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				For Louise. 

				For my children and my children’s children.
For James Grant and John Mueller.

				For every American whose freedom, prosperity, and security depend on a stable dollar.


				Let them inherit a stable monetary standard worthy of a free people.

				


				Let them embrace the gold standard, the least imperfect rule-based monetary order.

				


				In memoriam: Jacques Rueff

				


				


				


				


				


				


				


			

			
				


				“If the gold standard could be reintroduced…, we all believe that the reform would promote trade and production like nothing else, but also stimulate international credit and transfers of capital to the places where they are most useful. One of the greatest elements of uncertainty would be suppressed.”

				


				— John Maynard Keynes

				Commercial Manchester Guardian

				Reconstruction Supplement

				April 20, 1922

				


				


				


				


				


				


				


				


			

			
				Summary of the 

				Monetary Reform Plan



				America and the world need monetary reform.  Indeed, they need a twenty-first century, international gold standard.  The gold standard—i.e., national currency convertibility to gold—is the simple, proven, global monetary standard by which to transmit reliable price information worldwide.  Unlike manipulated, floating, paper currencies, the true gold standard—a dollar defined in law as a specific weight of gold—exhibits the optimum, impartial, networking effects characteristic of the electronic age of reasonably transparent, global standards.

				America should lead in the age of monetary reform by unilateral resumption of its historic constitutional monetary standard—namely, the gold dollar.  Unilateral resumption of the gold standard means that the United States dollar will be defined by Congress in federal statute as a certain weight unit of gold—as the dollar was so defined from 1792-1971.  The Treasury, the Federal Reserve, and the banking system will be responsible for maintaining the statutory gold value of the United States dollar.

			

			
				All financial claims on banks and government banking agencies, chartered or supervised under federal law, that are payable in dollars shall be redeemable in gold at the statutory rate without restriction.  Dollar demand deposits (e.g., checking accounts) will be redeemable in gold upon demand, but other dollar claims at maturity.  Along with customary banknotes and bank checking account deposits, both convertible to gold at the statutory parity, Americans will be free to use gold and authorized, mint-issued, gold coins as money—without restriction or taxation.  The Treasury and authorized private mints will provide for the minting of legal tender gold coins.  The Board of Governors of the Federal Reserve or any successor institution serving in a similar capacity, and all banks chartered or supervised by the U.S. government, or any one of its agencies, will be obliged by law to sustain the statutory, dollar-gold parity and to redeem in gold, upon request, all Federal Reserve notes, all banknotes, and demand deposits.

			

			
				From 1792 until 1971, the dollar was defined in law as a specific weight unit of gold (and/or silver).  As required by Article I, Section 8 of the U.S. Constitution, Congress should again establish by statute, after due deliberation, the sustainable gold value of the dollar; that is the convertibility price of the dollar to gold.

				To facilitate termination of the unstable, dollar-based, global, reserve currency system and to mitigate the predatory mercantilism and economic disorder engendered by floating exchange rates, American authorities will invite interested nations to a conference to establish a modernized international gold standard—not unlike the global arrangements necessary to establish worldwide telecommunications standards.  By international gold standard, it is meant that gold—not paper dollars, nor any other currency, nor Special Drawing Rights (SDR)—would be the primary means by which nations settle their residual balance-of-payments deficits.  The gold monetary standard—a proven, impartial, non-national, universally acceptable money—is the necessary remedy for the defect of unstable, floating, paper currencies and the currency wars they now ignite.  An international agreement to establish stable exchange rates would end the exorbitant privilege and the insupportable burden—borne by the United States—of the global reserve currency system based on the floating dollar.  Such an international monetary reform would bring to an end the world financial crisis of alternating inflation, deflation, and unemployment.

			

			
				In an imperfect world, peopled by imperfect human beings, there can be no perfect monetary system.  Nor is the case for gold the case for investment in gold.  Based on a prudent consideration of monetary history, it is an argument from principle by which to establish the optimum monetary standard for a stable, growing economic and social order.


			

			
				By the test of centuries, the true gold standard, without official reserve currencies, is the least imperfect monetary system of history.            

				


				Lewis E. Lehrman

				April 15, 2012

				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


			

			
				Preface



				This is the third printing of The True Gold Standard: How We Get from Here to There.  But it is the first revised edition.  Misprints and errors have been corrected.  More figures, tables and graphs have been added by my colleague of thirty years, John D. Mueller.  Ours has been an enduring collaboration.  No one excels John Mueller in painting with statistics and charts, the fundamental political, economic, and social issues of the time.  Reading his book, Redeeming Economics, will substantiate this assertion.  

				To James D. Grant, an all-time great—a colleague of over thirty years—I am grateful for our work together, for his remarkable writing, for his unstinting public campaign for sound, free market institutions, and for our seamless exchange of ideas on the case for the gold standard.

			

			
				To those experts and readers I mention in the acknowledge-ments, and to numberless teachers and anonymous friends, I am indebted more than I can say in a few words.  Remaining errors are mine alone.  

				This revised edition is devoted to clarification and amplification of the first edition which was hurried into print.  

				Still, the purpose is to keep the book short while covering a vast, major subject of political economy.  The aim is to draw a roadmap for the future, which other economists, writers, and statesmen will perfect and implement.  

				One lesson of this book is that, contrary to conventional academic opinion, the quantity of money in circulation is not the problem.  The problem of monetary disorder is how money is issued.  

				A second lesson of this book is the pernicious falsehood, spread worldwide, by the trendy quotation drawn from John Maynard Keynes: “In the long run we are all dead.”  Such indifference or cynicism towards future generations may characterize a few self-centered individuals.  But throughout the world, for parents and grandparents and most individuals, the long-run common good is an essential preoccupation of every generation sharing the human condition and its hope for the future.

			

			
				A third lesson of this book is that there is a time-tested way out of the present world financial crisis.


				


				Lewis E. Lehrman

				April 15, 2012


				


				


				


				


				


			

			
				Introduction



				The outline of this Monetary Reform Plan was developed after the collapse of the Bretton Woods monetary system in the 1970s—later discussed extensively with President Reagan in 1983, and spelled out in books, essays, and op-ed pieces over several decades.  Many descriptive phrases, much empirical data, and many fundamental arguments originated in those writings, such as why “the gold standard is the least imperfect monetary system.”

				Today, I again submit this urgent proposal to my fellow Americans and our friends abroad.  

				The history of the first half of the twentieth century compels me to believe that international monetary disorder, and national currency wars, have again led to violent social disorder, and revolutionary civil strife—ultimately caused by the vicious inflationary and deflationary consequences of financial and fiscal disorder.  Mercantilism, natural resource rivalry, and competitive currency depreciations have appeared with war clouds from time immemorial. 

			

			
				In previous centuries, financial disorder often preceded civil wars, national wars of revenge, indeed catastrophic global war.  Thus, it is now time to restore monetary order, to end inflation, and the deflation it brings on. It is time to reestablish the constitutional monetary standard of the American Republic and thus to restore a stable dollar and stable exchange rates.  The purpose of monetary reform must be to rebuild global incentives for peaceful, equitable, growing world trade—and with these incentives recreate worldwide rising standards of living.  

				The True Gold Standard responds to a constant question: how precisely does the United States once again establish a stable dollar worth its weight in gold?  How do the United States, and other countries, get from here to there—that is, from the anarchy and mercantilism of floating-paper currencies to stable exchange rates and rapidly growing world trade and investment, based on currencies convertible to gold?  These questions have been debated throughout modern history and at crucial junctures over the last century—before and after the creation of the Federal Reserve System in 1913; after the catastrophe of World War I; after Franklin Roosevelt in 1933 expropriated and nationalized all American citizen gold holdings; after Richard Nixon on August 15, 1971 severed the last weak link between the dollar and its gold backing.  Most recently, the debate revived after the Great Recession of 2007-2009, marked as it was by wild exchange-rate and currency volatility—inflation, deflation, and unemployment—and open-ended subsidies from the Federal Reserve and the Treasury to the reckless, often insolvent, privileged, and cartelized world banking system.  

			

			
				In free markets with responsible agents, insolvency should entail bankruptcy.  Those who reap the profits must bear the losses.  Without the discipline of bankruptcy in free markets, crony capitalism must be the result.


				Since the international gold standard was abandoned in 1914, but especially since the last vestige of convertibility of the dollar into gold was abolished in 1971, the value of the dollar has declined dramatically. (See Figure 1: Decline in Dollar’s Value, 1774-2011.)

			

			
				After almost a century of manipulated paper- and credit-based currencies, how do trading nations terminate the mercantilism implicit in volatile, depreciating, floating exchange rates?  The developing currency wars of this era and of the past make clear that free trade without stable exchange rates is a fantasy.   

				Since the inauguration of the dollarized Bretton Woods system in 1944, “free trade” was maintained and subsidized by the especially open market of the United States.   After World War II, the dollar-based Bretton Woods system caused the dollar to become overvalued as a result of worldwide excess demand for it as the sole reserve currency, reinforced by the early post-war inflationary policies of the other major countries.  But once the European currencies were made convertible on current account through the monetary reform in 1959 of the European Payments Union, the dollar stayed overvalued despite minor devaluations against other major currencies.  Overvaluation persisted because expansion of dollar credit by the Federal Reserve in the pegged currency system of Bretton Woods continuously raised the dollar cost and price level in America relative to other major currencies. There have been only brief periods of competitive-dollar exchange rates engineered by massive Federal Reserve credit creation under floating rates—such as after the Great Recession of 2007-2009.  

			

			
				All trading countries, since World War II, have demanded dollar reserves with which to settle international payments and to hold as official reserves for contingencies.  Most countries have understood and manipulated the dollar’s dominant reserve currency role.  (The volatile euro is a recent, untested reserve currency.)  

				Compared to the United States, both developed and developing countries generally protected their markets with undervalued currencies, quotas, high tariffs, and discriminatory regulations—China most egregiously in recent years, Japan earlier.  Under the post-World War II Bretton Woods monetary system the United States, beginning with the Marshall Plan, rehabilitated a war-torn world, then implicitly subsidized the growth of world trade.  American sponsorship of free trade caused the open market of American industry to be an easy target for mercantilists worldwide.  Many nations not only protected their home markets, but they also mobilized their undervalued currencies with which to build growing export machines without giving commensurate reciprocity to the United States—the General Agreement on Tariffs and Trade (GATT) and World Trade Organization (WTO) notwithstanding.  

			

			
				The official reserve currency role of the dollar had an enormous impact on the United States economy.  In 1980, net United States international investment was 10% of GDP.  In 2010, net United States international investment was a negative 20% of United States output.  The empirical data show that the entire shift from positive to negative is accounted for by a massive, accumulated, official United States balance-of-payments deficit. 

				Since World War II, free trade has often been at the expense of United States businesses, manufacturing, and labor—with only short periods of trade-competitive dollar exchange rates.  The problem of dollar overvaluation has been compounded not only by the reserve currency role of the dollar, but also by the perennial United States budget deficit, increasingly financed by the Federal Reserve, the banks, and the “exorbitant privilege” of its reserve currency status.  In a word, the United States authorities can create the dollars with which to settle its twin deficits.  Moreover, the growing budget deficits not only commandeer Federal Reserve credit, but the escalating budget deficits also absorb substantial domestic production which would otherwise be available for export to the global market, the proceeds available to settle payments deficits.  

			

			
				After World War I, the interwar global, reserve currency system, based on the pound and the dollar, was liquidated in panic (1929-33), turning a cyclical recession into the Great Depression.  Post-World War II Federal Reserve credit creation (or “money printing”), combined with the inflationary reserve currency role of the dollar, have led to massive credit, commodity, and general price inflation worldwide.  (Consider that the purchasing power of the 1950 dollar has declined over 90%; whereas, the price level was stable over the full period of the classical gold standard (1879-1914).)

			

			
				The scientific method and economic history teach us that under similar conditions, similar causes tend to produce similar effects.  The saying makes the point: “History never repeats itself, but it often rhymes.”  Reserve currency systems have been tested in the past, but the timing of their collapse cannot be accurately predicted.  But they do collapse (the pound in 1931, the dollar in 1971).

				How, therefore, may America now lead other nations toward an equitable and renewed world trading system based on a balanced monetary order, balanced budgets, stable exchange rates, and reciprocal free trade inuring to the mutual benefit of all?  How do leading nations stage the resumption of a modernized true gold standard—ruling out the excessive debt and leverage engendered by unhinged Federal Reserve policies, the perversities of floating exchange rates and official reserve currencies?  The classical gold standard (1879-1914) had its imperfections, but the empirical data show that it was the least imperfect monetary system of the last two centuries (Bloomfield; Gallarotti; Mueller).  

			

			
				How do American authorities, the major powers, and free market participants use market-oriented techniques to discover and establish the optimum gold value of the dollar, i.e., the dollar price of gold?  How do they recreate an international system based on stable exchange rates, such that the durability of a modernized gold standard and the long-run stability of the general price level are assured?  What are some desirable reforms of the central and commercial banking system—to be induced by market and government adaptations to the termination of the paper dollar’s role as an official reserve currency?  What collateral banking reforms might be necessary to limit the current excesses of the government-subsidized, fractional-reserve banking system such that prudent banking, under strict fiduciary rules, would reinforce stable exchange rates and the long-term durability of a dollar convertible to gold?

			

			
				The True Gold Standard endeavors to answer these questions.  

				American leadership is hard work.  American leadership on monetary reform will be hard work.  We should have no illusions about the degree of difficulty posed by the necessity of comprehensive reform.  Neither did the American Founders, nor General Washington at the birth of the Republic, nor General Eisenhower contemplating D-Day.  We Americans have been at the crossroads before.  

				America must now take one of two divergent roads.  First, America may persist on the road of soft indulgence afforded by Federal Reserve and Treasury bailouts, and the unstable dollar’s official reserve currency role—the enablers of ever-rising budget and balance-of-payments deficits, therefore of systemic inflation, deflation, and immense American foreign debt.  (See Figure 2:  Monetary Standards vs. Federal Budget Balance, 1790-2011; and Figure 3: U.S. Balance-of-payments, 1790-2010.) 


			

			
				The absolute dominance of the world dollar standard has gradually diminished since World War II because of the nascent euro and the rise of Asia and the developing world.  But the reserve currency role of the dollar may still continue because of the unique amplitude and liquidity of the dollarized financial and commodity markets.  World commodity markets are settled primarily in dollars. Dollar financial markets are the repositories for vast sums not easily stored elsewhere as official national reserves.  Therefore, the “exorbitant privilege” of the dollar’s role as the world’s primary reserve currency may enable American authorities, policy makers, and academic economists to persist in rationalizing the reserve currency privilege as a boon instead of a deadly economic malignancy leading ultimately to national insolvency.  Official reserve currencies do collapse.  But the timing is contingent upon unpredictable events such as banking system insolvencies and war.  

			

			
				American leaders may choose to acknowledge the dollar’s world reserve currency role as an insupportable burden, instead of a privilege.  It is a burden for the three reasons extensively reviewed in Appendix IV: First, because decades of supplying official reserves to the world in the form of dollar debt has caused an exponentially rising burden of U.S. public debt, engendered by American budget and balance-of-payments deficits—substantially financed by dollar credit supplied by the Federal Reserve and the banking system.  Second, these monetized deficits of the reserve currency country, through the ordinary mechanisms of market arbitrage, cause systemic inflation (often followed by grave deflation and unemployment) worldwide.  Third, the steady decline in the U.S. international investment position—assets in other countries owned by American residents, minus foreign liabilities—reflects the decline in American international competitiveness which necessarily accompanies the dollar’s role as chief official reserve currency.

