  appealing i n  i ts  
s impl ic i ty .  If the government undertakes t o  redeem a l l  d o l l a r s  i n  gold on 
demand a t  a  pre-determined r a t e ,  it must automatical ly  l i m i t  t h e  c r ea t ion  of 
d o l l a r s  t o  coincide with the amount of gold ava i l ab l e  i n  o f f i c i a l  reserves.  
Restrained i n  i ts  a b i l i t y  t o  c r e a t e  new money, t h e  government would have t o  
confine i ts  spending t o  ava i lab le  revenues o r  r i s k  lo s ing  i ts gold. I n  t he  
simpler e r a  of t h e  19th and ea r ly  20th centur ies ,  t h e  gold standard functioned 
with a  good deal  of success, though perhaps with l e s s  success than legend 
accords it. It is not a device r ead i ly  adaptable t o  t h e  f a r  more complex 
economic world of the  l a t e  20th century. 

Today, gola  is less, a  commodity and medium of exchange than a barometer of 
world anxie t ies .  Under pressure of news communicated with the  speed of l i g h t ,  
t r a d e r s  can i n s t a n t l y  bid up t h e  p r i c e  of gold o r  s e l l  it down. Any number of 
events can d r a s t i c a l l y  a f f e c t  the  s t a t e  of the  world's anx ie t i e s  and thus the  
p r i c e  of gold. Imagine f o r  a  moment t h e  impact on t h e  p r i c e  of gold of some 
not-too-fanciful news developments: the overthrow of Saudi Arabia's House of 
Saud by a  rad ica l  regine; t he  discovery t h a t  Libya o r  t h e  Palest ine Liberat ion 
Organization had gained possession of nuclear weapons; the t h r e a t  o r  the  
r e a l i t y  of a  major Soviet mi l i t a ry  incursion i n  Northern Africa. For the  U.S. 
Treasury t o  maintain conve r t ib i l i t y  under those circumstances could be the 
monetary equivalent  of ac t iva t ing  a  fuse  t o  a  nuclear  device. 

Conver t ib i l i ty  works best  i n  a  s t a b l e  cl imate,  a  condi t ion i n  which p r i c e  
and demand a r e  so f ine ly  tuned t h a t  conversion i s  an unused option. Ideal ly ,  
c o n v e r t i b i l i t y  serves a s  a  form of d i s c i p l i n e  upon the  na t ion ' s  money 
managers, not a s  an opt ion l i k e l y  t o  be exercised by holders  of do l l a r s  o r  
gold. In today's world, the r i s k  is high t h a t  c o n v e r t i b i l i t y  would lead 
frequent ly t o  conversion. In  those circumstances, t h e  Treasury might be 
caught between deplet ing i t s  gold supply and c los ing  the gold window. Those 
were jus t  t h e  choices t ha t - f aced  the  Nixon Administration i n  August, 1971, and 
i t s  decis ion was inescapable. It ended c o n v e r t i b i l i t y  and with it 
Washington's l a s t  d i r e c t  commitment t o  t h e  gold standard. 

Those fami l ia r  with day-to-day operation of the  markets have noted a s h i f t  
i n  the markets' reac t ion  t o  events and expectations.  As recent ly a s  t he  ea r ly  
i 9 6 0 i 5 ,  economists assumed t h a t  i n t e r e s t  r a t e s  were a  funct ion of money 
supply, t h a t  a rapidly expanding money stock would be t r ans l a t ed  i n t o  r ead i ly  
ava i lab le  money and low i n t e r e s t  r a t e s .  But i n  recent  years ,  the re la t ionship  
between the  money supply and i n t e r e s t  r a t e s  has become more complex and l e s s  



predicatable ,  more responsive t o  psychology and expectat ions,  l e s s  t o  
fundamentals. A fo recas t  by a respected observer such a s  D r .  Henry Kaufman of 
Salomon Brothers can i n s t a n t l y  a f f e c t  markets. 

By t h e  volume theory of money, i f  money supply is  increas ing  a t  an 
acce lera t ing  r a t e ,  this f a c t  has g rea t e r  impact upon i n t e r e s t  r a t e s  than a 
supply growth of t h e  same scope but on a dece lera t ing  r a t e  of change. In  a 
market suscept ib le  t o  arcane inf luences,  it could be dangerous t o  introduce 
yot  another experimental approach, even one t e s t ed ,  a s  t h e  gold standard was 
t e s t ed ,  over many decades. There is r i s k  t h a t  the appl ica t ion  of an automatic 
r a the r  than  judgmental brake on t h e  money supply could produce a r e a l  
shrinkage and even a t r u l y  dangerous d i s i n f l a t i o n  of t h e  type t h a t  plunged t h e  
U.S. i n t o  t h e  Great Depression. 

It is argued t h a t  gola-backed government s e c u r i t i e s  could be so ld  a t  f a r  
lower i n t e r e s t  r a t e s  than conventional Government bonds, and that t h i s  device 
could save t h e  Treasury l a rge  sums i n  i n t e r e s t  charges. The theory mer i t s  
examination. 

Xf a lender  could be assured t h a t  h i s  c a p i t a l ,  guaranteed i n  t he  form of 
gold, would r e t a i n  i t s  purchasing power f o r  t h e  l i f e  of a bond, the lender  
could a f ford  t o  accept a nominal r a t e  of i n t e r e s t .  However, recent  i s sues  of 
bonds backed by bullion--silver i n  the U.S., gold i n  Europe--have been 
received warily by lenders.  Whether t he  U.S. government could market enough 
gold-backed low-interest bonds t o  meet i ts borrowing needs is an open quest ion.  

I f  t h e  Government f l oa t ed  a s u b s t a n t i a l  i s sue  of bonds secured by gold and 
returning only a low coupon r a t e ,  what would happen? By some pro jec t ions ,  
these bonds would be readi ly  absorbed. My view is t h a t  they would gain wide 
acceptance only i f  the buyers an t i c ipa t ed  an ongoing r i s e  i n  the p r i ce  of 
gold, o r  i n  o t h e r  words, continuing i n f l a t i o n .  

Assuming f o r  the  moment t h a t  these new gold-backed bonds proved t o  be 
popular, how would t h i s  a f f e c t  t he  value of o the r  outstanding Treasury i s sues ,  
those not backed by gold? Why would anyone buy a bond backed only by the 
f a i t h  and c r e d i t  of t h e  United S t a t e s  Government i f  gold-backed bonds were 
ava i lab le?  There is no d i s t i n c t i o n  i n  the marketplace between o ld  s e c u r i t i e s  
and new s e c u r i t i e s ,  o ld  i n t e r e s t  and new i n t e r e s t ,  so t h e  popular i ty  of 
gold-backed bonds could only have a negative e f f e c t  on the  grea t  body of 
outstanding Treasury s e c u r i t i e s ,  depressing p r i c e s  and i n f l a t i n g  yields .  

F isca l  and monetary pol icy must be corrected through adherence t o  
d i sc ip l ines ,  and i n  my opinion, along something c lose  t o  t h e  l i n e s  of present  
Administration pol icy.  The gold standard is  not a s u b s t i t u t e  f o r  f i s c a l  and 
monetaly d i sc ip l ine .  Perhaps a f t e r  d i s c i p l i n e  has been es tab l i shed  and goals  
rea l ized ,  sane form of gold standard might successfu l ly  be employed t o  hold 
gains  already won. A s  a gold ana lys t  with 2 1  years '  seasoning i n  t he  markets, 
I see  the  gold standard not a s  a workable t o o l  t o  achieve monetary d i s c i p l i n e  
but  j u s t  possibly a s  a device t o  maintain d i s c i p l i n e  and s t a b i l i t y  once those 
conditions were es tab l i shed .  



Issues Before the Gold Commission 

Submitted by: 

Robert Solomon 

The Brookings Institution 

November 12, 1981 

1. What would be gained from giving gold a more important 
official role? Some believe that a monetary rule that the Federal 
Reserve had to follow would limit money growth and put an end to 
inflation. This would eliminate all Federal Reserve discretion 
and eliminate counter-cyclical monetary policy. Others favor a 
gold-convertible dollar so as to assure that the supply of money 
is determined by the demand for money. This approach is flawed 
because it fails to distinguish "money to hold" from 'money to 
use" and could worsen inflation. None of the gold-linked proposals 
address the fundamental inflation problem of the United States, 
which is an interaction of wages and prices. 

2. What would a move toward gold do to the exchange rate system? 
Most proposals for a return to gold do not address this question. 
It is important to avoid pushing the world back to the strait- 
jacket of fixed exchange rates. 

3. What woqld be done about the price of gold? An attempt to 
peg the'market price of gold could cause monetary policy to be 
destabilizing. A free market price would not satsify those 
who are seeking the discipline of gold. This poses a dilemma 
for advocates of a return to gold. 

4. What sort of international convertibility would be established 
and what are its implications? The dangers of destabilizing 
purchases (or sales) of gold from (or to) the United States are 
real, as discussed under 3 above. 

5. What should the United States do with its gold? This is 
not a pressing problem. Our gold stock is part of the national 
patrimony, along with many non-monetary assets. There may be 
occassions to use the gold in the future but we are not forced 
to decide to do something with our gold assets just because they 
exist. 
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STATEMENT TO GOLD COMMISSION 

TRANSITION PERIOD - Irredeemable Paper to Specie-Backed Currency. 
Submitted by: Richard L. Sdlyom, Chairman; February 6, 1982. 

It is inevitable that sooner or later the United States will 
return to a specie-backed currency. The following statement con- 
cerns the transition period from our present irredeemable paper 
to a new specie-backed currency. 

Court action (Law No. 56,182) to test Constitutionality of 
irredeemable paper is underway in Montgomery Co. Maryland. The 
appeal process for a new trial began on January 14, 1982. 

The result of a favorable court decision will be, not a great 
upheaval, but simply that the States will have had taken away from 
them a priviledge they now think they have . . . the practice of 
extinguishing their debts with-irredeemable Federal Reserve notes. 
Furthermore, a transition period will be provided automatically. 
It will set the stage for the following scenario: 

AT THAT POINT IN TIfiIE 

Federal Reserve notes will continue to circulate but 
their use by the States will have been prohibited. 

This will force the Congress to reassume its consti- 
tutional obligation & prerogative of coining money 
and regulating the value thereof 

A bill will be passed creating a new specie-backed 
currency; interest free and fully redeemable. 

The Congress will instruct the U.S. Treasury (not the 
Federal Reserve banks) to issue this new money. 

This new currency will NOT be issued directly to 
the public by the U.S. Treasury. 

The new currency will be issued by the U.S. Treasury 
to the 50 State Treasurers in exchange for "X" number 
of Federal Reserve notes, say . .  one for twenty greenbacks. 

The State Treasurers will use this new currency to 
extinguish their States' debts in cotnpliance with 
Article I; Section 10 of U.S. Constitution which says: 
"No State shall . . .  emit Bills of Credit; make any Thing 
but gold and silver Coin a Tender in Payment of Debts; . . 1 1  

Then, two currencies will be circulating simultaneously, 
irredeemable Federal Reserve notes and the new specie- 
backed currency. Similar situations have existed in 
the past in this country. Citizens will then make their 
"preferred choice" and one or the other will dominate. 

(Continued) 
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9 .  This scheme will introduce a new specie-backed currency 
into the monetary blood-stream with least disruption to 
industry, banking and commerce. It will, at the same 
time, sop up much of the debt-ridden paper money now 
causing ruinous inflation. 

A National storm is brewing over this issue. A return to an 
honest monetary system is inevitable, the sooner the better. 

Respectfully submitted. 

R, x.&$- 
Richard L. Solvo 

Chairman 
Summary of Court Case: 

A MAJOR CONSTITUTIONAL CHALLENGE 

The Founding Fathers, when framing the Constitution, were fully 
aware of the dangers of paper money. Hence, Article I; Section 10 
reads: "No State shall . . emit Bills of Credit; make any Thing 
but gold and silver Coin a Tender in Payment of Debts; . ." In 
spite of this explicit language, our government, since 1968, has 
been printing paper dollars without gold or silver backing. The 
inevitable consequence is uncontrollable inflation. 

Though the "money question" has been raised by innumerable tax 
resisters and others, to date the government has always been able 
to sidetrack the issue and avoid defending its position. Now, 
however, comes Richard L. Solyom of Fort Lee; N.J. with a direct 
challenge to the value of the paper dollar. He is demanding pay- 
ment in gold and silver coin from the State of Maryland as compen- 
sation for land taken from him by the Maryland-National Capital 
Park & planning Commission under eminent domain laws. The outcome 
of his case may well decide whether or not the Constitution is 
still the Supreme Law of the Land. 

Solyom is prepared to accept whatever amount a jury may decide is 
"just compensation" but claims that if he accepts paper money 
offered by the Park Commission, it will place the State of Maryland 
in direct violation of Art.1; Sec. 10 of the U.S. Constitution. There- 
fore he must refuse the paper money. 

His landmark case was heard in the Circuir Court for Montgomery 
Co. Maryland on December I, 1981. A preclusion order, issued by 
the presiding judge, prevented the money issue from being presented 
to the jury. 

The 
Supr 
it i 

case has been appealed and ultimately may land in the U.S. 
,erne Court. The language of the Constitution is explicit and 
s difficult to imagine a Supreme Court decision adverse to 

Solyom. A favorable decision by the Supreme Court will mean that 
Federal Reserve notes can no longer be used by the states to 
extinguish their debts. Such a decision wilZ help guide the 
Federal government back to a specie-backed currency. 
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I n f l a t i o n  has become a way of l i f e  i n  f r e e  world economy. The 
expansion of money i n  t e m s  of production of commodities causes 
changes i n  value of money. S e n s i t i v e  as it i s  t o  continuous changing 
f ac to r s ,  economic, p o l i t i c a l ,  and soc i a l ;  t he  confidence i n  money is  
sub jec t  t o  changes and the re fo re  s h e l t e r  aga ins t  f a l l i n g  money value 
i n  t e m s  of commodities is being sought a f t e r  by investment i n  f i xed  
a s s e t s  l i k e  property,  land and/or commodities, With the  l i m i t a t i o n  
on supply of each of these  s h e l t e r s ,  t h e  demand causes the r i s i n g  
p r i c e  t rend i n  a l l  above a s s e t s ,  which i n  tu rn  cause many s o c i a l  and 
economic problems l i k e  r i s i n g  c o s t  of production c r ea t ing  labour  
problems and unemployment. Thus i n f l a t i o n  generates  a cycle  of events.  
Unless i n f l a t i o n  generates a growth r a t e  i n  t he  economy t o  cornmunsu- 
r a t e  with the  f a l l  i n  value  of money caused by the  r a t e  of i n f l a t i o n  
the problem of i n f l a t i o n  s h e l t e r  remains, It is  a l so  met by investment 
i n t o  o ther  assets. Such o the r  investments which a r e  sought a f t e r  a r e  
gold, s i l v e r  and diamonds and even o t h e r  base metals.  Value of s i l v e r ,  
diamonds and base metals is subjected t o  the  ind iv idua l  problems a l so .  
While gold i s  a d i s t i n c t i v e  a s s e t  from o the r s ,  a new c l a s s  of invest* '5 

seek a f t e r  gold. I am suggesting the  in t ro6uc t ion  of paper currencl  c 
paper bond conver t ib le  i n  gold o r  gold value a t  a fu ture  d a t e  a s  an 
addi t iona l  a s s e t  aga ins t  i n f l a t i o n ,  a s  s h e l t e r  and as  a s u b s t i t u t e  t o  
physical  gold investment. Total  currency i n  any country completely 
backed with gold o r  conver t ib le  i n t o  gold a s  p e r  orthodex gold s tandard 
is an i d e a l  s i t u a t i o n  not  l i k e l y  t o  reach i n  forseeable  fu tu re ,  nor  is  
it f r e e  from global  problems. 

The est imated t o t a l  golci investment i s  24,5 mi l l ion  ozs. i n  the  
year  1979. The t o t a l  world production is  39.29 mi l l ion  02s. i n  1979. 
This works o u t  t o  62%. Though i n  1989 investment r a t i o  has gone down, 
s t i l l ,  it may work o u t  t o  45%. I f  only  25% of t h i s  demand is d ive r t ed  
t o  t h e  paper gold, it w i l l  con t r ibu t e  t o  l e s s  p ressure  on phys ica l  
gold. 

Besides, gold reserves wi th  Centra l  Banks a r e  about 1000 mi l l i on  
02s. If t h e  investment i n  paper gold m a t e r i a l i s e s  t o  5 mi l l ion  02s. 
pe r  year  it would con t r ibu t e  t o  counte rac t  i n f l a t i o n a r y  pressure  i n  
the  economy, and the gold of t h e  Centra l  Bank Reserve w i l l  f i n d  use fu l  
u t i l i s a t i o n .  This amounts t o  limited and r e s t r i c t e d  re turn  t o  gold 
standard . 

A s  I mentioned i n  my speech a t  S ix th  Annual Conference of NMR a t  
New Orleans i n  Novmber,l979 t h a t  abrogation of gold c lause  i n  1935 
brought an end t o  automatic r e l a t i o n s h i p  between currency, gold and 
commodities. This w a s  the  beginning of t he  end of unequivable f a i t h  
i n  paper currency. The in t roduc t ion  of paper gold is  reversa l  of t h a t  
trend. I t  may be only a f i r s t  s t e p  i n  t h a t  d i rec t ion .  



I am r e s t r i c t i n g  myself t o  a suggestion t o  i s sue  of gold bonds 
by a cen t ra l i sed  monetary author i ty  o r  by Central  Banks of individual 
couiitry. Convert ibi l i ty  of sold bond i n t o  gold a t  a future date  say 
15 t o  20 years i s  subjected w i t h  an option of e i t h e r  to  ~ i v e  gold o r  
value of gold i n t o  the loca l  currency a t  t h e  time of maturity. These 
bonds a re  t o  be sold across the  counter of the  Central Bank against  
(1) either surrender of physical  gold o r  ( 2 )  against  payment i n  loca l  
currency. In  the instance of (1) the physical  gold is surrendered 
agains t  paper gold bearing a f ixed  i n t e r e s t  and an option of del ivery 
of physical  gold i n  equivalent weight a t  the time of ma-rity o r  the 
value of so much weight of gold a t  a p r i c e  prevai l ing  a t  t h e  time of 
maturity i n  local currency of such gold. ( 2 )  In  second category, the  
option of de l ivery  i n t o  physical  gold t o  equivalent of weight of gold: 
o r  the  value of weight of gold i n  l o c a l  currency a t  the time of 
maturity; against  i ssue  of gold bond a t  a p r i c e  determined i n  l o c a l  
currency. The bond may bear  a f ixed  i n t e r e s t .  

NOTE I 
GENESIS OF GOLD BOND 

It is an i ssue  of bonds aga ins t  currency returnable  i n  gold o r  
gold value i n  currency a t  a f u t u r e  date.  

Two types of gold bonds a r e  suggested. 

1. One i s  the  i s s u e  against  subscript ion i n  loca l  currency. The 
Government may i s sue  bonds a t  a p r i c e  agains t  loca l  currency f o r  so 
many ounces of gold t o  be returned i n  physical  gold a t  the date  of 
maturity. If by chance gold i s  no t  returned, it i s  to be paid i n  
loca l  currency a t  the  p r i c e  of physical  gold prevalent a t  t h a t  time. 
It may vary on demand based on t h e  p r i c e  of physical gold. It is sold 
i n  u n i t s  c.f ounces of gold, i.e. bond f o r  one ounce of gold t o  be 
purchased agains t  currency. 

A t  the  end of the maturity period the  physical  gold of one ounce 
i s  t o  be given o r  currency i.e. d o l l a r  t o  be given equivalent t o  the 
p r i c e  of physical  gold ru l ing  a t  the time, f o r  one ounce of gold. 

2, Second type i s  when the gold bond is  issued against  surrender of 
physical  gold to be given back i n  physical  gold a t  the  time of matu- 
r i t y .  If physical  gold cannot be returned it is t o  be paid back i n  
currency of the country i n  which the bond i s  issued, a t  the p r i c e  of 
physical  gold ru l ing  a t  the  time. 

Central  Banks have Reserves i n  gold t o  the  tune of $500,000 
mil l ion a t  $500 pe r  ozs. which performs no important p a r t  i n  the  
monetary systems. Some of such gold can be ear-marked against  type 
number one of the  goid bond, 

It is estimated t h a t  about $30000 mil l ion i n  gold i s  i n  the 
hands of p r iva te  individuals ($500 per  oz) some of t h i s  may be 
diverted t o  second type of gold bond. These bonds must have a l l  the 
qua l i f i ca t ions  of physical gold t o  some extent ,  besides, such bonds 
may o f f e r  advantages t o  inves tors  by b e t t e r  i n t e r e s t  ra te ,benefi  ts  
i n  taxes and bearer conversion l i k e  gold. These suggestions require 
thorough and deeper scrut iny by the  Monetary experts. 
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The Const i tut ional  currency with Vegulated value thereof" 
has never been avai lable  t o  the c i t i z e n s  of the United States .  
Currency of regulated value i s  the answer t o  America's problem, 

Unti l  new, the meaning of the term, regulated value, has 
not been avai lable  t o  the people or t h e i v  c i o n g r ~ a s - X i e r  the 
term currency, confused with money, nor the term value,haw been 
understood, making i t  poss ib le  f o r  the Congress t o  car ry  out the 
masterful provision f o r  maximum production with f u l l  employment, 

With the science of curPency discovered exposing the mean- 
ing  of the term 'regulate the v a l w  thereof4 of money,there is  
no occasion t o  consider a r e t u r n  t o  the  n f rac t iona l  reservet8 gold 
standard, the perfidy of which brought on the Federal  Reserve Act. 

Ar t ic le  1, Sect ion 8, Clause 5, is  wr i t ten  i n  code. The code 
has been broken, Money means currency, and "regulate the value" of 
currency means t o  e s t ab l i sh  The Unit of Value along with the units 
of neighh,distance,volme,horseposer ,speed, and t e rnpera tv~e~e tc ,  

The mystery about currency, and money, has been cleared up,The 
science of economics, as wel l  as  the science of currency,along with 
t h e  science of finance and the  equi table  d i s t r i b u t i o n  of the  c o s t  
of government service,  which sciences eliminate usury-debt taxat ion,  
inf la t ion-def la t ion ,  needless bankruptcy and unemployment, by level-  
ing off the economv f o r  equity-compensated production, a re  now off 
the drawing board, s c i e n t i f i c a l l y  discovered and adequa t e l p  defined, 

The U n i t  of Value is  now discovered and s c i e  r t i f  i c a l l y  defined. 
Value , i n  the  abs t rac t  , I s  : Production Unit Compensation Cost.The u n i t  
i s  The U n i t  of Value: The key t o  the so lu t ion  of economic problems. 

Economics has been brought t o  l i f e  and meaningful understanding 
as: Production f o r  Compensation t o  Dis t r ibut ion  f o r  Consumption. 
The missing l i n k  has been Compensation, f or labouring and capitalo 
The emancipation of Labor,and,the emancipation of Capi tal ,  i s  found. 