			

			
				Today, much of the U.S. budget deficit is financed by the Federal Reserve and the banks, which create new credit (or purchasing power) to do so.  But the newly created dollars are not associated with any new production of real goods and services.  Some of the Fed-created excess dollars go abroad, for example to pay for imports from China, sustaining the perennial United States balance-of-payments deficit.  But the excess dollars going abroad are purchased by foreign central banks against the issue of new domestic money (e.g., yuan).  Foreign central banks promptly reinvest them; that is, they return them to the dollar market to finance the U.S. budget deficit, consumption, and the balance-of-payments deficit.  (See Appendix VII: The Balance-of-payments.)


				Because of the dominant reserve currency role of the dollar, everything goes on as if there were no United States deficits.  Thus, there exists no compelling incentive for the U.S. government, or the Federal budget, or the credit-card-financed consumer, to adjust.  Nor is there any compelling institutional discipline requiring an end to the deficits and the long-term inflation they cause.  In a word, the balance-of-payments adjustment mechanism, so effective under the classical gold standard (1879-1914), has been immobilized.  The consequence is that a 1971 dollar saved in the bank—the year the last weak gold link to the dollar was terminated—retains purchasing power in 2012, adjusted by the CPI, of a mere 15 pennies.  So long as the Federal Reserve and foreign central banks have the license to finance the twin deficits with newly created money and credit, the deficits and the indebted consumer will persist and grow.  

			

			
				These monetized U.S. deficits not only cause long-term inflation, but the slowdown or cessation of Federal Reserve credit expansion, or dollar printing, can lead to abrupt deflation and unemployment, both at home and abroad, as in 2007-2009.  


				If American leaders continue to choose option one—i.e., rising debt and deficits financed by the Fed and the dollar’s reserve currency role—the reserve currency dream world of the U.S. financial system may carry on for a few more decades before its collapse—surely a nightmare to be avoided.  Historians have analyzed the same pattern of the depreciating British imperial pound after World War II—lingering as it did on life support for three more decades, then collapsing, making clear to the world the general collapse of British power (Barnett 1986).  

			

			
				For America to choose option one is not unlike an insouciant daredevil who takes off from the fiftieth floor of his skyscraper, secure in the knowledge that he is feeling fine ten floors down—the street level still forty floors far below.

				But if American leaders choose option two, they will reject the siren song of Federal Reserve bailouts and the “exorbitant privilege” of the reserve currency role of the dollar.  They will acknowledge the insupportable burden of the dollar’s official reserve currency role and the inflationary policies of the Federal Reserve.  They will plan now for the termination and windup of the dollar’s reserve currency role, make plans to restore dollar convertibility in order to discipline the Fed, defining by statute the dollar as a certain weight unit of gold; and then propose gold to settle residual balance-of-payments deficits among nations and currency areas in order to rebalance international trade.  

			

			
				This book, The True Gold Standard, A Monetary Reform Plan without Official Reserve Currencies, focuses primarily on option two—especially on How We Get from Here to There—from world financial crisis to monetary order.

				To choose option two is to embrace the United States Constitution.  Article I, Sections 8 and 10, leads to monetary reconstruction on the bedrock of a gold dollar.  (See Appendix I.)  This is the very economic policy by which the founders in 1787 rescued the inflationary era of the Articles of Confederation. Shorn of the crushing weight of trade disadvantages caused by inflation and the accumulating debt and deficits originating in budgetary excess and the reserve currency role of the dollar, America could again become Prometheus unbound.

			

			
				American economic reconstruction, grounded by the gold standard, would lead to a resurgence of rapid economic growth empowered by renewed confidence born of market expectations of a stable long-term price level.  Monetary convertibility and the termination of the dollar’s reserve currency role, by re-establishing a prompt international adjustment mechanism, would lead to the end of perennial trade and payments deficits.  A balanced budget amendment to the Constitution should follow in the wake of monetary reform.  

				These fundamental reforms will engender a vast increase of true savings from current income, made available for long-term productive investment.  Vast speculative sums of worldwide savings will abandon unproductive inflation hedges.  This dishoarding will yield immense liquid savings looking for productive investment.  Equity and true capital investment will displace debt and leverage. Under conditions of stable money and stable exchange rates, savings will be redeployed by entrepreneurs and investors, not in inflation hedges, but in new and innovative plants, technology, and equipment—minimizing unemployment as skilled and unskilled workers are hired to work the new facilities.  The U.S. export production machine will be reoriented—by a convertible currency and by budgetary equilibrium—to produce for the world market.  Producing for the world market engages all the positive and equitable effects of economies of scale and free trade.  

			

			
				This is the true road of American monetary and economic reconstruction.  After two generations of decline in the average real standard of living of the American middle class, the true gold standard will reopen the road to rapid, global, economic growth and rising standards of living at home and abroad.  

			

			
				I offer this Monetary Reform Plan to assist in such an historic American renaissance, hoping that omissions and flaws in the Plan itself will be perfected by colleagues, critics, and far-seeing American leaders.

				* * * * * * * * * *

				Although for this policy piece I have excluded footnotes, almost every debatable opinion considered here—both in the affirmative and on the negative—is covered in the books, monographs, and articles listed in the bibliography.  Comprehensive empirical data, excluded here in the interest of brevity, will be found there, too.

				This reform plan is an extended essay, not an econometric exercise.  Limited by space, the tables and graphs are few in number, relying upon those chosen to illuminate the subject considered. 

				The arguments and proposals for each subject considered are largely confined to separate sections—sometimes short.  I attempt to make each section stand alone so none depends entirely for its coherence on a reading of the entire manuscript.  There is, as a result, inevitable repetition.

			

			
				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


			

			
				


				


				


				Figure 1. Decline in the Dollar’s Value, 1774-2011

			

			
				[image: Fig1_Decline_Dollar_Value_1774-2011.eps]
			

			
				Sources and Notes: The price of one ounce of gold in March 1910 was $20 and, on April 15, 2012, on the date of publication of this book, the price was $1,658.  Different monetary regimes are identified, as follows: the international gold standard from 1879-1914; the gold-exchange standard or interwar monetary standard from 1914-44; the Bretton Woods system from 1944-71; and, the international paper dollar standard from 1971 through the present day.  (See also Appendix III.)

				


				


				


				


				


				


				


				


				


				


				


				


			

			
				The Purpose of 
The True Gold Standard



				This Monetary Reform Plan proposes to establish the framework for an enduring, stable value for the United States dollar; that is, to define the dollar by statute as a certain weight unit of gold to be coined into lawful money.  

				A “dollar convertible to gold”* is warranted by the United States Constitution in Article I, Sections 8 and 10.  (See Appendix I.)  A monetary standard of precious metal (gold and silver) was the monetary foundation, the gyroscope of the great Industrial Revolution of the western world, giving rise, after the Coinage Act of 1792, to a stable American currency.  (See Appendix II.)  For two centuries, free markets, free prices, and international trade were gradually integrated worldwide by the gradual adoption among nations of the international gold standard.  Major wars did interrupt.  But over the long run, sound money, free prices, and economic productivity led to population expansion, unprecedented growth of international trade, and prosperity.  

				


			

			
				*  The term “convertibility” is a conventional but misleading usage handed down from time immemorial.  I use the term reluctantly.  The historic dollar of the American Constitution should be understood as a certain weight unit of precious metal.  Paper and credit monies should be no more than lawful rights to redemption in gold dollars at the statutory parity.

				


				Employment growth, a rising standard of living, and a reasonably stable price level became the economic hallmarks of the United States from the Coinage Act of 1792 until 1971 when the last vestige  of dollar linkage to gold was suspended.  The rise of thirteen impoverished colonies by the sea to world leadership was associated with a stable dollar, that is, a dollar convertible to gold.

				After 1971, floating-paper currencies, mixed with pegged and manipulated exchange rates, have caused alternating episodes of inflation, deflation, and protectionism to this very day.  There has, it is true, been economic growth since 1971, but the real (inflation-adjusted) American standard of living has been falling.  Average, hourly, real wages have stagnated since 1971, only compensated by more family members at work.  Average, real family income has fallen for more than a decade making the American paper money era, during its most recent chapter, a false inflationary prosperity—except for the very rich.  (See Figure 4: U.S. Monetary Standards and CPI Since 1774.)  

			

			
				In addition to inciting currency wars, inconvertible paper-credit currencies have throughout history proven themselves to be unreliable, depreciating monetary tokens, never a long-run stable store of value.  Unlike the paper dollar, which can be produced at almost no marginal cost to the government, a dollar defined in law as a weight unit of gold—like all articles of wealth in the market—requires real labor and capital to be produced.  It thus establishes a real monetary standard which simultaneously provides the primary functions of money: (1) a stable store of value; (2) a stable measure and unit-of-account; (3) a universally-accepted means of payment; (4) and a reliable monetary standard by which to make long-term contracts for loans and investment, whereby future repayments are made in stable money of reasonably constant purchasing power.  Without such long-term currency stability, financial markets become speculative, short-term-oriented casinos.  Long-term loans for public and private infrastructure and capital-intensive enterprises atrophy.  Cross- border investment diminishes.  Because inflation inures to the benefit of the debtor, equity capital is replaced by debt.  Leverage then intensifies risk.  Savings and productivity fall.  Economic inequality advances, as special privileges are handed over by the unrestrained Federal Reserve to its wards—the financial, speculative, and incumbent banking and managerial class.  

			

			
				A gold monetary standard restores justice and equity to the markets because it combines, in one monetary article of wealth, the primary functions of money (noted above).  Moreover, the classical gold standard of history provided a pathbreaking, digital, price-transmission mechanism, and the global networking effects of universally-acceptable, stable money.  These crucial information-sharing, global-networking effects of the gold standard can be easily  recognized as indispensable in the digital age of the twenty-first century.  After millennia of economic evolution, gold set the pace in establishing the precedent of an international-networking standard—in this case, for global money.  

			

			
				What fundamental causes led to the centuries-long dominance of the gold monetary standard?


				Throughout ancient and modern history, it was the unique properties of the impartial, gold monetary standard which caused it to evolve into universally acceptable trading money among alien, often warring peoples—who continued to trade and compete in the market despite their differences.  

				Thus it is that the vital characteristics of money and men must be studied in the empirical laboratory of human history.  Equations on the blackboards of university classrooms will never do.  In a word, money and civilization are indissolubly linked, just as barter and tribalism were in the absence of money.  Indeed, stable money displaced barter with growing international trade and prosperity, just as unstable money and floating exchange rates tend toward currency wars and trade restrictions characteristic of autarkic nationalism and declining standards of living—a recent example being the first half of the 20th century and the rise of fascism and bolshevism. 

			

			
				Today, the economic consequences of academic policymakers are everywhere to be observed in the deflations and inflations of the recent past.  Mathematical abstractions, drawn from the computers of academic economists at the Federal Reserve, are inadequate.  Classroom Keynesian and monetarist experiments with the people’s money have failed.  

				On the other hand, the historical trademarks and productive effects of honest money can be studied, affirmed and reaffirmed by the rigorous tests of the free and open market.  Reinforced by institutions presided over by rules-based economic policy, the international monetary system gave rise to the classical gold standard.  

				No perfect monetary system can be fashioned in this imperfect world, peopled by imperfect human beings.  But the inherent, natural monetary properties of the true gold standard—developed by supple and subtle institutional banking and market mechanisms through centuries of observation and experience—provided the banking system and the world trading system with the least imperfect domestic and international monetary system of history.  


			

			
				Above all, the free market and the gold standard enabled that fragile reed known as civilization, utterly dependent upon order and stability, to grow and prosper.  The endurance of market-based civilization and democracy is again under siege, this time by the inflationary and deflationary social disorders ignited by the disruptions caused by paper money and floating exchange rates.

				


				


				


				


				


				


				


				


				


				


				


				


				


			

			
				The Properties of Gold



				Gold is a fundamental, metallic element of the earth’s chemical constitution.  Gold exhibits unique properties which have enabled it, through two millennia of market testing, to emerge as a universally accepted store of value, and throughout history to sustain stable purchasing power (Jastram 1977).  Its essential chemical composition reveals perfect integrity, homogeneity, and fungibility.  Rarely considered in monetary debates, the natural properties of gold enabled it to prevail in the market over the long run as a stable monetary standard by means of which trading peoples worldwide could make trustworthy exchanges for all other articles of wealth.  The preference of both tribal cultures, as well as ancient and modern civilizations, to use gold as money was no mere accident of history.  Nor has this natural, historic, and worldwide preference for gold as a store of value and the standard of commercial measure been easily purged by academic theories and government fiat (Crease).  

			

			
				Consider the natural properties of gold.  Gold is durable, homogenous, and fungible.  Indeed, by its intrinsic scientific nature, gold is imperishable, indestructible, and malleable.   Gold has a low melting point, facilitating coinage.  Gold is portable and can be readily transported from place to place in exchange for other articles of wealth.  Large and small quantities of gold can be safely stored in exchange for redeemable monetary certificates, bank deposits, and notes.  Like paper, gold is almost infinitely divisible into smaller denominations.  But, unlike the zero marginal cost of producing paper money, gold—like other articles of wealth in the market—requires real labor and capital to be produced.  The labor and capital invested in producing a unit of gold is, therefore, a real value proportional to the real labor and capital invested in producing a unit of all other products and services in the market for which gold money is exchanged.  Such an exchange between the gold monetary unit and other goods and services is a transparent, equitable exchange between producers or consumers, between owners of capital and owners of labor.  But no marginal labor and capital is required to produce an additional unit of paper money.  Thus, zero-cost paper money is overproduced—tending always toward depreciation and inflation.  The exchange of paper money for the products of capital and labor are not transparent and equitable exchanges in the market, over the long run.  Rapidly or gradually, exchange based on depreciating paper money and floating exchange rates leads to injustice in exchange—whereas the gold monetary standard sustains equitable exchange by maintaining its constant purchasing power for centuries against a standard assortment of goods (Jastram 1977).  

			

			
				Because of its imperishability and density of value per weight unit, gold can be held and stored (saved) permanently—at incidental carrying costs per unit of value.  Gold and silver monetary tokens survived millennia of monetary experiments with inferior or perishable alternatives such as shells, grains, cattle, tobacco, base metals, and many other monetary tokens which are either consumed, perishable, or of insufficient value for large-scale exchange over long distances.  Many perishables are not storable for long periods at very low cost; nor are they portable over long distances to exchange for other goods; nor are they useful and efficient to settle debts promptly.  

			

			
				The high value but relatively low melting point of gold, compared to other precious metals, made it the most practical, readily available, monetary coin of enduring, efficient utility.  A single ounce of gold is one of the most densely packed elemental values drawn from the earth’s crust.  Its relative scarcity and desirability sustain it in the market as money, not least because of the cost of real factors of production required to produce it for the purpose of market exchange, or saving, or adornment (a form of durable saving).  These natural properties account for the fact that gold, through a process of long-term economic evolution in tribal and national trading markets, became universally acceptable as the optimum, long-term, store of value.  Silver was the sub-optimal monetary metal of modern civilization, exhibiting many of the properties of gold (Jastram 1981).