The pumose of the innovation of currency is  f o r  compensatibn, 
The Science of Equitable Exchange Compensation, i s  now discovered. 

With knowledge of The Unit of Value the Conqress i s  enabled ts  
implement the provision of the Const i tut ion f o r  currency of regula- 
ted value and a v a i l  the c i t i z e n s  of a f r e e  enterpr i se  wealth-economy. 

It is  universal ly  known t h a t  the Fcderal Reserve System of debt- 
bankinq a s  lega l ized  inflation-def lation,usury-debt taxat ion,  i s  not 
o n l y  wrong,but i s  destroying the  individual  l i b e r t y  of t h e  c i t i zens .  
There i s  no such th ing  as  l i b e r t y  without equitable compensation. 



2. It i s  ofie thicq t c  k r o . .  .::kt is won:  :n o w  greet  cccntry but 
q u i t e  another thing t o  h o w  xbat  t o  d o  about i t .  ---- Ye nc.-v kzow AOTV. 

We now know exac t ly  how t o  r e p l a c e  the  present  currency s y s t e ~  
with  t h e  system which the  now decoded Cons t i t u t i on  provides for. 
Knowledge i s  now ava i l ab l e  f o r  t h e  Cengress t o  perform a  vas t  se rv  
v i c e  for t h e  people which they  have always been e n t i t l e d  t o .  

A g r i n c i ~ l q  has been discovered which con t ro l s  the  economy 
and des t iny  of nations. The sc ience  of currency i s  the  cont ro l .  
The U n t t  of'Vaallle Is the  s e c r e t  m f  currency of regulated value 
which is  required by the  Cmns t i t u t i en  f e r  Congress t o  proiride. 
U n t i l  now, ae Cengres~  had the knowledge with which t o  implement 
t h e  Compensation Curremy prmvision ef t he  U. 9. Consti tut ion.  
Hehce the  depredations of t h e  o r i g i n a l  qeld standard,uhich depre- 
d a t i s n s  were j m ~ r o a d  upon by the  s l y  a r t i f i c e  and cunning of t he  
Fede ra l  Reserve System of l e g a l i z e d  in f l a t i sn -de f  l a t i o n  usury-debt 
t axa t i sn ,and  unbalanced budget, and n a t i o n a l  bardmuptcy, shame and 
d i sg race  before the  nat ions  of t h e  world,but with the  deep d e l i g h t  
of t h e  l eade r s  ef Soviet  Russia who may say$  nLenin to ld  you soN. 

It was the  gold s tandard  t h a t  brought mn the  inf la t ion-def la-  
t i o n  of 1929-33 and enabled t h e  C la s s  A Stockholders of t he  Fed- 
e r a l  Reservo debt-banks t o  g e t  gold demonitizcd i n  1934,thei.r a rch  
ob jec t ive .  Rl th  t h e i r  l e g a l l z e d  f r a u d ,  they do net  need any gald. 

Let it be knowmr The currency aP regula ted  value of the  Cons- 
t i t u t i o n  i s  s p e c f f i c a l l y  def ined  as8 P r l ce  & Dollar , i ssued by 

t h e  prc~ducing c i t i z e n s  a s  dua l  documents ef ewnershfp ef equity- 
value  u n i t s  of c ~ m p a s l ~ e - p e s t e d  exchange-wealth i n  Equity Trust  
Exchange Depets ,as p r i v a t e l y  mwned warehouses, f a r  the  purpose 
of delay-exchange processing t o  re-purchase and re-sale  as baJ,- 

cam ensa t ion  t o  holders  of s i m i l i a r l y  issued ~ e r t h i c a t e s  
of Equi ty  pr ice -do l la r s )  , e f f e c t u a t i n g  equity-value un i t s  far m+ 
equity-value u n i t s  of exchange-wealth s e rv i ces .  

The Comptroller of Equi ty  and Currency operates t h i s  system 
f o r  t h e  Congress,as now mandated by t h e  Cons t i t u t i on  with hiu 
Ex-Off lc i .  Managers i n  key pesit1.ns.Through h i s  o f f i c e ,  t h e  Con- 
g r e s s  f inances  government s e r v i c e  c o s t s  without a dime af debt 
o r  a penny of usury- in te res t ,  71th  a balanced budget, da i ly .  

The Csngress w i l l  exe rc i se  i t s  o ~ t i o n  t o  repee l  the Federal  
Reserve Act debt-banking nen-value usury- in te res t  currency system 
and i n s t f t u t e  the f r ee -en te rp r i s e  full-emplepment zt full wages, 
full investment a t  maximtlla and uniform dividends.  i n  a maximun- 
p r o s p e r i t y  wealth-ecsnemy f r e e  of all i n i l a t i en -Ae i l a t f en  usury- 
deb t - taxa t ion ;  the  c a s t  o! g e r e r m e n t  s e rv i ce  being d i s t r i bu t ed  
bv t he  Comptrel ler 's  system s f  Automation of Finance & the  cur- - 
rency se rv ice , regardfess  of who i s  using the  currency se rv ice  a t  
the  end of each day.All presen t  t a x  o f f i c e s  a r e  no longed  needed. 
The saving,  and oppertunity f o r  e r r o r  i n  these  o f f i ce s ,  i s  vas t .  

Briefly and r e s p e c t f u l l y  submitted,  



F E E  BANKING UNDER A LABOR STANDARD -- 
THE PERFECT MONETARY SYSTEM 

Submitted by 

EARL A .  TBOMPSON 

DEPARTMENT OF ECONOMICS 
IJNIVEXSITY OF CALIFORNIA, LOS ANGELES 

JANUARY 8, 1982 

No one t o  my knowledge has  p r e s c r i b e d  a f i n a n c i a l  s y s  tem t h a t  would, a t  
l e a s t  w i ~ h i n  f a m i l i a r  economic paradigms, guarantee  a n  automat ic ,  s imul taneous  
cure  Eor a l l  of our  macroeconomic maladies  (viz., i n e f f i c i e n t  f l u c t u a t i o n s  i n  
employnent, p e r s i s t e n t  and higli ly v a r i a b l e  r a t e s  of i n f l a t i o n  o r  d e f l a t i o n ,  
and governmentally c rea ted ,  a r t i f i c i a l  s c a r c i t i e s  of  money). Economists seem 
t o  b e l i e v e  t h a t  such a system does n o t  e x i s t .  However, the re  is a f i n a n c i a l  
system -- one wi th  a l a b o r  s randard  and f r e e  banking -- t h a t  would, a t  l e a s t  
t h e o r e t i c a l l y ,  s imul taneously  prevent  a l l  macroeconomic i l l s  r e g a r d l e s s  of t h e  
kinds o f  shocks t h a t  h i t  our  economy and wi thout  any r e l i a n c e  whatsoever cn 
d i s c r e t i o n a r y  p o l i c y  i n t e r v e n t i o n .  

The & governmental r e s p o n s i b i l i t y  i n - t h i s  f i n a n c i a l  system i s  t o  make 
the  d o l l a r  f r e e l y  c o n v e r t i b l e  i n t o  an amount of gold,  o r  noncurrsncy redemp- 
t i o n  a s s e t  t h a t  government f i n d s  most convenient ,  j u s t  enab l ing  the  redeemer 
t o  pcrchase a predetermined, f i x e d  amount o f  l a b o r  i n  the  f r e e  market. 

So, t h e o r e t i c a l l y  speaking,  a d o l l a r  w i l l  always buy a cons tan t  amount, 
say f i v e  minutes,  of U.S. l a b o r .  This c r e a t e s  a s t a b l e  and i n t e r t e m p o r a l l y  
constant  wage l e v e l .  To s e e  t h i s ,  suppose t h a t  the  f r e e  market l e v e l  of money 
wages were t o  i n c r e a s e ,  c e t e r i s  pa r ibus .  The amount of gold requ i red  t o  pur- 
chase a u n i t  of l a b o r  would i n c r e a s e  correspondingly .  Since  the  p u b l i c  could  
then o b t a i n  more gold f o r  a d o l l a r  from the  government than they could from 
the f r e e  market, a r b i t r a g e u r s  would p r o f i t  by t u r n i n g  d o l l a r s  i n t o  the  govern- 
ment f o r  gold and then s e l l i n g  the  gold i n  the  f r e e  market. The r e s u l t i n g ,  
automatic d r a i n  of d o l l a r s  from the  system would s ene  t o  depress  money wages. 
The induced reduc t ion  i n  t h e  f r e e  market ' s  money p r i c e  of gold would not reduce 
the a r b i t r a g e  p r o f i t  because a lower gold  p r i c e  immediateiy i n c r e a s e s  the  
amount of gold requ i red  t o  purchase a u n i t  of l a b o r  and t h e r e f o r e  t h e  amount 
of gold one can o b t a i n  from rhe governmnt  f o r  a d o l l a r ;  a s  t h e  f i n a n c i a l  re- 
t u r n  t o  the  gold purchase and r e s a l e  decreases ,  i ts  c o s t  decreases  by the  same 
amount. The currency d r a i n ,  t h e r e f o r e ,  con t inues  u n t i l  t h e  money wage r a t e  i s  
r e s t o r e d  t o  i ts o r i g i n a l  l e v e l .  

I n  a world wi th  many k inds  of l a b o r ,  our  s t andard  would s t a b i l i z e  t h e  
quanti ty-weighted average wage r a t e ,  e .g. , the  30-million worker, B .L .S. 
monthly wage index,  thereby g iv ing  an i n d i v i d u a l ,  f o r  h i s  d o l l a r ,  an amount of 
gold just enab l ing  him t o  purchase a r e p r e s e n t a t i v e  set  of l a b o r  s e r v i c e s  
t o t a l l i n g  a cons tan t  number of man-minutes of U.S. l a b o r .  

Since monthly wage index da ta  a r e  not  a v a i l a b l e  u n t i l  w e l l  i n t o  the  
following month, a p r a c t i c a l  problem a r i s e s  a s  t o  how t o  determine t h e  r e l e v a n t  



convers ion p r i c e s .  To s o l v e  t h i s ,  t h e  government should make i t s  conversion 
payments assuming t h a t  the  wage index w i l l  be a t  i t s  t h e o r e t i c a l  v a l u e ,  but  
compensate a11 l a r g e  c o n v e r t e r s  e x  p o s t  f o r  subsequent ly  observed i n c r e a s e s  i n  
the  index  from its t h e o r e t i c a l  va lue  and, of course ,  charge them f o r  decreases  
i n  t h e  subsequent ly  observed index.  Thus, the  government would make i ts March 
conversion payments assuming that t h e  average c o s t  o f  f i v e  minutes o f  l a b o r  
dur ing  March is  $1.00; b u t  i f  t h i s  average c o s t  t u r n s  o u t  t o  b e ,  say  $1.02, 
then  a l l  l a r g e  conver te r s  would be due an e x t r a  2% gold  payment whi le  i f  t h e  
index  were,  s a y ,  at  $ . 9 7 ,  t h e  l a r g e  c o n v e r t e r s  would have t o  pay 3% more dol- 
l a r s  t o  t h e  government. Thus, i f  informed s p e c u l a t o r s  thought ,  on ba lance ,  
t h a t  t h e  March wage index was going t o  be above $1.00, they would, on ba lance ,  
conver t  d o l l a r s  t o  gold,  s imul taneously  s e l l  t h e  gold i n  t h e  f r e e  market,  and 
w a i t  f o r  t h e i r  expected compensation from t h e  government i n  t h e  fol lowing 
month. The d o l l a r  d r a i n  c r e a t e d  by t h i s  o p e r a t i o n  would depress  t h e  expected 
wage l e v e l  u n t i l  i t  reached u n i t y .  I n  t h i s  way w e  would always have an  ex- 
pec ted  wage index,  an  expected d o l l a r  c o s t  o f  f i v e  minutes of l a b o r ,  o f  $1.00. 

Another p r a c t i c a l  problem, a  temporary one, is posed by t h e  f a c t  t h a t  
e x i s t i n g  c o n t r a c t s  a r e  geared toward about  a 10% annual i n c r e a s e  i n  money 
wages over  t h e  nex t  few y e a r s .  Allowing g radua l  decreases  i n  t h e  l a b o r  cen- 
ve rs ion  r a t e  f o r  a few y e a r s ,  conanencing a t  a  10% annual r a t e ,  be fore  s t a b i l i z -  
i n g  i t  a t ,  say ,  f i v e  minutes o f  U.S. l a b o r  f o r  a  d o l l a r  ( i . e . ,  t o  where t h e  
average wage l e v e l  is $12 p e r  hour) would preclude p o t e n t i a l l y  very c o s t l y  re- 
c o n t r a c t i n g  and a t  t h e  same time s u b s t a n t i a l l y  reduce the  r e d i s t r i b u t i o n a l  
component of t h e  i n c r e a s e  i n  t h e  va lue  of e x i s t i n g  long-term bonds. Alterna- 
t i v e l y ,  a new, recognizably  d i s t i n c t ,  l abor -conver t ib le  d o l l a r  could  be 
p r i n t e d .  This would n o t  on ly  a l low e x i s t i n g  c o n t r a c t s  r e q u i r i n g  the  d e l i v e r y  
o f  f u t u r e  d o l l a r s  t o  h e  executed i n  the  o ld ,  Fed-control led ,  d e p r e c i a t i n g  doi- 
l a r s  and thereby permit  an  immediate move t o  an  i n t e r t e m p o r a l l y  cons tan t  wage 
l e v e l  i n  terms of t h e  new cur rency ;  i t  would a l s o ,  by enab l ing  t h e  government 
t o  p r o h i b i t  the  Fed from t r a n s a c t i n g  i n  new d o l l a r s ,  p reven t  t h e  Fed from in- 
adv i sed ly  ac temp t i n g  t o  n e u t r a l i z e  t h e  e f f i c i e n t ,  labor-s  tandard, currency 
flows between the  Treasury and Publ ic .  A f t e r  a  whi le ,  once most o ld -do l la r  
o b l i g a t i o n s  have been f u l f i l l e d ,  and t h e  new d o l l a r  has  supplanted t h e  o l d ,  
t h e  Fed could  t ake  over t h e  Treasury ' s  conversion o p e r a t i o n ,  al though t h i s  
would presumably r e q u i r e  an Act of Congress. Such an Act should a l s o  e l i m i n a t e  
rese rve  requirements ,  bank i n t e r e s t  r a t e  r e g u l a t i o n s ,  r ed i scount ing  and open 
market o p e r a t i o n s  a s  need less  c o n s t r a i n t s  on t h e  f r e e  market ' s  e f f i c i e n t ,  
compet i t ive  p rov i s ion  of a currency-conver t ib le  medium of exchange. The 
i n t e r t e m p o r a l l y  cons tan t  wage r a t e  would i n s u r e  t h e  automatic absence of  Inef-  
f i c i e n t  business-cylce unemployment and t h e  removal of the  a r t i f i c i a l  con- 
s t r a i n t s  on t h e  banking system would a s s u r e  a  s t a t i c a l l y  e f f i c i e n t ,  compet i t ive  
banking system. 

While i n e f f i c i e n t  f l u c t u a t i o n s  i n  employment would d i sappear  under a  
labor-s tandard,  they would be g r e a t l y  exacerbated by r e t u r n i n g  t o  a simple 
gold s t a n d a r d  because money wages and employment under a  gold s t andard  a r e  
a l t e r e d  by v a r i a t i o n s  i n  the  f r e e  market ' s  r e l a t i v e  p r i c e  of l a b o r  i n  terms of 
gold and because the  r e l a t i v e  p r i c e  o f  a s s e t s  f i x e d  i n  supply  t o  the  world has 
tacome h igh ly  uns tab le  and should be expected t o  remain s o  over t h e  fo reseeab le  
f u t u r e .  For t h e  same reason,  adopt ing t h e  d i s c i p l i n e  of a commodity index 
s tandard  wculd induce more s e v e r e  employment swings than we've wi tnessed over  
the p a s t  aecade.  Moreover, unlike a gold s tandard ,  a l a b o r  s t andard  would n e i t h e r  
r e q u i r e  i n t e r n a t i o n a l  cooperat ion nor  l a y  us  open t o  f o r e i g n  economic sabotage. 



Finally, the resumptions of convertibility that would occur under a labor 
standard following wartime converribility suspensions and inflations -- in 
sharp contrast to gold standard resumptions -- would create nothing like the 
gradually decreasing money wages and great depressions characteristic of our 
sordid past under the gold standard. Resumptions of convertibility under a 
labor standard would instead produce the immediate wage and price level ad- 
justments characteristic of harmless currency reforms. The system would be 
depression-proof. 



U. S . MONETARY SYSTEM 1 981 VERSUS U. S . CONSTITUTION 
Submitted by 

41 12 D GREEN AVBNUE 
LOS ALAMITOS , CALIFOF!IA 

Thank  you very much for your Invitatien t e  submit mitten 
teatbony for consideration by the U. 3. Gold Commissisn. 

I have read the minutes of the eecond meeting ef the Commie- 
eion containing the comments by membera of the Cemmissian. Bene 
cf them addressed the lasue of COBSTITUTIONALITP regarding the 
laws under which the present U.S. monetary eystem operates. A 
brief look seems appropriate. 
1 )  Tars POWER TO COIB HOIVEY A l l D  U(;m$TS ITS VALUE. 

a) Article I., Section 8 of the Constitutien ef the Vnited 
States (ConUSA hereafter for brevity) says: 

"The Co reas shall have Pewer...Te cein Money 
(and t 3  regulate the Value thereof.. . " 

b) ConUSA grante POWER WRATSOZVER for any branch sf the 
U.S. Government to PRINT money ar to create money fn any 
manner whatsoever .(tlectronically, by boekkeeping entry, 
by creation of bank checking account balances in exchange 
for promiaory nates, by use of plastic credit cards) 
other than COIBIHG IT. 

2) COMPOSITION OF COINS. 

a) Although ConUSA did not specify in Article I, Section 8 
the composition ef the coins which the Congress was em- 
powered to "coinn, ConUSA did indeed imply in Article i, 
Section 10 that auch coins were to be compeeed exclusively 
of gold or silver. ("No State shalt...cein Money (ar) 
make any Thing but gold and silver C o i n  a Tender in Pay- 
ment of Debta...R) 

b) It seema (te this writer, at least) that if ,ConUSA had 
authorized the national government to create nan-specie 
mone (s view widely held among Cemmisaien membera in 
1981q, auch non-specie money could net be used in the 
s e v e r a l  atatee as "Tender in Payment of Debts" because 
of the prohibition fn Article I, Section 10, 

3 )  LEGAL TENDE3 LAYS. 

a) Artfcle I, Section 10 implies that atatea may make legal 
tender laws 00  long as such laws DO NOT "make any Thing 
but gold and silver C o b  a Tender io Payment ~f Debts." 



5 )  ConUSA makes If0 grant o f  power t o  the  Cangreaa t o  emtlaet 
any l e g a l  te&r laws. The powers granted t o  the Can- 
p e s s  by ConUSA a r e  carefu l ly  enumerated in Art ic l e  I, 
Section 8. They do FJOT include any mention of l e g a l  
tender. Therefore such powers a r e  DENIED t o  the Congress. 
( B i l l  o f  Rights: Ar t i c l e  X: "The powers ne t  delegated 
Fo the United S ta tes  by the Cansti tution, aos grahibited 
by it t o  the  Statee,  are reserved t o  the S ta tes  respec- 
t ive ly ,  o r  t o  the people. " )  

c )  I am aware of the deciaian eP the  United S ta tes  Supreme 
C o u r t  Fn the  "Legal Tender Caaen ( J u i l l i a r d  v. Green- 
man, H,Y, 1884, 4 3.  Ct, 122, 110 U. 3. 446, 28 Law. Ed. 
204,) The C o u r t  said: "The eeveral  s t a t e s  are prohibited 
from making anything but gold and a i l v e r  coin s tender in 
payment o f  debte, bu t  no in tent ion  can be inferred from 
t h i s  (underscoring by V T W )  t o  deny t o  Congress t h i a  - 
power." The denial of t h i s  power t o  the  Congress is t o  
be found h B i l l  o f  Rights, Ar t i c l e  X and by the absence 
of such grant of power in Art ic l e  I, Section 8 and in  a l l  
other eectiona of CenUSA. This court  d e c i ~ i o n  and i t 8  
afteknath only prove t h a t  the  Judiciary Branch has been 
a party t o  the debauchery o f  the  U.S.  monetaq system. 
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Re: TERMINATION OF ONGOING "GOLD PRICE MANIPULATOR'S INFLATION" 

Submitted by; 

New York Gold and Silver Futures Exchange 
American Gold and Silver Merchants Pessoc. 
42 W. 35th Street NYC 10001 * tel: 736 0638 

to strengthen 

TITUTIONALLY CONSTITUTED GOVERNh 

Its Officers Its Workers Its Citizens 
proposed gold 
Execu tiye piece 

Shortly after governmental restraints on gold trading were removed in 1968 the founder and members 
of the above Exchange and Association innovated and conducted a new, dynamic, gigantic, vitally need- 
ed futures contract market in untraded, unlisted, neglected commodities (gold, silver, plywood, rubber, 
steel, chemicals, miner&, etc.) exempt from futures trading regulations by the United States Code in 
effect when such new markets were commenced. 

These new markets, founded on Common Law Trusts In Aid of Government, were singularly and ex- 
clusively created to advance the United States of America, its peoples, its societies, its commerce and its 
government with (1): a vast, new, dynamic field of industry capable of fully employing its commerce and 
society for hundreds of years (2): funds, in the form of a 1% Exempt Commodity Futures Contract 
Trading ~xaction, sufficient to operate its governments with little or no need for taxation in any social or 
political climate and (3): propagation of the benefits of benign encylic discoveries improving National health, 
education, transportation, agriculture and housing. (See records on file with U. S. Gold Commission). 

After surplus investment capital rallied "en masse" to the above innovate Exempt Commodity Futures 
Contract Market the womed officers of the securities industry and the regulated commodity markets 
caused a United States Department of Agriculture Committee Meeting on "Trading in Puts and Calls in 
Non-Regulated Commodities" convened on February 14th 1973 wherein they complained of the new Ex- 
empt Commodity Futures Contract Markets success and, wherein it was suggested that Clearing Houses, 
Exchanges, Advisorial Services and Associations appropriate to the new market be formed and estab- 
lished in the Law. 

In March, November and December of 1973 the instruments of title to a "financial business system" of 
Exchanges, Clearing Houses, Advisorial Services and Associations for trading Exempt Commodity 
Futures Contracts were filed with the Division of Corporation for the State of New York by the founder 
of the above New York Gold and Silver Futures Exchange. Said system stock is 70% federally owned. 

A "Code of Trading Exempt Commodity Futures Contracts" was prepared, effectuated and mailed 
(registered mail) to the administrative officers of all three branches of constitutionally constituted govern- 
ment. Such Code conferred remunerative regulatory agency over all Exempt Commodity Futures Ex- 
changes upon the United States Department of Agriculture and the United States Department of Justice 
and, directed that the securities and bond industries be permanently strengthened with a proviso that all 
proceeds of all Exempt Commodity Futures Contract Trading be invested in stocks, bonds and securities 
of the United States of America while awaiting distribution to beneficiaries named on page 27 of the 
January 10 edition of the New York Law Journal. (Public Notice of "Trust Funding Government). 