			

			
				Merchants, bankers, farmers, laborers, and traders may not have self-consciously considered these facts, but over the long run they behaved as if they did.  People, even hostile nations, freely accepted gold, from one another, in exchange for other goods because gold was a non-national, universally accepted money which could be held and passed on as a store of stable future purchasing power.  All who cherished the value and purchasing power of their saved labor came to rely on the gold monetary standard as a stable, long-term proxy for a standard assortment of goods and services to be purchased later, perhaps much later.

				Today's global stock of above-ground gold in all its forms approximates five- to six-billion ounces—close to one ounce per capita, of the world population.  This is similar to the ratio of the gold stock to population in past centuries.  Because of gold’s preeminent lasting value from time immemorial, and the human incentive to conserve all scarce resources, these five- to six-billion ounces of above-ground gold represent most of the gold ever produced.  

			

			
				So densely packed is the value of gold that the aboveground gold stock today may be enclosed in a cube of approximately seventy (70) feet on each side.  This fact makes it clear that gold money, en masse, is easily and efficiently stored at very low cost as reserves for the purpose of safekeeping by individuals, banks, and governments.  

				Moreover, the empirical data of monetary history demonstrate that the stock of aboveground gold has grown for centuries in direct proportion to the growth of population and output per capita.  As with all desired goods and services offered at free prices in the market it requires discovery, intelligence, and work to produce sufficient growth of the desired gold stock by which to accommodate economic growth and a stable, long-term price level.  Most important, the annual average, long-run growth of the stock of gold in the modern world does not exceed 1.5% of the total aboveground stock of gold.  This fact accounts for the unique, long-run stability of the purchasing power of gold.  New output is sufficient for economic growth but not so much as to affect the value of huge existing stocks.  The steady, modest, long-run growth of the gold stock, in parallel with economic output, was a fundamental reason why the true gold standard, i.e., gold-based money, became the foundation of monetary institutions.  Gold-based money not only stabilized the long-term price level but also integrated the competitive trading nations of the Western world during the vast, free market, Industrial Revolution of the 19th century.  For the purpose of global trade and exchange, currencies convertible to the gold monetary standard had engirdled the earth by the beginning of the 20th century.

			

			
				As noted above, the quantity of gold in circulation tends to grow directly in proportion to population growth and growth of output per capita.  This is a fact, grounded in nature and history, which unlocks the secret equation by which to account for the evidence whereby the market freely selected gold as the least imperfect, stable, monetary standard by which to sustain market exchange among alien cultures.  

			

			
				As the technology and productivity of the payments mechanism evolved—bringing banknotes and checking account deposits (among other credit and monetary transfer mechanisms) into monetary circulation—these substitute monetary tokens gradually economized the use of the scarce gold monetary standard.  But these banknotes and checks of the modern industrial economies derived and sustained their value and utility because, at the time of their origin and subsequently, all people knew they were convertible currencies—that is, legal rights or claims to a defined weight of precious metal—primarily gold.  

				Despite legal tender paper money, and the disabilities presently imposed on gold by the political authorities, gold retains the same inherent properties which still make it the optimal, long-run, stable store of value available in the market.  Indeed, all contemporary deposit or paper money systems, based on fractional reserve banking, use the historical and legal forms, if not the substance, of the original gold convertible banknote and deposit money (checking accounts).

			

			
				To reestablish stable money, what remains to be done is to take the first step—to define the dollar again as a certain weight unit of gold.


				In sum, gold is natural money—not least because it combines in a single, indestructible substance the primary functions of money.  By combining the essential functions of money into one stable and imperishable monetary token, the market guided the authorities over time to bestow on gold the status of an official monetary standard.  Endowed with the profound-but-simple national and international networking benefits of digital free prices and natural economies of global information scale, the gold standard would be especially desirable in the present electronic age of digital standards.

			

			
				Academic economists, policy makers, and intellectual elites are not only indifferent or hostile to the gold standard; they are also contemptuous of the fact that gold is universally desired by men and women for its beauty.  Throughout history, gold has been freely desired in the market not only as money but also for adornment (durable saving).  That gold is indestructible, desired by all, and beautiful to behold bespeaks a monetary virtue, a time-tested, aesthetic, and considered judgment acknowledged freely by almost all civilizations and cultures.  

				Neither should there be objection to the gold monetary standard because of its real costs of production which might otherwise be allocated to produce other goods and services.  The real economic costs of paper money—inflation, subsequent deflation, uncertainty, the immense transaction costs of currency exchange, the cost of hedging one floating currency against another, the resulting inefficient allocation of vast savings to unproductive inflation hedges—these are but a few of the enormous social and economic costs, of paper money and floating exchange rates—far exceeding the costs to produce a stable gold monetary standard.  The simple fact that the paper dollar, adjusted by the CPI, has lost 85% of its purchasing power since 1970 is only one statistical witness.

			

			
				To choose or to reject the gold monetary standard is to choose on the one hand a free, just, and stable social order, or on the other, to embrace a casino culture of speculation and the incipient financial anarchy and inequality it engenders.

				


				


				


				


				


				


				


			

			
				Restoration of the 
Gold Dollar:
The Least Imperfect Rule-based Monetary Order



				I. Aims and Effects


				Restoration of a dollar convertible to gold restores a necessary financial incentive for real, long-term, economic growth by means of increased saving, and investment per capita, and entrepreneurial innovation in productive facilities.  This process leads to rising employment and rising real wages joined to a stable price level—reinforced domestically by a stable, unsubsidized banking system—and internationally by stable exchange rates convertible to gold (Bloomfield, Gallarotti).  During the past decade of managed paper currencies and floating exchange rates, American economic growth has fallen to 1.7%, at an average annual rate.  Under the gold standard, U.S. economic growth averaged 3-4% annually over the long run.

			

			
				The question is constantly asked:  If the United States were to restore convertibility, at what level should the dollar-gold parity be set?  The gold value, or convertibility price, of the dollar should be established by law at a parity such that the level of average, nominal wages does not fall, ruling out deflationary effects—such as the failed British restoration of convertibility in 1925 after World War I (Keynes, Rueff).   In the British case convertibility of the pound to gold was reestablished at the pre-World War I parity, even though the

				English general price level had more than doubled during the war.  Thus, post-World War I British export and manufacturing costs and prices were uncompetitively high, thus depressing wages, creating unemployment and laying waste to much British industry—not to mention jeopardizing British defense investment necessary to defend itself, in a few years, against the Nazi onslaught.  The sterling devaluation of 1931 restored some competitive balance.  

				The French restorations of convertibility in 1926 and 1959 were more successful (Rueff 1964).  In those cases, franc convertibility to gold was reestablished in 1926-28 at a level corresponding to the rise in French post-war price levels, such that French industry could be competitive internationally at prevailing nominal wage rates despite the persistent monetary disorder created by the interwar reserve currency system.  In the 1959 case, France entered the Bretton Woods system at a competitive exchange rate. 

			

			
				In today’s context the methodology for market discovery and subsequent establishment of the optimum gold value of the dollar, and stable exchange rates, is set forth in the section: How We Get from Here to There.

				The defined, statutory value of the gold dollar is intended to underwrite, among other things, just and lasting compensation for workers, savers, and investors; to prevent recurring, massive distortions in relative prices by manipulated paper currencies and floating exchange rates which misallocate scarce resources; to reduce immense speculative capital flows under a paper-floating currency system; and, to promote long-term savings, entrepreneurial innovation, growing investment per capita, and rising real wages in a fully employed economy.  

			

			
				Moreover, the lawfully defined gold content of a sound and stable currency encourages long-term lending and investment—more reliance on equity, less on debt.  With currencies convertible to gold, the long-term lenders receive, say after 30 years, the same purchasing power—measured by a standard assortment of goods and services—compared to the capital or credit they surrendered to the borrowers thirty years ago to make long-term investments.  This fact is confirmed by the empirical data of the classical gold standard (Gallarotti).

				A gold dollar sustains economic justice—disciplining speculative capital, restraining political and banking authorities such that they cannot lawfully depreciate the present value or the long-term purchasing power of dollar wages, savings, pensions, and fixed incomes.  Nor under the legal restraint of convertibility can governments ignite major credit and paper money inflations with their subsequent debt deflations.  Under the gold standard, the penalty of excessive leverage and insolvency is bankruptcy.  As the profits belong to the owners, so should the losses.  Bankruptcy of insolvent firms shields the taxpayer from the burden of government bailouts.  In the absence of currency convertibility and bankruptcy, crony capitalism corrupts and perverts free markets.

			

			
				A stable dollar leads to increased saving not only from income, but also from dishoarding—releasing a vast reservoir of savings previously hoarded into inflation hedges such as commodities, art, farmland and other vehicles—all purchased to protect against the threat of inflation.  These hoarded savings, imprisoned in hedges by uncertainty and inflation, are induced out of speculation and delivered to entrepreneurs and business managers for the purpose of new income-generating investment in production facilities leading thereby to increased employment and productivity.  Increasing and innovative capital investment per capita creates per capita economic growth, per capita wage and salary growth, and long-term growth in employment. 

			

			
				On the other hand, sustained, government-subsidized consumption—through deficit financing, transfer payments, paper money fiscal and monetary stimulation—leads to privilege and corruption.  The hyper-welfare state is sustained by inflation; it creates disincentives for work, a dependent underclass; it suppresses investment; and it erodes entrepreneurial confidence and commitment.


				It is rarely considered by conventional academic opinion that the long-term stability of the gold dollar in a free market brings about a major mutation in human behavior.  In a free market, shorn of subsidies for consumption, every person and firm must first make a supply to the market before making a demand.  In a free market, grounded by a convertible currency, new money and credit may be prudently issued only against new production or supply for the market. This social and economic principle effectively alters human decision-making. It encourages production before consumption, balances supply and demand, rules out inflation, maintains balanced international trade, and upholds the framework for stable money.  Moreover, worldwide hoarding to escape inflation, caused by government overissue of paper money, comes to an end.  Hoarded trillions of inflation hedges—in the form of antiques, art, commodities, diamonds, jewelry, and innumerable other vehicles mobilized as hedges to cope with depreciating currencies—will give way to new liquidity, then to investment, as the reality of an authentic and trustworthy monetary store of value takes hold in a free market worthy of the name.  

			

			
				By means of honest money, people and entrepreneurs worldwide will have regained the confidence to exchange inflation hedges for the convenience of convertible currencies with which to invest in growing, productive facilities and the jobs to work them.   

			

			
				The irony of the gold standard and currency convertibility is that it ends speculation in gold.  


				Confidence in the long-term, stable purchasing power of a gold dollar, and budgetary equilibrium, lead to more public saving and investment in necessary public infrastructure.  Demand for skilled and unskilled labor to work on labor-intensive, public and private infrastructure, not to mention new technologies, will be augmented in the wake of the vast new increase of savings from income and dishoarding.  Reckless credit inflation, originating in expansive Fed credit policy and the reserve currency system is replaced under a true gold standard by real savings, productive investment, and job growth.  Currency convertibility limits not only the extent of inflation, but it also limits the twin sibling of inflation, namely deflation.

				The road to full employment can only be rebuilt on a durable foundation of a stable dollar and a free monetary order—that is, money free from government manipulation.

				The United States is a democratic republic, whereby the people are sovereign.  Thus, this Monetary Reform Plan is designed to encourage a wide circulation of legal-tender gold coins, alongside the convenience of currencies and bank deposits convertible to gold, so that the sovereign and democratic people—not bankers and unaccountable authorities—can regulate the quantity of money in circulation.  Because free-market participants are at liberty to redeem bank demand deposits and paper currency for gold at the legally established parity, new central bank issues of money and credit to finance government budget deficits and insolvent banks is strictly limited.  Under convertibility, excess Federal Reserve and bank-created money leads not to systemic inflation but instead to the demand for redemption of excess cash balances at the legally established gold parity.  Banks unable, according to law, to redeem demand deposits and currency in gold at the statutory parity would become insolvent or be merged with prudent competitors—depositors then transferred to a solvent bank.  It is often said that what people and governments are able to do voluntarily, they need no law to compel them.  But the law deters by penalty those who refuse voluntarily to act rightly; or, for example, there would be no law against robbery.

			

			
			

			
				Another primary aim of this Plan is to limit credit inflation and deflation by appropriate institutional reforms of the banking system.  Ultimately, inflation in America is caused by: (1) direct and indirect Federal Reserve financing and refinancing of both the budget deficit, the banking system, and subsidized or insolvent debtors; and, (2) by the perverse workings of official reserve currency systems which enable and sustain permanent balance-of-payments deficits of the reserve currency countries—primarily the United States since World War II.  The dollar is the primary world reserve currency.  This means the U.S. alone may create the money with which to settle its debts.  This process, of course, leads to excess money and credit creation, ultimately to inflation.  

				The overall balance-of-payments of a country, or a currency area, is in deficit when more money is paid abroad than received; a surplus occurs when more money is received by a country or currency area than paid abroad.  The United States has run an overall balance-of-payments deficit most of the past half-century and over that full period has experienced systemic inflation.  (See Figure 2: Monetary Standards vs. Federal Budget Balance.)  When there are substantial unemployed resources in the U.S. economy, inflation of the general price level occurs gradually; but at full employment, rapidly.  

			

			
				Under both the Bretton Woods agreement (1944-71) and the subsequent floating dollar-based reserve currency system, the United States balance-of-payments deficits have been financed substantially by foreign central bank purchases of the flood of excess dollars going abroad.  Since 2008 the budget and balance-of-payments deficits have been intensified by quantitative easing, a euphemism for central bank money and credit creation (or "money printing").  By this means the Fed finances the overleveraged banks, insolvent debtors, other wards of the state, and its perennial twin deficits.  

			

			
				Some of these newly created dollars go abroad—directed there by relative price differences.  In foreign countries, these excess dollars are monetized by foreign monetary authorities and held as official foreign exchange reserves.  But, as noted, these official dollar reserves of foreign countries are not inert.  They do not lie around in bank vaults.  They are in fact reinvested in the U.S. dollar market—especially in United States government securities sold to finance the federal budget deficit.  In effect, the United States dollar area receives back the dollars it created to settle its balance-of-payments deficits abroad.  Everything goes on as if there were no U.S. budget or balance-of-payments deficits.  No adjustment is required of the United States to rebalance the deficits with surpluses.  Thus, the world dollar standard enables America, so-to-speak, to buy without really paying.  This perverse monetary system, whereby the reserve currency country issues its own money to finance and refinance its increasing deficits and debts, augments global purchasing power and potential inflation, because the newly issued money is not associated with newly produced goods and services.  Total demand has been divorced from supply.  When total demand exceeds total supply, inflation may be deferred if unemployed resources exist; but ultimately the general price level will rise.  

			

			
				When the authorities, such as central banks, create money and credit with which their preferred clients can purchase goods, commodities and financial assets, without producing an associated supply of goods for the market, ultimately demand will exceed supply.  Inflation will be the ultimate result. 

				This Monetary Reform Plan proposes a simple rule to prohibit the use of official, national reserve currencies to settle balance-of-payments deficits.  The Plan proposes to substitute an impartial, non-national currency, namely gold money—a real good, itself requiring labor and capital to be produced. Only gold money would once again be the international settlements currency for residual balance-of-payments deficits.  

			

			
				Gold transfers effectively require adjustment of the balance-of-payments deficit, reestablishing equilibrium among trading nations, and thereby eliminating a root cause of global imbalances, inflation and deflation.  Balance-of-payments deficits could no longer be settled in newly issued national paper and credit monies, such as the dollar or euro.  Instead, residual balance-of-payments deficits among nations would be settled with an impartial, non-national monetary standard—gold.  The Plan forestalls the financing of the United States government budget deficit and balance-of-payments deficit through new credit and money issued by the Federal Reserve, commercial banks, or by foreign central banks.  By means of the simple rule-based system of statutory currency convertibility (without official reserve currencies) the Plan regulates the contemporary, unrestrained, credit-creating banking system, thus also limiting the increase of government spending.  Furthermore, by means of the discipline of prompt settlement in gold of balance-of-payments deficits, overall equilibrium among trading partners is rebalanced and sustained, debt leverage is diminished, and the moral hazard of fractional reserve banking mitigated.

			

			
				Moreover, it is in the American national interest to terminate the reserve currency role of the dollar, an insupportable burden borne by the United States since the end of World War II.  The U.S. taxpayer must no longer go further into debt in order to supply the world with dollar reserves denominated in U.S. debt.  (See Figure 2:  Monetary Standards vs. Federal Budget Balance.)  Terminating the “privilege” and the burden of the official reserve currency role of the dollar, combined with the restoration of dollar convertibility to gold, brings to an end the long era of secular inflation and currency depreciation.  Furthermore, reserves of foreign monetary authorities, subsequently to be held only in gold and domestic currency claims, reduce the foreign exchange risk to all national banking systems formerly dependent on official foreign currency reserves.

				Rule-based institutional agreements to end the official reserve currency role of the dollar—and to limit discretionary Federal Reserve money issuance by dollar convertibility to gold—will stabilize the long-term price level.  Unstable mutations in the true gold standard in the past—including the failed “gold-exchange” system of Bretton Woods and its predecessor, the “gold-exchange standard” of the 1920s and 1930s—are ruled out.  So, too, are floating exchange rates.  

			

			
				For almost one century, policy makers, politicians, historians, and economists have confused the flawed interwar gold-exchange standard, based on official reserve currencies, with the true or classical old standard.  Led by Ben Bernanke and Milton Friedman, economists therefore have blamed the Great Depression on the gold standard, instead of the reserve currency system of 1922-40.


				In particular, this Monetary Reform Plan remedies the defects of the dollar-based, post-World War II, official reserve currency system—an unsustainable system of currencies loosely pegged to the dollar and ineffectively linked to gold.  The dollar-leveraged Bretton Woods pegged exchange rate system collapsed in 1971 because the United States had accumulated more foreign official debt than it was willing to redeem in gold.  Nor was Fed Chairman Arthur Burns willing to restrain the Fed's money-creating overdrive, aimed in 1971-72 to reelect President Nixon.  

			

			
				The collapse of the Bretton Woods reserve currency system based on the dollar ushered in the worst American economic decade since the 1930s.  The unemployment rate in 1982 was higher even than the unemployment rate occasioned by the financial panic, deflation, and collapse of 2007-09.  

				Similarly, the recession of 1929-30 became the Great Depression of the 1930s because of the collapse and liquidation of the interwar official reserve system—based as it was on the pound and the dollar.  The liquidation of official sterling and dollar currency reserves deflated the world banking system because without those banking reserves the banks were forced to deleverage, call in loans, or go bankrupt.  Banks worldwide did all three.

			

			
				Since 1971, the floating, paper-dollar standard has been even more perverse and crisis-prone than the reserve currency system of the Bretton Woods era (1944-71).  During the past forty years, the privilege and the burden of the dollar’s overvalued and dominant role as the world’s official reserve currency has been a cause not only of inflation and deflation, but also of industrial and manufacturing displacement in the United States.  As noted above, the world dollar standard is the primary cause of collapse of the international net investment position of the United States.  

				Under the official reserve currency system based on the dollar, the perennial U.S. balance-of-payments deficit will continue to flood foreign financial systems and central banks with undesired dollars—with brief periods of dollar scarcity and a cyclical rise of the dollar on foreign exchanges.  Foreign monetary authorities will continue to purchase these excess dollars against the issue of new domestic money, thus duplicating potential purchasing power unassociated with the production of new goods—tending to sustain worldwide inflation even during recession.  So-called sterilization techniques designed to neutralize foreign exchange inflows are not fully effective.  The excess dollars purchased by foreign central banks—reinvested in U.S. government securities and the other dollar claims—finance consumption and rising government spending in the United States.  Today, inflation proceeds gradually in the United States because of unemployed resources.  At full employment, inflation accelerates.  But, as the Fed and the banking system reduce the growth rate of credit, from time-to-time, the threat of deflation appears (e.g., 2006-07 and 2012). 

			

			
				Because the reserve currency system generally leads to a rapid increase in global purchasing power without a commensurate increase in the supply of goods and services, the systemic tendency of the reserve currency system is inflation—either in the prices of goods and services or in the prices of investment assets and commodities.  Yet the process can dangerously work in reverse, causing deflation, especially when the Fed tightens, or there is panic out of foreign currencies into the dollar (the Asian Crisis, 1996-2002; the Euro Crisis, 2010-12).  Illiquidity abroad causes foreign official dollar reserves to be resold or liquidated in very large quantities, sometimes radically reducing the global monetary base—as occurred in 1929-33 and recently in 2007-09.  

			

			
				Consider the striking evidence for Parkinson’s debt corollary as depicted. (See Figure 4: Parkinson’s Debt Corollary.)  At the end of fiscal year 2011, direct U.S. Treasury debt stood at some $14.815 trillion*, equal to about ninety-seven percent (97%) of GDP.  Of this amount, only about $2.549 trillion, or seventeen percent (17%), was held by the nonbank public, including foreigners.  Some $5.33 trillion was held by federal ($4.658 trillion), state, and local ($670 billion) governments—mostly government pension funds including Social Security. The remainder, about $7.272 trillion, was held by the banking system.  Of this amount, about $1.689 trillion was directly held by the Federal Reserve and $285 billion by commercial banks and other depository institutions in the United States, while foreign monetary authorities held $4.245 trillion in U.S. securities.  Of that amount, $2.874 trillion was lent directly to the Treasury, $788 billion to government-sponsored agencies, and $583 billion indirectly through other official monetary liabilities.  This expansion of the means of financing United States public debt has driven the growth of high-powered money; and since the Civil War, almost all of this credit has been extended to the Treasury.  All this credit-financed demand for nonmonetary wealth (e.g., goods and financial assets) without a matching supply necessarily pushes up the prices of liquid securities or commodities—usually both in succession.  The empirical data show that the prices of stocks, bonds, and real estate are bid up immediately, and the real economy receives a temporary boost about a year later.  The combined effect of rising securities and commodities prices, followed by an increase in the volume of economic transactions (the "economic boost"), tends to reabsorb the excess credit and money created by the Fed.  Without a continuous, ever increasing rate of gain in Federal Reserve credit and money, a deflationary impulse is then transmitted to the securities and commodities markets, thence to economic output.  The Fed is then pressed for a re-acceleration of quantitative easing or "money printing". 

			

			
			

			
				If the process stopped, the only permanent effect would be a rise in commodity prices, which typically (since the 1930s) takes about two and a half years.

				Under this Monetary Reform Plan, gold, an impartial, non-national global currency which cannot be printed at near-zero cost, would replace the dollar as the world’s official reserve currency.  History shows that—in the absence of government prohibitions and restrictions in favor of inconvertible paper and credit money—gold, or paper and credit money convertible to gold, was preferred and accepted in trade and exchange from time immemorial.  Until recent times the gold standard underwrote the equilibrium mechanisms of the global economy, which the undisciplined world dollar standard (and recently the euro) has corrupted with increasing debt and credit leverage at home and abroad.  Under the world dollar standard, other nations gain desired dollar reserves only as the United States becomes an increasingly leveraged debtor through balance-of-payments deficits; whereas under the gold standard, the global economy may actually attain balance-of-payments surplus as a whole vis-à-vis worldwide gold producers.

			

			
				The true gold standard is the sole, rule-based monetary order which reliably and systematically rebalances worldwide trade and exchange among all participating nations.


				The Announcement of a proposed Monetary Reform Plan by the United States would be accompanied by invitations to an International Monetary Conference.  Its overriding purpose would be to establish a new international monetary system—based on multilateral currency convertibility to gold—grounded in Treaty and national legislation.  Such a conference would not restrict America’s freedom of action to proceed alone, if necessary, to gold convertibility of the dollar.  

			

			
				A stable dollar and stable currency exchange rates, all based on unrestricted currency convertibility to gold, would displace the financial disorder and mercantilism engendered by volatile, floating exchange rates and the malignancy of pegged, undervalued currencies.  

				Under floating paper exchange rates and absolute central bank discretion, there is no rule-based system which can yield the results of the rule of currency convertibility to gold—without official reserve currencies.

				This Monetary Reform Plan suggests adaptations that free markets would tend spontaneously to induce over time as they adjusted to dollar convertibility to gold.  Moreover, the Plan puts forward suggestions by which political and financial authorities might be guided to bring about desirable, market-oriented adjustments in the banking system by means of very simple statutory and regulatory rules.  Such clear rules would be intended to sustain the economic, social, and international trade benefits of currency convertibility to gold, reinforcing an enduring regime of stable money and stable exchange rates upon which to rebuild the trust and confidence necessary to facilitate balanced, sustained, global, economic growth.  (See testimony of Lewis E. Lehrman before the United States Congress, House Committee on Financial Services, 2011.) 

			

			
				


				II. Means and Ends


				A monetary regime based on the true gold standard is substantially self-regulating.  It is an essential institutional foundation of a just, integrated, and growing international trading and monetary system based on stable exchange rates and on a tested, impartial, non-national, common currency.  By the empirical tests of historical experience, the true (or classical) gold standard is the least imperfect monetary system by which to establish, over the long run, a stable dollar.  (See Appendix III; also Gallarotti, Bloomfield.) 

			

			
				The United States Constitution warrants the restoration of the true gold standard.  (See Appendix I.)  Empirical metrics drawn from history—such as long-run stability of the general price level and steady economic and employment growth—document the success of the classical gold standard.  (See Appendix III.)

				No one should confuse the manipulated and deeply flawed, interwar gold-exchange standard based on the official reserve currencies of the pound and the dollar (1914-40), or the equally unstable, dollar-based Bretton Woods official reserve currency system (1944-71), with the true (or classical) gold standard preceding World War I.  Both flawed gold-exchange standards followed in the wake of catastrophic world wars, each taking the form of an unstable official reserve currency system.  (See Rueff, The Age of Inflation, The Balance-of-payments: Proposals for Resolving the Critical World Economic Problem of our Time, and The Monetary Sin of the West.)

				Moreover, most economists have ignored the crucial fact that before World War I the gold standard was the institutional monetary basis of the unique and remarkable economic growth of America and of the western world during the extraordinary Industrial Revolution.  This commercial revolution in the western world raised early mankind from 50,000 years of Malthusian subsistence to the prosperity of sustained economic growth and rising standards of living (Clark, Wade).  The economic revolution in the Western world was piloted by the gold standard which enveloped most of the world. 

			

			
				During the past two centuries of agricultural, industrial, and technology revolution, the growth of international trade, the spread of invention, and the rise of a prosperous, global middle class cannot be dissociated from their origin in an international economy characterized by stable exchange rates underwritten by the gold standard.  Mutual currency convertibility to gold of major currencies was the indispensable monetary gyroscope guiding the growth of international trade and capital investment across borders and oceans—because major trading nations worldwide shared a common underlying monetary standard.  No subsequent period has excelled the classical gold standard era in mobility of the factors of production, the flexibility of the free price mechanism, the growth of world trade and investment, and the free movement of peoples across borders seeking economic opportunity.  This was a seminal period in which human history escaped from the cyclical rise of civilizations followed by their subsequent declines into subsistence (Clark).  

			

			
				During the Industrial Revolution, gold-based currencies were the trustworthy monetary vehicles which grounded stable exchange rates and created the institutional incentive for the expansion of international trade and investment based on confidence in the steady value of convertible currencies.  It cannot be overemphasized that United States growth required global growth in the past, as it does now and will in the future.  But over the long run, substantial global growth requires stable exchange rates—ruling out the present floating currency wars and mercantilism born of floating-exchange rates and undervalued currencies.  

			

			
				Of course, global growth can for a generation or two be subsidized by a singularly rich, dominant, global power like the British Empire or the United States.  Often by means of an overvalued currency of the reserve currency country and a wide open market there for goods from mercantilist countries, trade does expand—but to a large extent at the expense of the reserve currency country, namely Britain and the United States during the past 150 years—Britain after the (1844) repeal of the Corn Laws, the United States after World War II.  But eventually instability, decline, and the rise of rugged mercantilist competitors overtake the hegemonic, reserve currency power. 

				In the long run, as the history of hegemonic reserve currency powers suggests, free trade without stable exchange rates is a snare and a fantasy.

				One concludes that the European and North American era of Agricultural and Industrial Revolution cannot be dissociated from its origin in the era of the gold standard.  That era was inaugurated in 1717 when Sir Isaac Newton specified the gold weight of the British pound, a currency value which endured for two centuries until 1914.  The eighteenth and nineteenth centuries were a revolutionary, breakaway period of secular economic growth, and freedom—different from all earlier human and cultural economic expansions during which human population, prosperity, and economic growth experienced endemic cycles of rise, decline, and fall.  Decline and fall was re-enforced by scarcity of food and fuel supplies which did not grow sufficiently to feed and support long-term growth in the population (Clark, Malthus).  

			

			
				It was no accident that legalized, global slavery, in existence for millennia, gave way to the 19th century trend toward free labor during this very same growth era of the free market revolution, democracy, and a vast expansion of international trade  (Lehrman, Lincoln at Peoria).

				


			

			
				A. Monetary Reform and the General Price Level


				A gold-based currency stabilizes the long-term price level (Jastram 1977).  It restores the long-term confidence for private and public savings necessary to increase investment and productivity per capita—indispensable for increasing real wages, growing prosperity, and the tendency to full employment.  As the savings rate, innovation and the investment rate per capita increase, productivity and real wages increase without inflation.  Moreover, the dissipation of inflation hedges (dishoarding) releases immense liquid savings for capital investment, equity displacing excessive dependence on credit and debt.  Confidence in a stable gold dollar will lead to repatriation of flight capital, held as inflation hedges in foreign markets.  Reoriented by monetary stability speculative capital returns home, looking for productive investment.


				Above all, adoption of the true gold standard is the necessary, rule-based reform to discipline the Federal Reserve System and to replace the reserve currency role of the dollar with a non-national, global standard, thereby ending perennial United States payments imbalances, and limiting budget deficits.  


			

			
				Post-World War II financial disorder has led to an exponential increase in government spending, financed by the Federal Reserve and the global banking system.  The official reserve currency system has jammed the balance-of-payments adjustment mechanism for a century, leading to government and banking system leverage today of astonishing crisis levels.  The balance-of-payments deficits of the reserve currency country have not been settled equitably, because the reserve currency countries printed their own currencies to make necessary payments abroad as well as to finance internal budget deficits.  The official reserve currency system, based on the dollar, has enabled the world banking system, governments, and households to pyramid their deficits and balance sheets in a Ponzi-like scheme.  Moreover, floating currencies insulate irresponsible governments and their banking systems by means of inflation, because they are always able to create money and credit without limit—imposing on others the consequences of a depreciating currency and beggar-thy-neighbor trade policies.

			

			
				The undisciplined license of central banks to create inconvertible paper and credit money, generally to subsidize government and their wards, such as the cartelized banking system, has led inevitably to competitive currency depreciation.  Manipulated by unrestrained central bank discretion, under-valued pegged and paper currencies have been adopted by many emerging nations to subsidize exports, increasing thereby the threat of currency wars.  