The Supreme Court of the State of New York, the United States District Court, Southern District of 
New York and the United States Circuit Court of Appeals for the Second Circuit have and continue to 



recognize the above Exempt Commodity Futures Trading Industries standing to maintain actions at law 
against all avariciously demented entities entering the field to inflate world economy my manipulating 
gold prices to their profit. The leading culprit in the field refuses to answer an order of the New York 
State Supreme Court directing it to show cause why it should not be permanently restrained from selling 
Exempt Commodity Futures Contracts. We will seek orders against this last remaining entity from the 
United States Courts. 

Before March 31st 1982 the above Exchange will have perfected three .999 gold medallions of differing 
weights commencing the practice of honoring thereon the three branches of constitutionally constituted 
government, and will have put them out to market through advertisements quoting their price under a $35 
an ounce gold standard r d .  

Directly after gold controls were removed in 1968 the above founder immediately established, in law 
and commerce, a managing and controlling authority (NYG&SF Exchange & Association above), over 
gold and silver trading and embarked upon a ten year struggle in the courts to stay the inevitable infla- 
tionary tide issuing from ill-advised removal of gold pricing controls. The decisive day for the cornmence- 
ment of de-flation occurred when a brave worker, David Bay: 120 E. 30 Street, NYC placed an 
unauthorized ad in the 1/2/80 and 1/4/80 editions of the N.Y. Times announcing the price of gold 
substantially below the "runaway market price". Such ad spared this Nation grievous harm and singly 
began a world decline in currency and commodity prices which has not abated. 

The fundamental premise of a lasting, economically healthy Nation should be a prohibition (Executive, 
Judicial or Legislative) against private hands holding the mechanism which determines currency prices, 
i.e. "gold" 

STEPS CLEARING AWAY INFLATIONARY DEBRIS 
Honor our brave judiciary who uncomplainingly bore the overwhelming burdens of a now receding, 
near fatal, inflationary holocaust. 
Confront State Department civil rights attorneys motives for deluding our Courts that racial discrimin- 
ation exists in America. 
Examine America's moral rights to force two traditional (Arab & Jew) adversaries to live together in 
unmitigated bloodshed. 
Continue objections against annexation of Afganistan and Golan. 
Recall "gold standard" of $35 an ounce allowing private ownership. 

We endorse and recommend that Taylor Industries Inc. (NYS)-and the above membership continue as 
the salaried minter and marketing agents for coined bullion sales with all profits directed to the U.S. 
Treasury. 

signed 2/ 17/82 NYC 0 



GBBMDOR: A Proposal to Establish a Resilient Gold Currency 
Submitted by 

Herbert P. Ton der Porten 
3762 A h l  Park Ct,, Santa Rosa CA 95LK)5 

18 January 1982 

The volume of money, the national debt, the offshore dollar 
obligations of the United States prohibit the convertibility of 
the dollar into gold at any sensible price, As all currencies 
in the Free World are based on dollar reserves, they, too, are 
inconvertible, This is the first time in 3000 years that there 
exists no genuine exchange money standard in the world, 

The gold held by national treasuries performs no useful 
function; the gold hoarded by individuals is also withheld from 
the economic stream, me RQ, charged with regulating exchanges, 
can not cope with the flood of printing press monies. No supra- 
national authority couldvthat. National agencies must govern, Aa 

A flexible gold currency could'be established by the USA and 
the leading nations of the Pree World. They should form a Monet- 
ary Union, Gold coins uniform in denomination, size, weight, and 
fineness would provide gold mone that would circulate freely 
throughout the Pree World, T d e roy ounce is too unwieldy a unit, 
The gram is proposed instead, and the new currency might be called 
Gramdor (pram d'or) with mils as subsidiary units. The Gramdor, an 
auxiliary currency of global validity, would not replace the local 
currencies as legal tender in the member nations. 

Gramdors could be put into circulation without reducing 
monetary gold stocks. One troy ounce equals 31,103481 gram, 
The treasuries should offer to pay $31 for each troy ounce of 
gold. The fraction of 0,103481 g would constitute seignorage. 

The relationship of Gramdors to the several national curren- 
cies would be established b the countries' paying local curren- 
cies for gold (and Gramdors 3 and selling Gramdors for local money,. 
By infusing old mone into the economic mainstreams, we would 
give gold a +-- unct~onal value, greatly enhancing its value. The 
initial price might well be set at 6700/oz. = 622.50 per j#. 
At this rate, our gold is worth about 8185 billion. Currency 
in circulation is about $137 billion, The gold would thus con- 
stitute a 135s *coveru, a very ample proportion by historic 
standards, Our debts make this desirable, 

The envisaged Gramdor Union members would own close to one 
billion ounces of gold at the start. This hard money core would 
be worth $700 billion. Tenders of hoarded gold might well swell 
this to gold worth a trillion dollars, free gold in treasuries, 

A11 member nations would adhere to Gramdor Union principles, 
but each nation would be free to set its own initial price and 
ratios, as show below, 

The American announcement might say: 



"The Treasury will pay $22.50 for one gram of gold in bullion 
form and certain gold medallions (~aple Leaf, e.g.) It will sell 
Grandors at a premium of I$, i.e. at 522,725 each. Gold pieces 
are available, $20, $10, and 85. Botes covered fully by gold held 
in escrow will also be issued, as will subsidiary coins, mils, 

"There is no limit to the amount of gold accepted by the 
Treasury for exchange into Gramdors or dollars at the posted bid 
rate, The amount of-Gramdors the public can buy in anyone week 
is li&ted to l/lOth of 1% of the Treasury's free gold stock, 

* m e  posted prices will hold good as long as our free gold 
stock covers between 100% and 150% of dollar bank notes in circ- 
ulation. When the gold stock exceeds 150% of money in circulation 
the Weasury will lower its prices for gold and Gramdors by 0,1$ 
each week until the ratio is down to 150% again, 

"Should the cover fall below loo$, we will raise the rates by 
0,1$ a week until the 1009 cover is restored, Should the cover 
drop below 70s of money in circulation, then the sale of Gramdors 
will be suspended and the buying rate will be raised by 0.2% each 
week until the 7046 cover is restored, Thereafter, sales be 
resumed and the rates will be raised by 0,1$ a week until the 
100% mark has again been reached," 

In the U,S,A, the four stages will thus be: 
Ample: Cover over 1 5 M -  Buying and selling prices lowered 

weekly by 0,1%, 

Good: Cover 100 to 150% Prices and sales steady. - 
Tight: Cover belov loo$. Aices raised by 0.?$ weekly. Sales go on, 
Thin: Cover below 70% Purchase price for gold raised by 0.2% 

each week until 70% cover has been re- 
established, Sale of Gramdors suspended 

until then, 
Other member nations may set different ratios, each according 

to its capacities, but the principle of unlimited purchases and 
limited sales and that of adjusting prices as the situations be- 
come aqle, good, tight, or thin must prevail, Adherence to these 
methods is the cornerstone of the Gramdor system, 

As one nation raises its gold price, another holds it steady, 
and a third lowers it in terms of its respective local currency, 
the exchange rates will be adjusted in an orderly manner, multi- 
laterally. Global flexibility and resiliency are thus assured, 

The free gold markets should be permitted to continue to 
function, They would be instrumental in channeling newly-mined 
gold into the Gramdor System, The 25,000,000 ounces a year would 
add about four percent to existing gold stocks. If only half of 
the newly-mined gold were to flow into the Gramdor treasuries, 
the monetary gold stocks would keep pace with expanding economies- 

The above is a brief summary of a comprehensive plan to 
restore gold money to the commerce in the Free World, 



FIRST THINGS FIRST IN THE MANAGED-MONEP 
GOLD-MONEY DEBATE 

submi t t ed  by 
Ernes t  P. Welker 

Di rec to r  of Research h Education 
American I n s t i t u t e  f o r  Economic Research 

Great Barr ington,  Massachuset ts  01230 

Philosopher John Dewey o f f e r e d  t h i s  s a g e  observat ion:  "[TJhere is a need t h a t  
: o m s  before  t h a t  of so lu t ion .  That is t h e  need f o r  g e t t i n g  a reasonably c l e a r  sense  
~f what t h e  problems a r e  t h a t  have t o  be m e t . .  . . For in t h e  technological  and t h e  
ned ica l  a r t s ,  we have learned t h a t  t o  plunge i n t o  a c t i o n  before  w e  have l o c a t e d  what 
l s  t h e  mat te r  is the  way t o  make t h i n g s  worse than they were before." H e  w a s  t a l k i n g  
%bout ph i losoph ica l  problems, bu t  h i s  remarks apply  wi th  equal v a l i d i t y  t o  today ' s  
aonetary problems. 

The v a r i e t y  of views about s o l u t i o n s  t o  today 's  monetary misery a t t e s t s  t o  the  
poor understanding t h e r e  is  of t h e  monetary problem in i t s  f u l l  context.  I n s t e a d  of 
a t tempt ing t o  de f ine  the a p p r o p r i a t e  r o l e  f o r  gold by t h e  end of its tenure,  t h e  
so ld  Commission might b e s t  s e r v e  t h e  Nat ion by providing a c l e a r  d e s c r i p t i o n  of t h e  
problem in its many and complex a s p e c t s .  To expect  s p e c i f i c  so lu t ions  a t  t h i s  t i m e  
i n  t h e  i n q u i r y  is most unreasonable when i t  is remembered t h e  r e l a t i v e  v i r t u e s  of 
 old money and managed f i a t  money have been debated i n  var ious  forms f o r  200 y e a r s  
( a t  l e a s t  back t o  the  B u l l i o n i s t  c o n t r o v e r s y  in t h e  e a r l y  1800's). 

For t h e r e  t o  be a reasonable  chance t h a t  a sound monetary course vill be taken 
i n  t h e  f u t u r e ,  t h e  proponents of paper money and gold  money must s e t t l e  some c r i t i c a l  
i s s u e s .  The most bas ic  of them a r e :  

I.  What is reasonable t o  expect  of a well-functioning money-credit system? 
The s o r r y  record of money management d u r i n g  t h e  p a s t  few decades has the advocates  
of managed f i a t  money on t h e  defensive .  But advocates  of managed money a s s e r t  t h a t  
t h e  gold  s tandard is not the  answer t o  t h e  problem. They point  to  the record of U.S. 
exper ience with the  gold s tandard In t h e  l a t e  1800's  and say t h a t  i t  did not prevent  
domestic short-run p r i c e  f l u c t u a t i o n s  o r  i n s u l a t e  the  U.S. economy from d i s r u p t i v e  
i n t e r n a t i o n a l  events.  So i t  d id  n o t ,  b u t  a r e  those  achievements to  expect of a 
monetary sys  tem? 

It is arguable  t h a t  broad p r i c e  f l u c t u a t i o n s  a r e  i n e v i t a b l e  and necessary over  
b r i e f  spans. Consider the  massive ad jus tments  n e c e s s i t a t e d  by the  marked rise i n  
energy p r i c e s  i n i t i a t e d  by OPEC i n  1973. Even i f  t h e r e  were no monetary excesses ,  
p r i c e  indexes  would have t o  have r i s e n  f o r  a t i m e ,  u n t i l  p r i c e s  of nonenergy goods 
had been reduced f o r  lack of demand. By such processes ,  an economy's r e a l  r e s o u r c e s  
a r e  re-a l located to  r e f l e c t  new economic t rade-of f s .  