				By statutory convertibility to gold, the virtually unlimited discretion of the Federal Reserve Board to create dollar credit comes to an end.  The financial effect is two-fold: (1) inflationary financing of government budget and balance-of-payments deficits is forestalled while  (2) budgetary and balance-of-payments equilibria over the business cycle are reinforced.  Prompt settlements must occur on a day-to-day basis—weekly, monthly, annually—limiting financial leverage.  


			

			
				Under this Monetary Reform Plan, sovereign governments could no longer finance ever-increasing spending by comman-deering cheap, new credit issued by central and commercial banks.  So long as cheap, unlimited credit is freely available to finance the government budget deficits, the national debt, and financial leverage will persist and grow.  (See Figure 2: Monetary Standards vs. Federal Budget Balance.)  In the United States, a federal, balanced budget amendment is entirely consistent with this Plan.  Indeed, monetary and budgetary reform should be legislated together.  

				The United States Constitution creates a presumption in favor of gold (and silver).  (See Appendix I.)  Unrestricted currency convertibility to gold, without official reserve currencies, means that residual balance-of-payments deficits would be promptly settled in gold—extinguished in the ordinary course of business not only by prompt payments, but especially by the reciprocal, self-regulating mechanism of rebalanced exports and imports of goods, services, and capital among trading nations.  Payment imbalances, unrequited by offsetting exports, and capital imports under the classical gold standard, were ultimately settled among nations by gold transfers and earmarks.  Historically, under the classical gold standard, these residual balance-of-payments deficits were a small fraction of the total value of international trade (Rueff 1967).  

			

			
				Contrary to academic and conventional opinion, one irony of the gold standard is that equilibrium is largely achieved through the spontaneous rebalancing of trade—with little movement of gold (Bloomfield).  Gold is a silent monarch.

				


				B. Termination of the World Dollar Standard


			

			
				As noted above, the floating dollar standard of today, whereby other nations accumulate depreciating dollars as their official financial reserves, has enabled the United States to finance its ever-growing budget and balance-of-payments deficits.  (See Figure 2: Monetary Standards vs. Federal Budget Balance, 1790-2011.)  

				Stable exchange rates mitigate the destructive effects of floating exchange rates.  International and domestic investment and employment opportunities in all trading nations are severely impacted by volatile variations in the value of national paper currencies, because floating exchange rates automatically and abruptly raise and lower the domestic cost of labor, including the entire production cost-price systems of participating nations.  The academic pretense that manipulated currencies, the “dirty float,” fairly adjust payment imbalances is a deceit concealing the enrichment of mercantilist predators, speculators, banks, and the financial class which makes the market in volatile foreign exchange.  Floating exchange rates render both internal and cross-border entrepreneurial and investment activities uncertain and often unproductive.  The sudden variations in exchange rates cause intermittent, widespread national unemployment and displacement of whole industrial sectors.  Moreover, floating exchange rates rationalize “beggar they neighbor” trade policies, breeding competitive mercantilism and currency wars.  

			

			
				Floating currencies can be ruled out by mutual convertibility of major national currencies to a stipulated weight unit of gold.  Thus, among participating gold standard countries, the general price level is stable over the long run and thus, the future purchasing power of wages, salaries, savings, and pensions is stable and preserved.  By maintaining the stable purchasing power of the national currency, security of the most vulnerable in society is assured—namely, for those on fixed incomes, workers with lagging wages, and professionals on lagging salaries. 

			

			
				Multilateral convertibility of major currencies to gold establishes across foreign borders a common monetary standard, thereby creating the commercial incentives for increasing international trade and global growth—a prerequisite for sustained national growth.  Stable exchange rates enable the free price mechanism to allocate savings and investment efficiently in all sectors of the global, integrated trading system.  

				Developing countries with stable currencies receive steady foreign investment.  With stable currencies persisting over the long run, dishoarding and the rise of private savings from current income make immense new resources available for long-term public and private investment in needed infrastructure, innovation, and resource exploration.  In addition, the transition from inflationary paper to gold-backed currencies has always been associated with a huge influx of repatriated capital abandoning inflation hedges abroad (Rueff).  

			

			
				Individual prices should fluctuate in the market.  But statutory convertibility to gold establishes a stable monetary standard, from which is derived a stable general price level. 

				The history of the classical gold standard shows that the internal general price level of a gold standard nation varies little above and below the value at unity of the gold monetary standard.  Under multilateral gold convertibility, the global general price level tends also to oscillate very little around unity—necessarily contained within the narrow gold points of the exchange rates.  During short-term market intervals under the classical gold standard, 1879-1914, exchange rates varied no more than a fraction of one percent above and below the gold parities of mutually convertible currencies.  Indeed, over the long run, the general price level was at the very same level in 1914 as it was in 1879.  

				Given the efficiency of contemporary communications and transportation among nations, exchange rate variations should be minuscule.  But today, floating exchange rates among major nations can vary as much as twenty percent (20%) in a short period.  Not only does this abruptly raise and lower real national wages, but exorbitant bank fees are exacted to supply foreign currency to consumers and producers ranging up to fifteen percent (15%) in a single transaction.  For confirmation, one must look only at the bid/ask spread on currency exchange boards posted in the windows of banks worldwide.  The commercial market for foreign exchange is cartelized among major global banks, giving rise to systemic corruption and oligopolistic profits.  The foreign exchange market trades in excess of four trillion dollars each day.  

			

			
				The resource cost of a gold-backed dollar is modest compared to the combination of the inflation tax exacted by: 

				(1) floating, managed paper currencies, and the inefficiencies and uncertainties they cause.

			

			
				(2) the foreign exchange transaction costs themselves, and 

				(3) the exorbitant ongoing cost of global misallocation of capital, labor, and natural resources.  

				“Unity” (oneness) as used in the previous paragraph means that the monetary standard, namely one dollar, is defined as an identity with one precise weight unit of gold.  Therefore, the general price level for nonmonetary wealth is the reciprocal of unity.  The price level, therefore, must be stable over the long run so long as the stipulated gold parities of the currencies are sustained.  Under the classical gold standard, the empirical data show that the general price level, on average, is subjected only to minor variations annually above or below unity.  In the short run, the price level may gently fall (as it did under the classical gold standard in the late nineteenth century) or gently rise (as under the classical gold standard in the first decade of the twentieth century).  But, over a generation or more, the empirical evidence, between 1879-1914, shows that the price level remains stable—ending at a level almost exactly where it began (Friedman and Schwartz).  


			

			
				Why was the price level so stable under the true gold standard?  Long-run price level stability of mutually-convertible currencies is in part maintained by a fact of nature which established economists ignore; namely that the average, annual, growth of the gold stock for one hundred and fifty years has been close to one-and-a-half percent (1.5%).  Moreover, in the modern era (1850-2012) the new supply of gold, relative to above-ground gold stocks, tends also to grow close to one-and-a-half percent (1.5%) annually on average.  Thus, new production is miniscule compared to total stocks, sustaining the value of the gold monetary standard, while at the same time underwriting general price level stability and insuring long-run currency convertibility.  


				Therefore, natural growth of the aboveground gold stock, unlike paper money, is directly proportional to both population growth and average growth of Gross Domestic Product (GDP) per capita.  Given the vast stocks of gold on hand, very marginal, annual increases of one to two percent (1-2%) on average over the long run in the stock of gold do not materially change the relative purchasing power of the monetary standard against a standard assortment of goods and services in the market.  Moreover, the new supply of gold is readily absorbed at the statutory price by economic growth, by saving in the market, and by the reserves of the banking system.  Marginal decreases in the supply of gold are compensated by increasing incentives to discover more gold because, under currency convertibility to gold, the fixed value (or price) of the gold currency rises relative to the general price level when the latter is falling.  Thus the incentive to explore, discover and produce gold intensifies. This process accounts for the fact that, under the classical gold standard, the general price level was stable over the long run, with average annual variations plus or minus one to three percent, always reverting to the mean, namely unity, or price level stability (as was the case, 1874-1914).

			

			
			

			
				


				C. Stabilizing Exchange Rates; Consolidating and Refunding Official Foreign Exchange Reserves


				Currency convertibility to gold, at currency parities mutually agreed, would restore a fundamental purpose of the International Monetary Fund from its origin after World War II; i.e., an efficient international adjustment mechanism to settle trade and payments imbalances—mitigating national debt and leverage, while rebalancing internal growth as well as growth of international trade and investment.  Prompt settlements of balance-of-payments deficits would limit sovereign debt leverage, forestalling incipient insolvency.  

				Full resumption of currency convertibility, and subsequent settlement in gold of residual international payments deficits, will require consolidation and refunding of some existing official currency reserves.  Refunding some official reserve currency debt is necessary to stabilize the value of world dollar reserves relative to the value of goods and services available in the market at the outset of currency convertibility to gold.  After convertibility is restored, the remonetization (i.e., purchase) of gold in the banking system should also be offset, pari passu, by sale of government securities held by the central and commercial banks.  (See Collateral Agreements.)  The aim is to inaugurate a long-term, stable, general price level—after unrestricted restoration of gold convertibility and the concomitant reserve currency refunding have been completed.

			

			
				


				D. A Common, Non-national, Global Monetary Standard


				As the common, impartial, international currency, the gold monetary standard restores an equitable mechanism for rebalancing national and world trade; and for integrating and maintaining stable exchange rates in the international trading system.  The exorbitant privilege and insupportable burden of the dollar’s reserve currency role is eliminated.  The common, underlying international monetary standard, namely gold, embraces the national trademarks of convertible currencies—dollar, yuan, euro, pound.  But continuation of the so-called world dollar standard—or alternative official currency reserves in dollars, yen, sterling, Swiss francs, yuan, or any other presumptive reserve currency such as the credit-based SDR—is ruled out.  

			

			
				In the current world of deficits, debt, and inflation, paper SDRs—now issued by fiat at the International Monetary Fund—amount to “irrigation during the flood.”  SDRs must be ruled out in order to rule out systemic inflation caused by IMF money printing.  

				Neither a complicated, unstable basket of perishable com-modities, nor an unstable, volatile basket of floating currencies can work as a monetary standard.  

			

			
				


				E. Coordinating International Trade


				In providing a simple, overarching, rule-based monetary standard, enshrined in law, mutual convertibility of national currencies to gold effectively coordinates free and equitable international trade among the nations, limiting the mercantilism and implicit trade and currency wars promoted by floating exchange rates and undervalued exchange rates pegged to the dollar.

				All standards—such as international accounting and telecommunications standards including standards of weights and measures—are rule-based standards which create permanence and trust among public and private parties by which contracts may be executed and honorably fulfilled.  The rule of law includes uniform standards of measure.  They promote stability and economic growth (Crease).  Consider that no government authority varies the value of the defined unit of measure of the thirty-six inch (36”) yardstick to twenty-nine inches (29”) this year, or to thirty-nine inches (39”) next year; nor do governments vary the value of a unit of weight, the pound (16 ounces), to twelve (12) ounces this year and to twenty ounces (20) next year; nor do they vary duration of the unit of time, the hour from sixty minutes (60) today, to fifty (50) or seventy (70) minutes next year.  Arbitrary changes in standards sow chaos, whereby the least among us reap the whirlwind.  Uniform, specified standards of weights and measures—including the monetary standard—are permanently defined to insure stability and stable expectations, to sustain equity and justice in the social order, and to enable honest and reliable trade at home and abroad.  Uniform standards of weights and measures were the precondition of the Scientific and Technological Revolution, as they were of the Industrial Revolution (Crease).  

			

			
				Thus do Sections 8 and 10 of Article I of the United States Constitution (see Appendix I) provide for the establishment of uniform weights and measures, while with respect to the monetary standard of measure, the states are prohibited by the Constitution from making anything but gold and silver coin a legal tender.

			

			
				


				F. Legal Tender Gold Coins


				Legal tender gold coins should be minted in the form of standard coin for general circulation, free of taxation at any level.  Standard coin, derived from fine gold, is hardened by alloy.  The coin is milled on the circumferential edge to prevent clipping.  Neither gold coins nor gold bullion should be restricted in the export-import trade.  Wide circulation of legal tender gold coins among participants in the market is a fundamental, democratic, institution by which to regulate the quantity of money in circulation—a sovereign right, entrusted to the sovereign people in a stable, non-inflationary monetary system of a well-ordered, constitutional republic.  Currency is the language of commerce, just as speech is the language of communication.  They are indissolubly joined.  Thus, the right to own and hold gold, like speech, is a fundamental freedom not to be abridged.  

			

			
				Congress, as the representative of the American people, is given the unique Constitutional power in Article I, Section 8 to define the value of circulating gold coin and subsidiary coinage.


				


				G. Banking Reform


				This Monetary Reform Plan establishes a disciplined, clear, and simple framework in which central and commercial banking systems could operate efficiently and equitably, ruling out subsidy or taxpayer bailout for privileged financial and private market participants.  Sending millions of small businesses and families to bankruptcy court—while bailing out both foreign governments and cartelized and subsidized banks and businesses—eviscerates free and fair markets (e.g., 2007-2012).  Such a corrupt abuse of taxpayer resources destroys the confidence, incentives, and moral dispositions of all prudent and disciplined free market participants. 

			

			
				Just as convertibility restrains limitless central bank discretion, so transparent, simple, and reformed institutional rules of fractional-reserve banking, subject to rigorous audit and inspection, would reinforce the institutional discipline of the true gold standard.  One goal should be to reform banking laws so as to hold accountable the directors, managers, and stockholders for the solvency of the institutions they own and manage.  Banks are fiduciaries for depositors; they must not be reckless profiteers.   As the profits rightfully belong to the owners and employees, so should the losses.  In a just system of laws and accountability, there is no room for government bailouts and subsidies to the banking system.  Subsidies to an already cartelized banking system lead directly to excessive commercial bank risk-taking, to egregious compensation, and to unjust inequalities of wealth.  In the case of bank insolvency, only depositors should be held harmless by the transfer of deposits by the authorities to strong, solvent banks.

			

			
				In order to protect, by market means, the true savings of depositors held by commercial banks, they should be held in savings bank affiliates, protected from the leverage and greater risk inherent in fractional-reserve banking and its credit-creating lending operations.  Savings banks should hold savings deposits for contractual periods consistent with the liquidity of the financial assets which back up these deposits.

				Above all, this Plan proposes to limit manipulations of central bank credit and exchange rate policy—almost always intended to subsidize the banks or to gain trading or employment advantages through currency depreciation—that is, to “beggar thy neighbor” by exporting unemployment to other countries through currency undervaluation.  

			

			
				In principle, and in practice, mutual currency convertibility to gold—without the “exorbitant privilege” and insupportable burden of official reserve currencies—establishes a necessary, self-denying ordinance among participating nations, in the disciplined interest of the common good, the goal being to enhance mutual prosperity and to preserve free and fair trade among sovereign nations.  

				


				H. The Convertibility Price of Gold (i.e., the Defined Gold Weight or Value of the Dollar)


				A market-based, integrated, methodology for establishing the optimum convertibility price of gold and the mutual convertibility of major currencies to gold is analyzed in the section: How We Get from Here to There. 

				


				


				


				


				


			

			
				Figure 2. Monetary Standards vs. Federal Budget Balance, 1790-2011
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				Sources and Notes: Gross historical debt outstanding - Annual. Department of the Treasury, http://www.treasurydirect.gov/govt/reports/pd/histdebt/histdebt.htm. Debt to the public, Economic Report of the President 2011, table B-78. For data on GDP, see Appendix III.