As f o r  i n t e r n a t i o n a l  r epercuss ions ,  one th ing  t h a t  has become p l a i n  dur ing  t h e  
p a s t  decade is t h a t  f l u c t u a t i n g  exchange r a t e s  do no t  adequately i n s u l a t e  an eco- 
nomy from i n t e r n a t i o n a l  events.  To t h i n k  o t h e r v i s e  was naive,  s i n c e  p r ices ,  supp ly ,  
and demand a f f e c t  each o ther  s imul taneous ly  and i n  a world context.  F loa t ing  became 
" d i r t y "  because c lean f l o a t s  had consequences f o r  domestic p r i c e s ,  output ,  and mer- 
chandise  and c a p i t a l  flows - consequences t h a t  were judged p o l i t i c a l l y  unacceptable  
and t h e r e f o r e  were moderated by foreign-exchange i n t e r v e n t i o n  and c a p i t a l  c o n t r o l s .  
I n  an open world economy, economic d e c i s i o n s  and cond i t ions  in  one country i n e v i t a b l y  
impact on those i n  o ther  c o u n t r i e s  - r e g a r d l e s s  of the  monetary system. And they 
must, i f  worldwide resources a r e  t o  be re -a l loca ted  i n  accordance with new, ever- 
changing worldwide trade-off p o s s i b i l i t i e s .  



2. In  today's world of impressive f i n a n c i a l  soph i s t i ca t i on ,  can a f i a t  money 
svpply be cont ro l led  a t  a l l ?  Many monetar is ts  now admit t h a t  former o f f i c i a l  money 
managers a r e  responsible  to  a Large ex ten t  f o r  the cur ren t  monetary problems, but 
they say tha t  the outcome could be b e t t e r  i n  the  f u t u r e  i f  the new managers apply 
appropr ia te  operat ing t a r g e t s  and have enough determination t o  resist p o l i t i c a l  
p ressure  to  abandon them. W e  s h a l l  concede t h a t  repeated earlier f a i l u r e s  of paper 
money management in t h i s  country and o t h e r s  a t  many times i n  the pas t  a r e  not incon- 
t e s t a b l e  proof t h a t  o f f i c i a l  managers w i l l  f a i l  again,  but t he  h i s t o r i c a l  record 
j u s t i f i e s  g r ea t  skepticism. In turn ,  warranted skepticism a f f e c t s  savings,  invest-  
ment and p r i c e  and wage dec is ions  in ways t h a t  might make the  doubt s e l f - f u l f i l l i n g .  

Today the re  is a more c r u c i a l  doubt. Even i f  money managers were t o  con t ro l  
t h e  reserve aggregates a s  deemed necessary by paper money proponents, would such 
con t ro l  r e s t r a i n  growth of a c t u a l  t r ansac t ions  money - not merely the  reported mone- 
t a r y  aggregates? With today's f i a t  d o l l a r  and cont inua l ly  developing new payments 
mechanisms, t he  amount of t ransac t ions  money supportable  by any given reserve base 
( t h e  "money mul t ip l ie r" )  may be near ly  l i m i t l e s s .  Each time the monetary au tho r i t y  
br ings  under i ts cont ro l  a recent ly  developed t r ansac t ion  account, the  p r iva t e  sec- 
t o r  ingeniously creates another ou ts ide  o f f i c i a l  domain. 

Managers of huge f i n a n c i a l  organizat ions ( t h e r e  now is l i t t l e  by which t o  d i f -  
f e r e n t i a t e  banks and nonbanks) can extend f i a t  d o l l a r  c r e d i t s  without apparent l i m i t s ,  
secure i n  the  knowledge t h a t  they w i l l  be a b l e  t o  o f f s e t  t h e i r  f i a t -do l l a r  l i a b i l i t i e s  
with f i a t - d o l l a r  claims aga ins t  o ther  huge i n s t i t u t i o n s  engaging i n  the  same p rac t i ce ,  
And i f  by chance one of these f inds  i t s e l f  s h o r t  of d o l l a r - c r e d i t  t o  m e e t  an immedi- 
a t e  l i a b i l i t y ,  they can be confident  t h a t  o f f i c i a l  f i a t -do l l a r  c r e d i t  w i l l  be pro- 
vided to  b a i l  them out ,  so t ha t  the  f i n a n c i a l  house of cards  w i l l  not col lapse.  

The expansion of a f i a t  money system is u l t ima te ly  l imi ted ,  of course. It is 
l imi ted  by the  opt ion of the  publ ic  t o  re fuse  t o  produce and t rade  t h e i r  goods f o r  
the  f i a t  currency and t o  re fuse  t o  save and inves t  in currency denominated f i nanc i a l  
claims. These condi t ions a r e  ca l l ed  " f l i g h t s  from currency" o r  "money panics," and 
a r e  accompanied by depression, s i nce  economic t ransac t ions  f a l l  d r a s t i c a l l y  i n  a 
b a r t e r  economy. A monetary system tha t  would check developing excesses f a r  before 
t h i s  chaot ic  outcome becomes a mrr i some p o s s i b i l i t y  would seem,most des i rab le .  
Today's system of paper money provides no such check. A gold system would. 

3. Are the  consequences of short-term banking and c r e d i t  "panics" only unde- 
s i r a b l e  ones? Gold c o n v e r t i b i l i t y  provides t he  u se r s  of money with a means t o  re- 
s t r a i n  e a r l y  any developing excesses o r ig ina t ing  with the  i s sue r s  of money. This  
induces e a r l y  co r r ec t i on  of i nc ip i en t  economic d i s t o r t i o n s  fos te red  by the c r e d i t  
excesses. A credit-based market economy may w e l l  have a po t en t i a l  f o r  c y c l i c a l  ex- 
cesses ,  regard less  of the monetary un i t .  Anyone with a se rv ice  o r  product to  o f f e r  
can extend c r e d i t  in the  process of s e l l i n g  h i s  wares. Such nonbank c r e d i t  can 
generate  business  optimism and i n i t i a t e  a c y c l i c a l  uptrend. As a p r a c t i c a l  mat ter ,  
however, nonbank c r e d i t  could not  support an aver-exapnsion fo r  long because of the  
l imi ted  accep tab i l i t y  of nonbank I O U s .  Bank I O U s  a r e  d i f f e r e n t ;  they a r e  widely 
accepted a s  a means of f i n a l  payment - they a r e  money. Bank c r e d i t  growth can ex- 
tend expansions in t o  specula t ive  "booms :" 

I f  such booms a r e  cu t  sho r t  by banking "panics" i n i t i a t e d  when money use r s  
present  the banks' I O U s  f o r  redemption in gold and the  banks cannot pay a s  they 
promise, should the associated recession be a t t r i b u t e d  t o  use of the gold standard 
o r  abuse i n  the form of unsound c r e d i t  p r ac t i ce s?  Should the downward phases of 
p r i ce s  and business  a c t i v i t y  be viewed a s  needless  l o s se s  of output o r  a s  necessary 



c o r r e c t i o n s  of ? r i o r  d i s t o r t i o n s ?  It seems t h a t  un less  one is ready t o  expect per- 
f  e c t i o n  i n  economic decis ion making, one mst concede t h a t  an economy may have ex- 
pansionary excesses t h a t  must be c o r r e c t e d  dur ing con t rac t ionary  phases. Seen i n  
t h i s  l i g h t ,  perhaps abuse of sound c r e d i t  p r a c t i c e  should be blamed f o r  the  banking 
pan ics  of the  l a t e  1800's, n o t  use  of t h e  gold  s tandard.  

4. Which money-credit system has  t h e  b e t t e r  s e l f - c o r r e c t i n g  mechanism? I f  
e r r o r s  a r e  i n e v i t a b l e ,  the  monetary system t h a t  provides  the  b e t t e r  se l f -cor rec t ing  
tendency would seem more d e s i r a b l e .  A true gold s tandard  (not  a gold-exchange 
s tandard)  is  such a system. A managed, f i a t  money sustem is  not. Indeed, t h e  h i s -  
t o r y  pf paper-money managers - a c t i n g  under the  d u r e s s  of government - is t o  "va l i -  
date"  developing d i s t o r t i o n s  in o r d e r  t o  prevent  recess ions ,  o r  t o  c u t  them s h o r t ,  
and thereby t o  enhance the  p o p u l a r i t y  of those  i n  p o l i t i c a l  power. Correct ions  of 
developing d i s t o r t i o n s  thus a r e  r e p e a t e d l y  prevented u n t i l  malinvestments become 
s o  severe  t h a t  t h e  system c o l l a p s e s .  

A gold-based money-credit system is managed d e c e n t r a l l y  be market p a r t i c i p a n t s .  
It compels money i s s u e r s  (bankers) t o  l e a r n  qu ick ly  from t h e i r  pas t  mistakes o r  i t  
f o r c e s  them ou t  of business  through bankruptcy.  When a bank's demand l i a b i l i t i e s  
a r e  redeemable in gold - uhich n e i t h e r  bankers nor  p o l i t i c i a n s  can c r e a t e  - t o t a l  
demand l i a b i l i t i e s  are l imi ted by t h e  s t o c k  of gold  on hand (not necessa r i ly  d o l l a r  
f o r  d o l l a r ) .  Through the  process  of t r ia l  and e r r o r ,  bankers learned by l a t e  in  
t h e  last century t h a t  some types  of loans  ( a s s e t s )  were more adequate c o l l a t e r a l  
f o r  ensur ing t h e i r  a b i l i t y  t o  meet t h e i r  gold  o b l i g a t i o n s  than o ther  types of as-  
s e t s .  The more use fu l  a s s e t s  were loans  t o  f inance  t h e  marketing of a product, t h e  
near-term expected s a l e  of which would provide e i t h e r  t h e  funds f o r  repayment o r ,  
i f  t h e  s a l e s  d id  not  occur a t  t h e  p r i c e  expec<ed, a , q u i c k  Lesson t o  the  banker t h a t  
he  misjudged economic cond i t ions  r e l a t e d  t o  t h e  loan and had b e t t e r  a d j u s t  h i s  
lending p r a c t i c e s  to  r e f l e c t  a c t u a l  cond i t ions .  Economic coordinat ion and money 
management thus occurred a t  t h e  most d i s p e r s e d ,  micro-economic l e v e l ,  and the  r i s k s  
were borne by those  making the  d e c i s i o n s .  The banks' p r a c t i c e  of l imi t ing  a s s e t  
monet izat ion t o  these  " se l f - l iqu ida t ing"  loans  was c a l l e d  the  "commercial Loan 
theory" of banking, o r  the  " r e a l  b i l l s  doc t r ine . "  The r e a l  b i l l s  doc t r ine  must be 
a p a r t  of a resur rec ted  gold s t andard  i n  o r d e r  f o r  t h a t  s tandard to  be workable. 
Sound banking and a gold monetary u n i t  t o g e t h e r  tend t o  keep bankers from c r e a t i n g  
excess  money o r  to c o r r e c t  quickly  any i n c i p i e n t  excesses .  Not j u s t  any t i e  between 
gold and t h e  d o l l a r  would prove t o  be b e n e f i c i a l  t o  t h e  economy. Many forms of the  
"gold s tandard"  almost s u r e l y  would f a i l .  Probably only  one form would succeed. 