			

			
				


				Figure 3. U.S. Balance-of-payments, 1790-2010
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				Sources and Notes: Data drawn from United States Department of Commerce, Bureau of Economic Analysis and Historical Statistics of the United States.

				


			

			
				


				Figure 4. Parkinson’s Debt Corollary
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				Sources and Notes: The graph, sources, and notes, updated here, were originally published by John D. Mueller in Redeeming Economics (2010), Figure 16-7.

				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


			

			
				How We Get from Here to There



				The Monetary Reform Plan that follows does not purport to be a legal document, only its outline.  The essential elements of this Plan are summarized and simplified on pages i - iii.

				


				I. Proposed Implementation of the Monetary 
Reform Plan


				A. Announcement of Resumption of Convertibility 


				On a date certain, not more than four years from the date of the United States Announcement of future Resumption of convertibility, the United States Congress, according to the Constitution, would establish the gold value of the dollar whereby the dollar would be defined, by statute, as a certain weight unit of gold.  The likely gold weight of the dollar (the “convertibility price”) should be announced not more than three months in advance of the date certain of unilateral or multilateral resumption of convertibility.

			

			
				When the pre-resumption, market-price discovery period has been completed, the gold value of the dollar should be established at a level, depending on economic circumstances, not less than the weighted average of the all-in marginal costs of worldwide gold production needed to produce an ounce of gold, measured in dollar terms, such that the level of nominal wages would not fall.  (All-in costs include royalty costs, capital costs, and exploration costs—indeed every cost, without exception, required to discover and produce gold.  (Worldwide econometric and business statistics for this purpose are readily available.)  Such a market-based methodology would prevent global deflation and unemployment subsequent to resumption of convertibility (as in the case of Great Britain, 1925).  This proposed methodology is grounded by the fact that the value of the gold monetary standard itself—after forty years of floating, inconvertible paper currencies—should be set at a proportional and durable level in the hierarchy of costs and prices such that the level of nominal wages does not fall.  

			

			
				According to the Constitution, the currency convertibility price of gold must be set by Congress, but prudence dictates that it come after the market price discovery period is complete.  Congress, through legislative hearings, should research and apply the proposed methodology to establish the gold-dollar parity.  The optimum parity, determined by the proposed methodology assures that redemption of convertible currencies would be 
de minimis; that the subsequent use of convenient, convertible banknotes and bank deposits of major countries would continue seamlessly; and that any tendency for the nominal level of wages to fall would be contained.  

				In a word, gold convertibility at the optimum parity would establish global confidence in the new convertible currencies.  Global economic expansion would be the result.

			

			
				The weighted average of all-in marginal costs of worldwide gold output is a first approximation of that optimum equilibrium price of gold, whereby the participants would continue to hold and use convenient convertible currency and bank deposits, seeing no advantage, on the convertibility date, of redeeming bank deposits or currency for gold.  In addition, this methodology avoids price level deflation and unemployment under circumstances where prices may fall but sticky wages persist because of the minimum wage, welfare benefits, and union contracts.  (See Appendix VI.)

				In conjunction with the Announcement of the Monetary Reform Plan, an International Monetary Conference should be simultaneously proposed by the United States—to convene not less than twelve months after the Announcement.  

			

			
				


				

			

	


B. Invitation to the International Monetary Conference 


				The essential purpose of the International Monetary Conference would be to forge a binding agreement by which to establish a rule-based international monetary system of stable exchange rates, grounded by the major nations on unrestricted, multilateral convertibility to gold at defined parities.  The United States should lead with a unilateral commitment to statutory convertibility of the dollar to gold.

				Official delegations of the major countries should vote.  Observers from other interested countries should participate in certain discussions.  Voting at the conference should be weighted to some extent by relative national output, taking into account the defense contribution of each country to the maintenance of freedom of the air and sea (the substantial cost of which is indispensable in order to maintain free and peaceful global trade).  

			

			
				Any nation, or any group of nations participating in the Conference, by giving notice three months after convening, might proceed alone to establish the gold standard (i.e., currency convertibility to gold at a specified parity), thereafter inviting other nations to join its new, gold-based monetary system on mutually agreed terms and conditions.  

				After unilateral action to establish currency convertibility to gold, such nations may take all necessary measures to ensure equitable trading relations with countries not yet parties to the agreed terms of the gold standard countries.  This provision enables progress toward convertibility by one or more cooperating nations if the Conference is immobilized by disagreement or delay.  No sovereign nation may redeem its foreign official reserves in gold, except by negotiation.  This condition precedes the date certain of unrestricted convertibility.


				


				II. Purposes of the International Monetary Conference


			

			
				A. Proposed Articles of the Treaty


				Articles of the Treaty, to be incorporated in national law, would set forth the principles, rights, and obligations by which nations adhering to the new international monetary system should operate.  For example: 

				


				1.   The value of the currency of each country bound to the agreement would be set equal to an agreed weight unit of gold, subsequently implemented by national legislation.  One crucial reference point for establishing the relative values of currencies of nations who are party to the Treaty should be the average dollar exchange rates in the six months preceding the final agreement to be signed by any two or all signatories of the monetary Treaty.  

				    During the aforementioned six-month period, an understanding among all parties should require that there be no unannounced, substantial currency or foreign exchange manipulation by monetary and fiscal authorities of the presumed signatories.  All open market operations and currency interventions during the pre-resumption period by central banks or governments should be promptly disclosed.  Sales or purchases of gold by the authorities during this period should be prohibited.  

			

			
				    Preceding the onset of the Conference, all participating countries should agree to disclose, at the inception of the Conference, all official foreign exchange holdings and gold holdings of their national authorities—including any official foreign exchange reserves held in the private banking system, offshore currency markets, or elsewhere.  Independent auditors and Ministers of Finance, Secretaries of the Treasury, or equivalent should certify these disclosures.  Manifest violations should disqualify participation in the agreement unless violations are promptly cured.

			

			
				


				2.   In all cases, the initial reference point by which to negotiate national currency exchange rates should be as stated above.  However, the gold value of each national currency may be subject to further negotiation based upon purchasing power parity (PPP) considerations, generally determined by comparing the cost of a standard assortment of common goods, and by the average cost of production in each nation of commonly traded, manufactured goods and standard services, which can be statistically compared among the national signatories.  The convertibility price of each national currency (i.e., the weight unit of gold by which the currency is defined by national statute) should be agreed such that the average level of wages in participating nations may not decline.  (Econometric analyses of comparative national wage rates are available.)

			

			
				    Upon implementation of the Treaty, the afore-mentioned tests will have been designed to assure the maintenance of equitable, stable, currency exchange rates convertible to gold.  Such a goal was an aspiration of the original Articles of the International Monetary Fund (IMF) under the Bretton Woods Agreement.  This aspiration was abandoned, to be replaced by the world dollar standard.  (The Bretton Woods convertibility regime collapsed twelve short years after the resumption of full current account convertibility of the currencies of war-torn Europe, 1959-71).

				


				3.   The stipulated exchange rates among the currencies for all signatories, after the effective date of the Treaty, would be explicit functions of the respective, defined gold values of their currencies.  This is the optimum, rule-based monetary order because national currencies embrace a common standard.  Multilateral convertibility is the necessary, enduring mark of the true gold standard and its associated stable exchange rates—shorn of reserve currency privileges and burdens.  Mutual convertibility of these national currencies to the common monetary standard, namely gold, should become unrestricted on a future date certain.  But official currency reserves may be redeemed only by negotiation.  

			

			
				    In sum, the reference points by which to establish the gold-currency parities among the Treaty signatories should be as follows: (1) the average of the unmanipulated market exchange rates of the six months preceding the Treaty agreement; and, (2) PPP comparisons of the currencies, calculated on the basis of statistical evidence drawn from data on a standard assortment of goods and on the average cost of commonly traded, standardized, manufactured goods and services (net of all taxes and freight) freely available in world trade.

			

			
				


				4.   Elaborate preparations, research, and staffing having been made (during the period after the Announcement but preceding the Conference), the conferees should produce an agreement not more than twelve months after inception.  The signatories would have at least twelve additional months in which to gain approval of their legislatures and heads-of-state, but, preferably, not more than four years from the Announcement date of the Monetary Reform Plan.  (For example, the planning for Bretton Woods began in late 1941 and the substance was agreed in 1944.)  

				    If the United States were the organizer of the Conference, it may proceed to convertibility independently, with notice, three months after the U.S. Announcement of the Monetary Reform Plan, upon a finding that the Conference will not take place or will not make progress as scheduled.

			

			
				


				5.   The Treaty should take effect for each signatory, or several of them (or any one of them, alone), upon the duly approved legislation of each national government.  

				    Facts and circumstances may suggest that the Conference be permitted, by mutual consent, to continue for not more than one additional year from the initial Announcement date.  

				


				All provisions of this Monetary Reform Plan to the contrary notwithstanding, no limitation—other than prudent consideration for the other conferees—is implied on the freedom of any nation to proceed alone to convertibility.

				


				B. Proposed Collateral Agreements 


				The following proposals may be useful to guide unilateral convertibility rules and/or addenda to the Treaty (or treaties) in order to sustain and extend convertibility among many nations, to reinforce convertibility conditions, and the liquidity of bank fiduciaries.

			

			
				


				1.    Concurrent with the effective date of the Treaty, or upon unilateral adoption of the gold standard by the United States, future official settlement of residual international payments deficits and surpluses should be made primarily in gold.  If the United States proceeds to convertibility alone, gold should then settle residual payment imbalances between the United States and its trading partners.  Historically, under the classical gold standard, ultimate settlements in gold were a very small percentage of global trade (as low as two percent (2%)), not least because trade and payment surpluses and deficits rebalanced themselves quickly through prompt trade and capital account adjustments to the changing relative prices, interest rates and incomes of gold standard countries.

			

			
				


				2.   Under the Treaty, or upon unilateral United States statutory convertibility, official foreign exchange reserves, held in dollars, should not increase from the existing level.  After a defined period, and after refunding of some official reserves, foreign currency reserves (or unsettled foreign exchange balances) should be limited to twelve months of imports.  There should be no such limitation on official reserves in gold and reserves denominated in domestic financial claims of each country adhering to the treaty.  By Treaty, or after resumption by several nations, or by the United States alone, gold would be the final settlement currency.  As a result, the present, wide distribution of gold would be sustained in a multilateral gold standard system.  The distribution of gold would constantly rebalance itself among participating nations, as a result of rebalancing world trade, such that undue accumulations of gold reserves would not occur.  Under the classical gold standard (1879-1914), gold movements were very elastic balance wheels of international trade (Calomiris and Hubbard).  That is, the supply of gold is not only a function of new output but also of its rate of turnover (velocity) among gold standard nations.

			

			
				    The true gold standard should become the rule-cornerstone of the reformed monetary system—of international trade, the financial system, and of the banking and credit system.

				    Under the true gold standard, net new receipts of gold (or purchases) by United States monetary authorities, adding to the existing stock of gold reserves, should be associated with the issue of (or payment in) convertible domestic currency or bank deposits.  These national currency payments should not be held as official dollar reserves in foreign countries.  Net outflows of U.S. gold reserves would be associated with a reduction by a like amount in U.S. domestic credit.  Such a balancing mechanism of new currency issue and its subsequent reabsorption stabilizes the value of the currency and the general price level.  (So-called sterilization procedures should be limited by Treaty and by domestic regulation.)  All countries embracing the true gold standard should follow similar procedures.

			

			
				    If several major nations proceed together to convertibility, sterilization techniques designed to forestall necessary, desirable, and balancing effects of gold transfers and settlements among major nations should be prohibited.  Though modest in scale under the classical gold standard, gold transfers in a convertible currency regime are the final, equilibrating, balance-of-payments adjustment mechanism by which to maintain stable exchange rates and balanced world trade.

			

			
				


				3.    After refunding, the central banks of issue, or the monetary authorities, having official foreign currency reserves in excess of twelve months of import payments, may replace them gradually (by negotiation) either with gold or with quality, secured, short-term, private-market, financial claims, denominated only in domestic currencies.  Central bank and commercial bank liquidity is thereby assured by gold reserves and short-term, secured, financial claims which can always be promptly sold by the banks at the same value they were purchased.  The liquidity of bank assets would therefore match the liquidity of bank deposits and liabilities.  Thus foreign payments could be made promptly.  Such a rule-based banking system would forestall runs on the banks.   Insolvency risks would also be substantially reduced.  Currency depreciation risk would be minimized. 

			

			
				    A part of the residual official reserve claims in foreign currencies (today primarily dollars and euros) should, by Conference Treaty, be refunded, and amortized over time, typically a thirty-year term, at an interest rate equivalent to the loan rate of gold in the market.  The consolidation of official foreign exchange reserves—to be refunded and amortized by scheduled payments—will require sinking funds, these sums to be escrowed at the Bank for International Settlements. 


				


				4.    The determination of that part of excess official foreign exchange reserves in dollars, to be redeemed in gold or refunded in long-term debt, must be carefully determined.  This procedure is necessary to terminate gradually the official reserve currency system.  The foreign currency reserves to be redeemed should be at least equal to any increased value of national gold holdings resulting from resumption at the new convertibility price of gold—the final sum to be specified as an amount by which the statutory currency convertibility price of gold (e.g., $3,000) exceeds the market price of gold (e.g., $2,000) on that future day of the Announcement of the Monetary Reform Plan.  There should be no presumption of the convertibility price until the market discovery interval is complete, and PPP considerations have been taken into account.

			

			
				    The aim of the verbal equation above—by which to determine the refunding schedule and termination of that excess fraction of official foreign exchange reserves—is to stabilize the total gold and foreign exchange value of the official reserves of the respective banking systems (i.e., the world monetary base) upon the effective date of the Treaty.  By this refunding technique, the reserve basis of the global banking system, reenforced by subsequent prompt settlements, would assure a reasonably stable, long-term, global price level and stable exchange rates.

			

			
				


				5.    On the effective date of the Treaty, anticipating national convertibility law (after a specified adjustment period), all signatories, or the United States alone, should prohibit any further purchase by their credit-creating banking systems of any security issues of any national government, or any government affiliate, or any sub-jurisdiction thereof.  This rule should apply directly to the fractional-reserve, credit-creating segment of the banking system and to central banks.  No government deficit could then be financed by central or commercial bank credit creation issued to purchase securities of governments in deficit.  This is the only sure road to government financial discipline, reduced leverage, balanced budgets, and thus global economic growth of the private, jobs-producing sector.

			

			
				    All long-term debt financing for real investment by government authorities should be funded outside the credit-creating banking system; that is, in the market for true domestic or international savings.  Such a policy would underwrite an effective, balanced budget statute or amendment.  It would also moot the Basel agreements which encourage banks to subsidize government spending and their associated budget deficits by maintaining the fiction that government debt securities are the highest quality bank reserves.  

				    By means of this rule, government-caused inflation is forestalled because governments would have no access to inflationary new issues of credit and money from the banking system. 

				    No credit-creating central bank of signatory nations (or of that one nation proceeding to convertibility) should purchase the debt issues of any foreign government, or any of its sub-jurisdictions.  That is, no signatory should make any further purchase, after the effective date of the Treaty (or the date of statutory convertibility), of any government securities of any country for official reserves.  The sole exception may be government tax anticipation bills, which should be certified as true taxes to be received within a twelve-month period, such advances to be promptly repaid.  