To do nothing now about t h e  p o s s i b i l i t y  of r e s t o r i n g  gold, however, would be 
t o  con t inue  t o t a l l y  sub jec t ing  t h e  economy t o  t h e  r i s k s  of f i a t  money. I n a c t i o n  
i n  t h i s  i n s t a n c e  could be dangerous i n  t h e  event  deep doubts about the  d o l l a r  re- 
appear and c r e a t e  t h e  p o s s i b i l i t y  of an imminent f l i g h t  out  of the paper d o l l a r .  
One course  of p o t e n t i a l  usefulness  t h a t  has  l i m i t e d  r i s k  would be t o  demonopolize 
Government's power over the  monetary u n i t ,  o r  in  F r i e d r i c h  Hayek's language, "to 
d e n a t i o n a l i z e  money." Decentra l ized exper imentat ion wi th  var ious  types of p r i v a t e  
monetary u n i t s  and banking p r a c t i c e s  i n  t h e  market would not r equ i re  Government t o  
give  up its c o n t r o l  of paper money, such a s  i t  is. Yet,  dena t iona l i za t ion  would 
o f f e r  the  oppor tuni ty  f o r  more u s e f u l  money t o  re-evolve before  u t t e r  chaos develops. 
One way o r  ano ther ,  market p a r t i c i p a n t s  u l t i m a t e l y  w i l l  decide  what is  used as 
money - not  economists, bankers, o r  p o l i t i c i a n s .  Why not put the market to  work 
before  a l l  e l s e  f a i l s  and the  money-credit system must be r e b u i l t  from ashes? 
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I n  response t o  your  October 22, 1981 i n v i t a t i o n  f o r  w r i t t e n  views on 
matters being considered by t he  Go1 d  Commission, please accept the f o l  lowing 
b r i e f  summary. Since 1970, I have s t r o n g l y  advised a  cornerstone investment 
p o s i t i o n  i n  go ld  and go ld r e l a t e d  assets as a  hedge against  the  i n e v i t a b i l i t y  
of hype r i n f l a t i on  and/or d e f l a t i o n  due t o  the emergence o f  a  do1 l a r  f i a t  
c r e d i t  systen versus a  d o l l a r  c r e d i t  system i nco rpo ra t i ng  go ld  c o n v e r t i b i l i t y .  

Throughout h i s t o r y  e f f o r t s  t o  debate go ld  and f i a t  paper have been 
p r i m a r i l y  p o l i t i c a l  ego t r i p s  i f ,  a  c r i t i c a l  i f ,  discussions f a i l e d  t o  begin 
w i t h  a  d i s t i n c t i o n  being made between money and c red i t .  Without t h i s  
d i s t i n c t i o n ,  there  i s  no science t o  t h e  issue, o n l y  p o l i t i c a l  emotions. Sound 
money has always been an unencumbered asset  and c r e d i t  an encumbered asset. 
When the bas ic  d i s t i n c t i o n  between money versus c r e d i t  i s  overlooked, a1 1  t h e  
key issues o f  h i s t o r i c a l  f i n a n c i a l  co l lapses and human su f f e r i ng  a re  
overlooked. And never i n  a l l  h i s t o r y  has there  been a  pure ly  c r e d i t  system 
w i thou t  go ld  c o n v e r t i b i l i t y  which d i d  not, i n  time, end i n  co l lapse and 
suf fer ing.  Th is  i s  n o t  t o  say go ld  backing i s  per fect .  Periods of 
d i f f i c u l t y  should be openly accepted f o r  go ld  c o n v e r t i b i l i t y  on the basis of 
there being no p e r f e c t  system. But  go ld  conve r t i b l e  systems have been l e s s  
imper fect  than f i a t  c r e d i t  systems which are guaranteed t o  col  lapse i n  t ime 
no t  on ly  because the record o f  a l l  h i s t o r y  proves i t  so bu t  a lso because 
cmmon sense provides simple reasons why i t  i s  so. 

I n  sum, most o f  the  issues so f a r  made pub l i c  by the  Commission r e f l e c t  
i nd i v i dua l  " p o l i t i c a l "  v iewpoints and f a i l  t o  address the unbiased f a c t  of the  
absolute i n e v i  t a b i l  i ty o f  disharmony and human s u f f e r i n g  under f i a t  paper 
systems w i t h  no go ld  c o n v e r t i b i l i t y .  As the U.S. d o l l a r  i s  now i n  t h i s  
h i s t o r i c a l l y  untenuous pos i t i on ,  i t  i s  abso lu te ly  c e r t a i n  t h a t  do1 l a r  c r e d i t  
w i l l  co l lapse a t  some p o i n t  unless the  Commission can come up w i t h  one reason 
why t h i s  t ime there  i s  any d i f f e r e n c e  from every s i n g l e  case before i t  i n  
h is to ry .  There i s  a t  l e a s t  a  chance t o  avoid i n s t a b i l i t y  and s u f f e r i n g  w i t h  
gold. There i s  no such chance w i t h  e x c l u s i v e l y  f i a t  encumbered c r e d i t .  

The evidence o f  h i s t o r y  i s  thus c learcut .  F i a t  systems invo lve  
exc lus ive  issuance o f  encumbered assets -- currency and c r e d i t .  Common sense 
o f  even below average mor ta ls  invo lves a  simple "knowing" t h a t  too g rea t  an 
issuance o f  anything which i s  encumbered w i l l  r e s u l t  i n  t ime w i t h  de fau l t .  
It i s  as c e r t a i n  as the law o f  g r a v i t y .  Thus, i f  the Commission r e j e c t s  a  
gold backed system, i t  i s  guaranteeing t h a t  d o l l a r  c r e d i t  w i l l  even tua l l y  
co l lapse no mat te r  what happens. It i s  on l y  a  mat te r  o f  time. That, i t  
seems, should a t  l e a s t  be acknowledged i n  any r e j e c t i o n  o f  a  go ld  backed 
sys tern. 



Weintraub Gold C e r t i f i c a t e  Plan 

My plan i s  responsive to  the  Comiss ion ' s  charge "to make 
recommendations...concerning the r o l e  o f  gold i n  our domestic 
and in terna t ional  monetary system." It uses gold as the d i sc i -  
p l i n e  t o  put a l i d  on money growth. This would prevent p e r s i s t e n t  
i n f l a t i o n  such as has a f fec ted  the U.S. economy s ince  1968. 

The l imi ta t ion  on M1B growth i s  enforced by tying the  maximum 
allowable growth of currency i n  every 12-month period to  the  in- 
crease t h a t  period i n  the value of the  Federal Reserve's gold 
c e r t i f i c a t e s .  The value of the Fed's gold c e r t i f i c a t e  account 
depends s t r a t e g i c a l l y  on the o f f i c i a l  p r i ce  of gold. That p r i c e  
was l a s t  s e t  i n  1973 a t  $42.22 an ounce. Under my proposal, i t  
would be allowed to  increase percentagewise each period by enough 
(1) t o  o f f s e t  a predetermined increase i n  the  c e r t i f i c a t e  require- 
ment, which s t a r t s  (1981 departure) a t  9 percent ,  plus (2) the  
maximum desired growth i n  what w i l l  be ca l l ed  M1 beginning i n  1982, 
plus (3) an adjustment f o r  changes i n  the checking deposits t o  
currency r a t i o .  

The predetermined increase i n  the c e r t i f i c a t e  requirement. 
A 33 percent yearly increase  i n  the  c e r t i f i c a t e  requirement, 
a s  from 9 to  12 percent ,  12 t o  16 percent ,  e t c . ,  i s  recom- 
mended. The major purpose of t h i s  increase i s  t o  r a i s e  
the o f f i c i a l  p r i ce  of gold to  the  market pr ice  i n  about 
e igh t  years.  Capital  gains accruing to  the Treasury from 
ra i s ing  the p r i ce  would be used t o  r e t i r e  Federal Reserve held 
Treasury debt, leaving the monetary base unchanged by the 
ac t ion .  

Maximum desired M1 growth. Assuming f o r  the moment t h a t  
there  i s  no change i n  the checking deposits t o  currency 
r a t i o ,  the o f f i c i a l  p r i c e  of gold would be programmed to  
r i s e  each year (beginning i n  1982) by t h i s  amount plus the 
maximum desired growth i n  M I .  I n  t h i s  l a t t e r  regard,  given 
the events of t h i s  year ,  4 percent seems appropriate f o r  
1982 and 3 percent f o r  1983 and subsequent years .  

Adjusting f o r  changes i n  the checkinp deposits to  currency 
r a t i o .  I f  the checking deposits t o  currency r a t i o  changes, 
an automatic adjustment i s  made t o  permit reaching, but  
not  exceeding maximum desired M 1  growth. I n  essence, the 
p r i c e  of gold is increased f a s t e r  than the programmed in- 
crease i n  the c e r t i f i c a t e  requirement plus the  l i m i t  on 
M 1  growth, i f  the publ ic  prefers  t o  hold more exchange media 
i n  the form of currency, but  would r i s e  more slowly i f  there  
is  an increase i n  the  checking deposits to  currency r a t i o .  
The adjustment formulas a r e  spe l l ed  out i n  my wr i t t en  and 
o r a l  submissions t o  thecommission. 

With the  adjustment, my plan i s  f l e x i b l e  enough t o  allow the 
public t o  hold any f rac t ion  of i t s  t o t a l  exchange media i n  the form 
of currency t h a t  it wants. My proposal w i l l  i n  no way prevent the 
Federal Reserve from meeting a l l  demands f o r  l i q u i d i t y  and from 
carrying out i t s  r e spons ib i l i ty  t o  "furnish an e l a s t i c  currency." 



My plan allows f o r  coinage of gold by Treasury as  suggested 
by Commission members, Dr. Paul and M r .  Cos tamanga. Exactly 
how i s  de ta i led  i n  an appendix to  my o r a l  testimony. However, 
my plan does not require  o r  i n  any way provide f o r  Treasury s a l e s  
of gold a t  a f ixed p r i c e .  I t  does make i t  eas ie r  t o  consider t h i s  
question a t  some fu tu re  time by r a i s i n g  the o f f i c i a l  p r i ce  of gold 
every year.  In  time, the  o f f i c i a l  p r i c e  w i l l  equal the  market 
p r i ce .  

F ina l ly ,  the Commission can recommend a d i f f e r e n t  t imetable 
f o r  increasing the o f f i c i a l  p r i c e  of gold i f  desired without 
a f fec t ing  money growth simply by changing the s i z e  of the pro- 
grammed yearly increase i n  the  gold c e r t i f i c a t e  r a t i o ,  now 33 
percent. And, of course, the Commission a l s o  can recommend t h a t  
Congress authorize lower o r  higher maximum M1 growth than 4 percent 
i n  1982 and 3 percent i n  l a t e r  years .  Indeed, the  l e v e l  of the  
l i d  should be reviewed from time t o  time. 



MONETARY STABILITY AND GOLD 
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November 1 3 ,  1981  

The c e n t r a l  i s s u e  f a c i n g  t h e  Commission is t h a t  o f  
d e t e r m i n i n g  whether  any o f  t h e  v a r i o u s  p r o p o s a l s  f o r  r e s t o r i n g  a  
monetary  r o l e  t o  g o l d  can  b e  e x p e c t e d  t o  enhance r a t h e r  t h a n  t o  
undermine monetary s t a b i l i t y .  The c l a s s i c a l  go ld  s t a n d a r d  
c r e a t e s  a  f i n a n c i a l  i n c e n t i v e  t o  supplement  c o s t l y  commodity 
money w i t h  cheap  c r e d i t  money a s  l o n g  a s  t h e  c o n v e r t i b i l i t y  of 
t h e  c u r r e n c y  l o o k s  s e c u r e ,  b u t  t h e  c u r r e n c y  a t  times f a l l s  under  
s u s p i c i o n ,  whereupon a  run  i n t o  g o l d  o c c u r s ,  p roduc ing  monetary  
c o n t r a c t i o n  and banking  crises. I n  a  r a t h e r  s i m i l a r  way, t h e  
B r e t t o n  Woods sys t em s u b j e c t e d  t h e  wor ld  s t o c k  of i n t e r n a t i o n a l  
r e s e r v e s  t o  c a p r l c l o u s  v a r i a t i o n  a s  a  r e s u l t  o f  s h o c k s  t o  t h e  
p r i v a t e  demand f o r  and s u p p l y  o f  g o l d .  T h e  p r o p o s a l  t o  make t h e  
d o l l a r  c o n v e r t i b l e  i n t o  o l d  a t  a  f i x e d  p r i c e ,  w h i l e  m a i n t a i n i n g  
'-,tins e x c h a n g e ~ e b w e e n  t h e  d o l l a r  and t h e  o t h e r  major 
c u r r e n c i e s ,  would t end  t o  add t o  t h e  v a r i a b i l i t y  o f  t h e  d o l l a r ' s  
exchange r a t e ,  because  s h i f t s  between non-do l l a r  c u r r e n c i e s  and 
g o l d  would have  much more impact t h a n  t h e y  now do on t h e  f o r e i g n  
c u r r e n c y  v a l u e  of t h e  d o l l a r .  A l l  o f  t h e s e  p r o p o s a l s  p r e s e n t  a  
c l e a r  t h r e a t  t o  monetary s t a b i l i t y .  

T h e  p r o p o s a l  of  R o b e r t  E .  Wein t raub  t o  r e s t o r e  t h e  g o l d  
c e r t i f i c a t e  r e s e r v e  wi th  a  v a r i a b l e  go ld  p r i c e  d e s i g n e d  t o  
r e s t r i c t  t h e  n o t e  i s s u e  w i t h i n  c e r t a i n  l i m i t s  is ,  i n  economic 
s u b s t a n c e ,  a  p r o p o s a l  t o  p r e - s p e c i f y  a c e i l i n g  f o r  a  p a r t i c u l a r  
monetary a g g r e g a t e ;  t h e  r o l e  o f  g o l d  is p u r e l y  c o s m e t i c .  The 
i d e a  o f  m i n t i n g  o l d  c o i n s  and  s e l l i n g  them a g a i n s t  F e d e r a l  
Rese rve  n o t e s  a t  %- t e market  p r i c e  of  go ld  would n o t  l e a d  t o  any 
e x t e n s i v e  u s e  df t h o s e  c o i n s  as a medium of exchange ,  and i s  
m o n e t a r i l y  i r r e l e v a n t .  R e s t o r a t i o n  of  t h e  i n t e r n a t i o n a l  
u s a b i l i t y  of g o l d  r e s e r v e s  i n  t r a n s a c t i o n s  w i t h  f o r e i g n  c e n t r a l  
banks would r e q u i r e  an  agreement  among t h e  l e a d i n g  c e n t r a l  banks  
t o  a c c e p t  go ld  a t  a  m a r k e t - r e l a t e d  p r i c e ;  whether  o r  n o t  t h e  g o l d  
p r i c e  were s t a b i l i z e d  by i n t e r v e n t i o n ,  such  an agreement  would 
expose  t h e  v a l u e  o f  i n t e r n a t i o n a l  r e s e r v e s  t o  c a p r i c i o u s  
v a r i a t i o n .  Examinat ion o f  t h e  v a r i o u s  p r o p o s a l s  b e f o r e  t h e  
Commission t h e r e f o r e  s u g g e s t s  t h a t  r e - e s t a b l i s h m e n t  of  a  monetary 
r o l e  f o r  go ld  would be a t  b e s t  i r r e l e v a n t  and a t  w o r s t  a  
dangerous  t h r e a t  t o  monetary s t a b i l i t y .  

I f  g o l d  i s  n o t  t o  have any  f u t u r e  monetary r o l e ,  i t  w i l l  be 
n e c e s s a r y  t o  d e c i d e  what t o  do w i t h  t h e  T r e a s u r y ' s  s t o c k  o f  
mone ta r i l y - r edundan t  g o l d .  The l o g i c a l  complement t o  a  
recommendation a g a i n s t  any f u t u r e  monetary r o l e  f o r  go ld  i s  to 
s e l l  t h e  bulk o f  t h e  s t o c k ,  i n  a  manner d e s i g n e d  t o  maximize 



t h e  p r e s e n t  v a l u e  t o  t h e  U S  t a x p a y e r .  However, o t h e r  
c o n s i d e r a t i o n s  a r e  r e l e v a n t  i n  d e t e r m i n i n g  the d i s p o s i t i o n  of 
t h e  g o l d  f o r m e r l y  c o n t r i b u t e d  t o  t h e  I n t e r n a t i o n a l  Monetary 
Fund b y  t h e  Un i t ed  S t a t e s :  i n  p a r t i c u l a r ,  t h e  commitments made 
by US s t a t e s m e n  a n d  o f f i c i a l s  i n  t h e  1960s s u g g e s t  t h a t  t h e r e  
is a  c a s e  i n  e q u i t y  f o r  u s i n g  t h e  remainder  o f  t h e  Fund ' s  g o l d  
i n  t h e  same way a s  one  s i x t h  h a s  a l r e a d y  been  u s e d ,  t o  f i n a n c e  
a   rust Fund f o r  t h e  b e n e f i t  o f  low-income c o u n t r i e s .  
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i n u n d a t e d  w i t h  i n s t r u c t i v e  

s of t h e  go ld  q u e s t i o n .  P1 

You a r e  d o u b t l e s s  

s c h o l a r s  on bo th  s i d e  

m a t e r i a l  from 

e a s e  a l s o  p e r m i t  

a  few words from a  common c i t i z e n  who i s  v e r y  concerned  a b o u t  t h e  

r a p i d  d e p r e c i a t i o n  of o u r  c u r r e n c y  and s e e s  your  m i s s ion  a s  a  

p o s s i b l e  s i g n a l  t h a t  t h e  f e d e r a l  government might  be w i l l i n g  t o  

do something a b o u t  it. 

I was t a u g h t  t h a t  money i s  a  s t o r e  of  v a l u e  a s  w e l l  a s  a  

medium of exchange.  The s t o r e  of  v a l u e  f u n c t i o n  has  been l o s t .  

Consequen t ly ,  p r e s e r v i n g  t h e  p roceeds  from o n e ' s  work a g a i n s t  

c u r r e n c y  d e p r e c i a t i o n  has  now become a  t e r r i f y i n g  game - 
e s p e c i a l l y  f o r  t h o s e  of u s  a p p r o a c h i n g  t h e  r e t i r e m e n t  y e a r s .  

I t  i s  a p p a r e n t l y  beyond t h e  power of man t o  s a t i s f a c t o r i l y  

c r e a t e  and manage a  f i a t  c u r r e n c y .  I f  we d o n ' t  r e u n i t e  o u r  

c u r r e n c y  w i t h  a  commodity peop l e  know and t r u s t  we may f i n d  

more peop le  than  e v e r  r u s h i n g  t o  t h e  s a f e t y  of Kruge r r ands ,  

Maple L e a f s ,  50 Peso  c o i n s  and p r e c i o u s  s t o n e s .  T h i s  c a n n o t  

be p a r t i c u l a r l y  b e n e f i c i a l  t o  t h e  U . S .  economy. 

I f  r e u n i t i n g  o u r  c u r r e n c y  w i t h  g o l d / s i l v e r  i s  t o o  complex 

pe rhaps  t h e r e  i s  m e r i t  i n  i s s u i n g  a  new c u r r e n c y  backed by t h e  

p r e c i o u s  m e t a l s ,  a l l o w i n g  i t  t o  c i r c u l a t e  f r e e l y  a s  an 

a l t e r n a t i v e  t o  i r r e d e e m a b l e  c u r r e n c y .  T h i s  would a l l ow  t h e  

peop le  t o  d e c i d e  which money t h e y  p r e f e r .  ( ~ e  a l r e a d y  have 

t h e  power t o  make c o n t r a c t s  i n  w e i g h t s  of g o l d .  Why n o t  ex t end  



t h a t  freedom?) 

I n  the  l o n g  r u n  t h e  p r e s e n t  e x e r c i s e  by t h e  Commission may 

t u r n  o u t  t o  be unnecessary.  The u l t i m a t e  d e c i s i o n  abou t  what 

money - i s  w i l l  be made by t h e  people .  T h i s  l e s s o n  has been 

repea ted  o v e r  and ove r  a g a i n  t h r o u g o u t  h i s t o r y  and i s  p r e s e n t -  

l y  b e i n g  demons t ra ted  i n  Po land  where t h e  d o l l a r  and o t h e r  

" s t r o n g "  c u r r e n c i e s  a r e  e a g e r l y  sough t  because o f  t h e i r  

p u r c h a s i n g  power. The z l o t y  has f a l l e n  f r om grace  and few 

merchants  and p roduce rs  a r e  w i l l i n g  t o  t r a d e  goods f o r  it. 

L e t ' s  p r e v e n t  t h a t  s c e n e r i o  f rom happening i n  t h e  U n i t e d  

S t a t e s  by once a g a i n  l i n k i n g  o u r  c u r r e n c y  t o  someth ing o f  

va lue .  

S i n c e r e l y ,  
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While I do in fact favor the Gold Standard the point of the title above 
is that it would be futile to go back to the old monetary system in force 
before 1933. If we want to curb inflation and stabilize the U.S. monetary 
systg..sand economy we as a nation must be prepared to take several steps 
simultaneously: 

1. Reduce government spending considerably as a percentage of GNP, and 
then keep the federal budget in approximate balance. Government spending in 
and of itself promotes inflation (whether the budget is balanced or not) as 
it diverts resources from the private sector to less productive public uses. 

2. Reduce our excessive reliance on credit and debt as a nation. Business 
cycles can never be eliminated entirely, but excessive use of credit promotes 
overheated booms and causes sharper recessions and/or depressions than would 
otherwise be the case. Too much credit distorts overall resource use from pro- 
ductive and sound projects to increasingly more risky ventures. First infla- 
tion and then the current wave of business failures in the U.S. are the result 
of excessive credit expansion. Thus a banking reform that would limit banks1 
ability to create credit as they do today is another pre-condition for the gold 
standard to function effectively. 

3 .  Fix the price of gold high enough to induce a flow of gold into the 
Treasury. Milton Friedman read this paper and disagreed with my plan to fix 
the price of gold. In a letter he correctly pointed out that the real objective 
is "monetary stability", and not necessarily a fixed price of gold. I agree. 
The problem as I see it is to restore the confidence of the general populace in 
our monetary and banking systan, and linking the dollar to gold might prove to 
be an essential step. 

Excessive debt financing by both the public and private sectors has pushed 
interest rates to their present high levels. These high rates are the cause 
underlying the current wave of business bankruptcies which will surely worsen 
in the rest of 1982 and into 1983. Interest rates will only come down after a 
massive credit contraction and resulting deflation have run their course. All 
of this implies that a financial panic in 1983 or 1984 is now likely, after 
which the problem of restoring confidence will take on paramount importance. 
The gold standard coupled with the kinds of reforms and policy changes mentioned 
here may prove to be very attractive if not indispensable. 



Nevertheless gold must not be viewed as a panacca. The recent sugges- 
tions by supply-siders that "bringing back gold may be the only way to make 
Reagonomics work" is misleading and misses the point. President Reagan's 
program is essentially sound, but there is a catch. Neither his nor any 
other program can restore health to the U.S. econany soon. The impending 
credit contraction and deflation must run their course first, then tax cuts 
to stimulate investment, reductions in the role of government and other 
supply side measures will have a chance to succeed. Unfortunately this 
reasoning implies a long and serious slump and many more bankruptcies before 
the cleansing of our economic system by the "invisible hand" is completed. 
Once our nation became addicted to debt financing the credit contraction 
now unfolding became a foregone conclusion. 

Neither gold, nor Congress nor the President can hold back the course 
of events now in motion. If wise, however, our leaders can use this crisis 
to good purpose and reform our institutions in ways that will minimize such 
extreme cyclical swings in the future. 
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