			

			
				    Governments should have contingent access to the market for true savings; e.g., the bond market and pure savings institutions.  More precisely, all government current commitments and entitlements (not including capital investments such as roads and ports) should be financed by current tax revenues.  Such a rule leads to a balanced budget.    

				    Inasmuch as this restriction of bank-credit financing to any government jurisdiction applies strictly to the credit-creating mechanism of a leveraged, fractional-reserve banking system, the segregated true savings deposits in commercial banks should be legally secured in an affiliate fiduciary, unencumbered by the insolvency risk of the fractional reserve, credit-creating bank to which such restriction applies. 

			

			
				    This restriction on government financing by bank credit derives its merits from the fact that private market transactions, settled by cash or credit to be settled promptly, do not produce sustained inflation.  Any permanent unpaid settlement balances in the free, private market lead by contract to prompt payment at maturity or liquidation or bankruptcy and, therefore, to equilibrium between the quantity of money in circulation, the volume of transactions, and the desire of market participants to hold cash balances.  When governments in deficit cannot create fictitious, excess money and credit to sustain government deficits through the banking system, there can be no excess, undesired money in the market, nor can there be sustained inflation.  

			

			
				    New issues of credit and money, extended by the central bank or commercial banks to governments in fiscal deficit, lead ultimately to inflation because such new credit is not associated, in the same market period, with the production of new goods and services.  When the government in deficit spends the newly created money on the limited goods and services produced by the private market during that same market period, the combined spending by government and private entities necessarily exceeds, in that same market period, the value of the goods and services supplied in the free market at prevailing prices.  Consequently, as full employment approaches, the price level must rise as the total nominal value of spending (demand), augmented by government spending financed by newly created money at the Fed, exceeds the total value of private market production (supply).  Moreover, if rising government deficits continue to be financed at home and abroad with newly created credit issued by domestic and foreign central and commercial banks, general inflation becomes systemic and sustained especially at fully employed resources—inducing also a precipitous decline of the exchange rate.

			

			
				    Within strict liquidity limits—set by prudence and regulation—the investment of true savings entrusted to insurance companies, money market funds, and other non-credit-creating banking institutions may be allocated, up to a strict limit, to the highest-quality government securities of more than one-year maturity.

				    Defined Basel II and Basel III tangible equity-to-asset capital ratios—and, more important, defined liquidity ratios for all banks—should be gradually reinforced or replaced by national authorities at conservative levels in order to reduce the leverage and perennial abuse by bankers of the fractional-reserve banking system.  Conservative liquidity requirements and convertibility of the currency are the best, simple, rule-based regulators of the banking system, reinforced by no government deficit financing in the banking system.  In addition, if the central bank holds only gold and short-term, self-liquidating financial assets, commercial banks will have no access to central bank loans without such good collateral as security for central bank credit.


			

			
				    Moreover, bankers have been made unaccountable as fiduciaries by the limited liability of the corporate form.  They risk, sometimes recklessly, other people’s money.  Moreover, the banks have been subsidized by deposit insurance, cheap central bank financing, and uncompensated bailouts by American taxpayers.  They have become subsidized wards of the state.  These subsidies have led to cartelization of the contemporary banking system, as well as irresponsible leverage and exorbitant, short-term compensation of bank executives without full accountability for the consequences of their decisions.  The ever-increasing growth of mega-banks and their symbiotic mega-governments and central bank patrons justifies strict, simple, prudential rules.  

			

			
				    At the minimum, a substantial portion of the short-term liabilities (demand deposits) of the credit-creating banks should be covered by cash equivalent assets, or short-term, liquid, fully-secured commercial bills.  The test of liquidity is whether bank financial assets can be promptly sold or realized under stress at the same value in the free market at which they were purchased.  Depositors are thereby reassured.  Liquidity in general and asset-equity capital ratios in particular, should take into account all fair market asset and liability values, including all derivative contracts.  Banks should not be permitted to rely on subsidized liquidity from the Federal Reserve, nor on the so-called federal funds market.

			

			
				    The liquidity of the totality of each commercial bank asset portfolio would be subject to much stricter examination, the detailed results published quarterly to show liquidation values under severe stress of an intensified demand for cash balances from depositors and other creditors.  Depositors and creditors of the banks could make depository changes based on the published evidence of imprudent banking.

				


				III. Means of Adoption


				A. Adoption by Other Nations


				Without prejudice, any and all provisions of the announced Monetary Reform Plan may be carried out independently by any one or several nations.  Such action by any one country should not constitute an exclusive initiative, the way remaining open for all countries to join the Monetary Reform Plan, under terms and conditions agreed by those (or the one) who have (has) implemented the Plan.  

			

			
				The goal is to have major nations and then most members of the world community of nations join the new, rule-based, international monetary system on mutually agreed terms.  However, in order to make progress toward that goal, one major nation may have to lead, proceeding to complete over time the statutory and regulatory arrangements which give effect to national currency convertibility to gold, including ruling out by negotiation the use of its currency as an official reserve currency.  

				The United States may be the one to lead by unilateral resumption of dollar convertibility to gold, holding open for an extended period access to a Treaty by other potential signatory nations.

			

			
				


				B. The Monetary Reform Plan under American Leadership


				The United States may implement the Monetary Reform Plan at its own pace, or implement a part thereof, especially if the International Monetary Conference is delayed, or if none of the major countries desires to participate immediately.

				In order to implement the Plan alone, the United States should define certain terms and conditions by which, in the future, it will be guided in international trade and finance—after dollar convertibility to gold has been established.  Some elements of the comprehensive, announced Plan may not be enacted at once.  Under these circumstances, resumption of convertibility by the United States alone would take place gradually during a defined and staged resumption period.  

				Any foreign nation may become a signatory to the proposed United States Monetary Reform Plan.  When the Plan is effective, signatory nations should be mutually subject to all policies needed to prevent unfair exchange rate, trade manipulations, or redemption privileges of the new, convertible gold parities.  

			

			
				Manipulations deemed inequitable for the American workforce, its businesses, and government should be monitored by the authorities and regulated by countervailing U.S. policies.  

				


				C. Proposed Collateral Agreements 


				1.   Upon convertibility after an adjustment period, central banks and Treasuries of the signatories should cease open market manipulations of exchange rates and domestic or international securities in order to insure a free and open market with flexible prices in financial assets, goods, and services; and to permit the adjustment of balance-of-payments under the gold standard.  

				       Like the yardstick, the value of the monetary standard of measure will be specified and constant.  A stable, defined monetary standard is the indispensable condition of a free monetary order—a monetary order free of government manipulation. Such a monetary order enables the free price mechanism to allocate scarce resources equitably and efficiently.  

			

			
				    The Federal Reserve should no longer have the authority to fix bond and bill prices at which to make open market purchases at guaranteed (repurchase) prices for privileged dealers or illiquid banks, or to fix the price of the so-called federal funds interest rate by which to subsidize the banking system, and to sustain insolvent banks.  With notification to Congress and the President, the Federal Reserve via the discount (lending) window may provide emergency (short-term) funding to solvent banks at above-market rates, secured by eligible, short-duration, high-quality, liquid collateral.  The Federal Reserve itself should hold only gold and secured, self-liquidating, short-term, domestic commercial paper.  These and gold reserves are the necessary backbone of a stable convertible currency.

			

			
				    Notification by the Federal Reserve to Congress of emergency funding enables appropriate oversight by officials directly responsible to the citizenry.  But notice should not delay liquidity in panic periods.  And the loans should always be fully secured only by high-quality, eligible collateral.  Funding to any single institution should be limited by law or regulation to not more than six months in aggregate, after which time the institution will be required to issue additional equity, merge, sell, or liquidate in the event it remains unable to obtain permanent funding from private capital providers in the market.  In liquidation, depositors would be transferred to a well-managed, solvent bank.  Neither the Fed, nor the Treasury should guarantee bank bond holders.

			

			
				    This approach permits the central bank to provide a short-term funding facility to banks during financial stress.  At all times, much deeper liquidity requirements of banks should be spelled out to reinforce stronger capital and liquidity ratios inclusive of derivatives.  Such reform measures should create a less crisis-prone banking system, and a more resilient financial system leading to more accurate market-price signals, thus to more moderate business cycles.  


				    The process whereby Congress fails to carry out much of its constitutional duty by carefully-defined law allows delegated authorities, such as the Federal Reserve, too much discretion to intervene in financial markets that privileged insiders—i.e., the banks, the dealers,  and other well-connected, regulated entities—can co-opt or front-run for self-serving purposes.  

				    Currency convertibility to gold is only a partial remedy for this defect.

			

			
				


				2.   To uphold a more efficient and equitable financial and trading system and the stability of exchange rates—free from government manipulation—central banks should deploy only variations in the level of the discount rate by which to manage their portfolios during general and normal operations—discounting (or lending) freely on eligible, short-term, good collateral of non-government issues (that is, secured, liquid, financial claims of not more than one-year maturity, collateralized and co-signed by a solvent enterprise and its bank).  


				    Such a simple, rule-based policy insures total banking system liquidity and helps to forestall stress in the banking system, because such liquid assets can be resold promptly in the market by banks at the same value at which they were purchased.  Thus, currency redemption is secured for depositors on demand.  Moreover, such bank portfolio liquidity assures the capacity to meet unanticipated demands for cash—without subsidies from the government (the taxpayers) or the central bank.  By means of simple liquidity rules, depositors, savers, and creditors will gain the necessary confidence and trust in gold and cash payments from their fiduciaries—the banks.

			

			
				    To insure a long-term, stable, general price level, the true goal of bank credit policy, with or without a central bank, is not only to make profit but also to balance the supply of money in the market with the desire of the participants to hold it so that sustained inflation and deflation are ruled out.  Sustained undesired cash balances cause inflation.  Sustained insufficient cash balances relative to the desire to hold them leads to deflation.  When the quantity of money in circulation is equal to the desire of market participants to hold it, the price level tends to remain reasonably stable over the long term.  This equilibrium goal is achieved if the central bank’s discount (or lending) rate is held above the market rate when inflation develops, decreasing thereby the supply of money and credit issued by the bank.  Conversely, if the discount rate is lowered to, or below, the money market rate when the general price level is falling, the supply of money and credit from the banks may be increased.  The falling price level is thereby arrested.

			

			
				    Without excess money issued by the central bank to the Treasury in deficit, and to privileged banks and corporations, there can be no persistent rise in the general price level (inflation).  The private free market clears through prompt settlements or bankruptcy.  Nor can there be persistent deflation when the credit policy at the central bank aims to supply credit, on good and liquid collateral, during disinflationary periods, at or below the money market rate.  

			

			
				    Such a simple, rule-based monetary policy aims not only at less volatility, but also long-run stability of exchange rates and the general price level.  Such a policy sustains free and fair international trade and global economic growth.

				    The clarity and simplicity of the central bank discount rate—i.e., the price of credit—is scaled to the modest wit of man, whereas effective open market operations require unavailable, definitive supply and demand information of the vast money market, as well as the impossible foresight to know not only the future demands for money, but also the manifold arbitrage effects of central bank open market, price-fixing operations in the bond and currency markets.  Price-fixing sets loose pernicious arbitrage effects on the prices of goods, equities and inflation hedges—creating scarcities and shadow markets.  Central bank price-fixing operations in the money market give off false signals in the market for interest rates, thereby misallocating capital and credit, creating speculative movements of liquid capital which derange the affected markets.

			

			
				    A collateral purpose of using the discount rate (lending rate) as the primary market-related rate of central bank credit policy is to sustain a balanced, self-regulating, commercial banking system dedicated to serving consumer and business customers—the entire system grounded by a monetary order free of government manipulation, and regulated by the simple, and effective rule of currency convertibility to gold, reinforced by strict solvency rules.  The banking system and Treasury could thus be counted on to pay and receive on demand both gold bullion and standard gold coin in exchange for convertible currency notes and bank demand deposits.  Such a commercial banking system confidently lends to a growing private economy—having recaptured the capacity to lend to both small and large borrowers, presently dominated by Federal, state and local government financing.  Austerity imposed by government spending and deficit financing comes to an end.

			

			
				    Though to a great extent self-regulating under the rule of convertibility, the fractional reserve banking system, because of inherent leverage and probable abuse, should always be subject to carefully drawn and enforced bankruptcy law, to strict rules of audit promptly reported publicly, and to rigorous examination by trained, independent inspectors.

				


				3.    Federal Reserve Bank assets may also contain longer-term, AAA, secured, commercial issues with a maturity not greater than ten years, equal to not more than ten percent (10%) of central bank assets, a level not inconsistent with the incompressible part of the circulating currency.

			

			
				


				4.   Upon the effective date of a staged resumption by the United States alone, of dollar convertibility to gold, the Federal Reserve should test the market and purchase or sell a limited amount of gold to the market at an adjustable convertibility price.  During this stage, official gold sales to qualified buyers ought not to exceed, in toto, three percent (3%) of official holdings.  Unrestricted resumption of convertibility of the dollar should occur at a future date certain.  During the testing and staging period, all purchases of gold at the convertibility price that expand the balance sheet of the central bank in excess of three percent (3%) per annum should be offset by sales to the market, in like amount, from the central bank portfolio of government securities.  Such a rule tends to stabilize the monetary base and to reduce the government domination of the banking system.

			

			
				    Each commercial bank may purchase and sell gold for the bank’s account, so long as the purchases of gold are offset by the sale of government securities of equal value, permanently lowering the quantity of government securities owned by the banking system.  


				    By this process over time, during and after resumption, government securities will be reduced to zero in the Federal Reserve System and in all United States fractional-reserve, credit-creating bank portfolios.   The inflationary effect of a budget deficit financed by the banking system is terminated.  A balanced budget amendment would reinforce this process.  Government securities should be replaced in bank portfolios by short-term, liquid, secured, commercial notes or short-term debt securities of creditworthy businesses in the private market, and by gold.  This process of reducing bank credit to the government opens up immense commercial bank credit to both small- and medium-sized, creditworthy businesses, tending to increase investment, employment, and real wages without inflation.  

			

			
				    Segregated commercial bank affiliates and non-bank financial institutions, accepting true savings deposits, should retain limited discretion with respect to investing in high quality government securities provided that their duration is proportional to their liabilities.

				    On the convertibility date, the United States Treasury may exchange its gold for existing Federal Reserve gold certificates at the historic value denominated on the balance sheet of the Federal Reserve (i.e., circa $11 billion).  

				    Thereafter, the Treasury may issue negotiable Treasury certificates in exchange for gold, when fully secured and segregated for the depositor, or the holder of the Treasury gold certificate.

			

			
				    After an extended period of adjustment to the workings of a convertible currency regime, privatization of the Federal Reserve System with no monopoly privileges may be considered.  A secure, well-capitalized, clearing house model would guide the way.  Abolition of legal tender laws may also be considered, but the congressionally defined value of the gold dollar must endure, as the Constitution provides.


				


				5.   The Federal Reserve and the credit-creating segment of commercial banking systems should have no more than fifteen years to eliminate all government securities from their portfolios.  Defined reserves of national credit-creating banking systems should thereafter consist entirely of gold as well as domestic short-term, collateralized commercial and business securities (guaranteed by the company and its bank).  At some point after the inauguration of such a free monetary order, the Basel banking committees and their regulations would become less relevant.

			

			
				    Bank reserves of monetary gold and secured, liquid financial claims, saleable on the market for the value at which they were discounted (or purchased), would become the largest fraction of fractional reserve bank assets.  Then banks could meet substantial unexpected demands for cash without subsidized dependence on the Federal Reserve or taxpayer bailouts.

				    A full bank accounting—with footnotes detailing all assets and liabilities (and contingent liabilities to which a prudent reserve rule would apply)—should be published monthly in a bank balance sheet and made available to the public and all creditors and depositors.  

			

			
				    In the case of insolvency, liquidation or bankruptcy should result—the insured depositors alone to be held harmless by transfer to a solvent bank.
  Under such a coherent system, based on statutory dollar convertibility to gold, many bureaucratic regulations become superfluous.

				


				6.   A constitutionally-declared state of war by Congress may lead Congress to enact emergency fiscal and financial measures—which should by the same measures terminate at war’s end.

				


				IV. Institutional Monetary Reforms


				A.   Supervised by Congress, and according to law, the Treasury and authorized private mints should provide for the minting of congressionally-approved, standard, gold coins at the stipulated conversion rate of fine gold bullion to standard coin.  Mint capital should consist in one hundred percent (100%) equity—including all congressionally-authorized private and government mints.  

			

			
				    All legal tender gold coin and gold bullion and subsidiary coinage should be exempt from any and all taxes of the United States government, the territories and jurisdictions of the United States, and of the fifty states, and of their sub-jurisdictions.  By treaty, or other agreements, all United States gold coins and bullion should be exempt from all foreign taxation.

				    The purpose of this provision is to encourage the circulation and holding of legal tender gold coins among the people of the United States and abroad—a constitutional, democratic, regulating mechanism by which to bring to bear the necessary discipline of a free sovereign people and the free market on their government, and on the credit-creating system; and on the banking system in general.  To this end, the banking system may, by rule or publicized practice, hold prudential levels of gold and gold coin in order to insure prompt convertibility of banknotes and demand deposits.

			

			
				    In such a supple, constitutional, monetary order, if the Federal Reserve, the banking system, or the government even unwittingly creates inflation by issuing undesired paper or credit dollars, the people may demand standard gold coins, or gold bullion, at the conversion (or mint) price—thereby inducing deposit and credit issuers to limit the growth of money and credit in order to limit inflation, to sustain solvency, and to maintain the lawful gold-dollar parity.  The subtle but irresistible mechanism of convertibility assures that as incipient inflation recedes, and the price level and the exchange rate stabilize within the gold points, gold will be re-deposited in the banks in exchange for more convenient convertible currency and interest-bearing bank deposits.  

			

			
				    Gold convertibility and wide circulation of legal tender gold coins put the ultimate regulation of the money supply in the hands of a free people—removing it from arbitrary, monopoly government control, central bank manipulation, and control by the banking cartel.  A free and equitable social order, and a free market, cannot endure in the absence of a free monetary order.  That is, the gold monetary standard, free of government abuse and banking manipulation, must be unassailable by special interests.  Only a free monetary order—which upholds the general interest against the special interests—can preserve long-term, free market coherence and cooperation, and uphold the common good in a diverse nation such as America.  A free market does not come free.


				    Contrary to conventional utilitarian philosophy, the general interest is not the sum of individual interests, but its opposite.  Individual, corporate, local, political, and organized lobbies—special interests—attempt through influence on legislation to plunder the public treasury.  But the public treasury is intended to finance the general, or common, interest.  Only an impartial, effective institutional restraint—such as the rule-based gold standard and balanced budgets—can restrain the plunder of the national treasury by special interests.  This is especially the case in countries indulged by the exorbitant privilege of a reserve currency.  


			

			
				


				B.   After convertibility is established, further practical currency reform will be required to mitigate the past inflationary effects on the United States economy and its monetary system.  Not knowing what that future conversion price may be, suppose the dollar convertibility price to be $2,000 per ounce (the gold value of the dollar having been defined by Congress).  Upon the effective date of unrestricted gold convertibility, a subsequent domestic currency exchange should be enabled by legislation at a ten-to-one ratio.  That is, $200 in “new” convertible paper or deposits would then be issued and exchanged with the owner of “old” paper currency of $2,000.  At the preference of the paper currency owner, he might demand one ounce of gold—either in standard gold coin, in convertible dollar deposit credits, or in dollar banknotes bearing the name “gold note.”  Gold-secured “certificates” may also be issued as segregated, custodied, warehouse receipts by gold depositories, authorized and inspected by the Treasury.  

			

			
				    But if, as proposed in the section: How We Get from Here to There and the following pages, the globally integrated methodology by which to determine the convertibility price of gold is applied systematically, there will be little or no private demand for gold at resumption.  The conversion price will have been established at a level where people and firms will desire to hold and to trade in the more convenient paper currency and demand deposits then legally convertible to gold.  


			

			
				    The irony is that to establish the gold standard is to end speculation in gold.

				    Thus, the subsequent, nominal currency reform means that, one-half of an ounce of gold would equal $100 of new notes or deposits; one-quarter ounce would equal $50; one-tenth ounce would equal $20; one-twentieth ounce would equal $10.  All paper denominations of new dollar currency should be exchanged for the old at the same ten-to-one ratio, with residual old currency notes to be used in the market at the new ratio until retired.  

				    Decades of inflation have added zeros to costs and prices.  The reform eliminates two inflation-caused zeros, making calculations simpler under new, stable conditions of convertibility.  

			

			
				    Convertible currency and coin would be provided for by Congress, making appropriate use of historic silver-, copper-, and nickel-based coin.  Subsidiary coinage would not need to be convertible, circulating as they would at a nominal purchasing value well above their market value—the historic and effective technique.  

				


				C.   Subsequent to the staged convertibility date, standard gold coins (approximately ninety percent (90%) fine gold) should, within a specified time period, become available at any authorized mint or at any bank.  At first, in order to prepare, there should be a defined notice period governing gold coin demands at the banks.  The notice period should expire not later than full, effective, unrestricted resumption of gold convertibility, on a date certain, at the final, stipulated gold value of the dollar, as determined by congressional statute.   

			

			
				    After the United States Announcement, and during the approximate four-year (or preferably shorter) discovery and adjustment period, but before full, unrestricted resumption of convertibility is implemented by the United States alone, the authorities should carefully monitor the market, reporting regularly to Congress, as the market adjusts in anticipation of the moment of resumption.

				    Subsequent to the congressionally determined date of unrestricted resumption of convertibility, redemption in gold of demand deposits, banknotes, gold notes, gold certificates, and Federal Reserve notes would be required on demand.  Failure to comply would constitute default, subject to all remedies provided by law.  Sovereign demand for gold would be subject to negotiation.

			

			
				


				D.   By Act of Congress, the Treasury should undertake federal government mint preparations and also authorize private mints, according to law, to coin legal tender gold and subsidiary currency.  All mints should be inspected at prescribed intervals—with and without notice by trained and competent inspectors.  There are many American statutory precedents by which to be guided.  (See Appendix II.)


				


				E.   Counterfeiting should be punishable by a newly enacted, severe federal criminal statute designed to deter and to punish counterfeiting—a grave offense and theft of purchasing power from those who work and save.

				


				F.   If the United States implements domestic convertibility alone, resumption should be staged over not more than a four-year period from the Announcement date.  During this period, Congress and the President should rigorously monitor the transition and, by law and regulation, cure any defects of the Monetary Reform Plan, so that unrestricted resumption on the date certain is efficient, seamless, and well-managed.

			

			
				


				 G.   Should the United States, alone, enact convertibility to gold, any and every demand by foreign financial authorities, firms, and individuals to exchange dollars for gold should be subject to discretion and negotiation by the appropriate American authorities.  Such a managed process of limited resumption of dollar convertibility for foreigners by the United States authorities—during the period before and after unrestricted domestic resumption—depends, to some extent, on the timing and cooperation of each government of those foreign dollar holders seeking redemption both before and after they become signatories to the international agreement.  Agreed incentives and penalties are useful, indeed necessary, to bring about voluntary international cooperation with the American monetary reform plan.  In international politics there is no sovereign authority over all.  Nation-states must therefore police their own rule-based systems.

			

			
				    Any and every payment to non-signatories in gold—or, in the case of unilateral resumption by the United States, all foreigners—should be contingent on presentation of banker-authorized dollar balances, documented as to their source.  In these cases, the Treasury alone may, but is not required to, authorize payments in gold if the private market presenter proves he acts for himself alone and is found to be in compliance with the laws of the United States, and with the U.S. terms and conditions of convertibility rules and statutes for non-signatories.  Sovereign requests are subject to negotiation.

			

			
				


				            Lewis E. Lehrman

				            April 15, 2012

				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


			

			
				Conclusion



				America and the world need monetary reform.  Indeed, they need a twenty-first century, international gold standard.  The gold standard—i.e., national currency convertibility to gold—is the simple, proven, global monetary standard by which to transmit reliable price information worldwide.  Unlike manipulated, floating, paper currencies, the true gold standard—a dollar defined in law as a specific weight of gold—exhibits the optimum, impartial, networking effects characteristic of the electronic age of reasonably transparent, global standards.

				America should lead in the age of monetary reform by unilateral resumption of its historic constitutional monetary standard—namely, the gold dollar.  Unilateral resumption of the gold standard means that the United States dollar will be defined by Congress in federal statute as a certain weight unit of gold—as the dollar was so defined from 1792-1971.  The Treasury, the Federal Reserve, and the banking system will be responsible for maintaining the statutory gold value of the United States dollar.

			

			
				All financial claims on banks and government banking agencies, chartered or supervised under federal law, that are payable in dollars shall be redeemable in gold at the statutory rate without restriction.  Dollar demand deposits (e.g., checking accounts) will be redeemable in gold upon demand, but other dollar claims at maturity.  Along with customary banknotes and bank checking account deposits, both convertible to gold at the statutory parity, Americans will be free to use gold and authorized, mint-issued, gold coins as money—without restriction or taxation.  The Treasury and authorized private mints will provide for the minting of legal tender gold coins.  The Board of Governors of the Federal Reserve or any successor institution serving in a similar capacity, and all banks chartered or supervised by the United States government, or any one of its agencies, will be obliged by law to sustain the statutory, dollar-gold parity and to redeem in gold, upon request, all Federal Reserve notes, all banknotes and demand deposits.

			

			
				From 1792 until 1971, the dollar was defined in law as a specific weight unit of gold (and/or silver).  As required by Article I, Section 8 of the U.S. Constitution, Congress should again establish by statute, after due deliberation, the sustainable gold value of the dollar; that is the convertibility price of the dollar to gold.


				To facilitate termination of the unstable, dollar-based, global, reserve currency system and to mitigate the predatory mercantilism and economic disorder engendered by floating exchange rates, American authorities will invite interested nations to a conference to establish a modernized international gold standard—not unlike the global arrangements necessary to establish worldwide telecommunications standards.  By international gold standard, it is meant that gold—not paper dollars, nor any other currency, nor Special Drawing Rights (SDR)—would be the primary means by which nations settle their residual balance-of-payments deficits.  The gold monetary standard—a proven, impartial, non-national, universally acceptable money—is the necessary remedy for the defect of unstable, floating, paper currencies and the currency wars they now ignite.  An international agreement to establish stable exchange rates would end the exorbitant privilege and the insupportable burden—borne by the United States—of the global reserve currency system based on the floating dollar.  Such an international monetary reform would bring to an end the world financial crisis of alternating inflation, deflation, and unemployment.

			

			
				In an imperfect world, peopled by imperfect human beings, there can be no perfect monetary system.  Nor is the case for gold the case for investment in gold.  Based on a prudent consideration of monetary history, it is an argument from principle by which to establish the optimum monetary standard for a stable, growing economic and social order.


			

			
				By the test of centuries, the true gold standard, without official reserve currencies, is the least imperfect monetary system of history.        

				


				Lewis E. Lehrman

				April 15, 2012
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				Appendix I: Excerpts from the 
United States Constitution
(See italicized sections)



				Preamble


				We the People of the United States, in Order to form a more perfect Union, establish Justice, insure domestic Tranquility, provide for the common defence, promote the general Welfare, and secure the Blessings of Liberty to ourselves and our Posterity, do ordain and establish this Constitution for the United States of America.

				


				Article I - The Legislative Branch


				Section 1 - The Legislature


				All legislative Powers herein granted shall be vested in a Congress of the United States, which shall consist of a Senate and House of Representatives.

				


				Section 2 - The House


				The House of Representatives shall be composed of Members chosen every second Year by the People of the several States, and the Electors in each State shall have the Qualifications requisite for Electors of the most numerous Branch of the State Legislature.

			

			
				No Person shall be a Representative who shall not have attained to the Age of twenty five Years, and been seven Years a Citizen of the United States, and who shall not, when elected, be an Inhabitant of that State in which he shall be chosen.

				(Representatives and direct Taxes shall be apportioned among the several States which may be included within this Union, according to their respective Numbers, which shall be determined by adding to the whole Number of free Persons, including those bound to Service for a Term of Years, and excluding Indians not taxed, three fifths of all other Persons.)  (The previous sentence in parentheses was modified by the 14th Amendment, Section 2.)  The actual Enumeration shall be made within three Years after the first Meeting of the Congress of the United States, and within every subsequent Term of ten Years, in such Manner as they shall by Law direct. The Number of Representatives shall not exceed one for every thirty Thousand, but each State shall have at Least one Representative; and until such enumeration shall be made, the State of New Hampshire shall be entitled to chuse three, Massachusetts eight, Rhode-Island and Providence Plantations one, Connecticut five, New-York six, New Jersey four, Pennsylvania eight, Delaware one, Maryland six, Virginia ten, North Carolina five, South Carolina five and Georgia three.

			

			
				When vacancies happen in the Representation from any State, the Executive Authority thereof shall issue Writs of Election to fill such Vacancies.

				The House of Representatives shall chuse their Speaker and other Officers; and shall have the sole Power of Impeachment.



				Section 3 - The Senate


				The Senate of the United States shall be composed of two Senators from each State, (chosen by the Legislature thereof,) (The preceding words in parentheses superseded by 17th Amendment, Section 1.) for six Years; and each Senator shall have one Vote.

				Immediately after they shall be assembled in Consequence of the first Election, they shall be divided as equally as may be into three Classes.  The Seats of the Senators of the first Class shall be vacated at the Expiration of the second Year, of the second Class at the Expiration of the fourth Year, and of the third Class at the Expiration of the sixth Year, so that one third may be chosen every second Year; (and if Vacancies happen by Resignation, or otherwise, during the Recess of the Legislature of any State, the Executive thereof may make temporary Appointments until the next Meeting of the Legislature, which shall then fill such Vacancies.) (The preceding words in parentheses were superseded by the 17th Amendment, Section 2.)  

			

			
				No person shall be a Senator who shall not have attained to the Age of thirty Years, and been nine Years a Citizen of the United States, and who shall not, when elected, be an Inhabitant of that State for which he shall be chosen.

				The Vice President of the United States shall be President of the Senate, but shall have no Vote, unless they be equally divided.

				The Senate shall chuse their other Officers, and also a President pro tempore, in the Absence of the Vice President, or when he shall exercise the Office of President of the United States.

				The Senate shall have the sole Power to try all Impeachments.  When sitting for that Purpose, they shall be on Oath or Affirmation.  When the President of the United States is tried, the Chief Justice shall preside: And no Person shall be convicted without the Concurrence of two thirds of the Members present.

				Judgment in Cases of Impeachment shall not extend further than to removal from Office, and disqualification to hold and enjoy any Office of honor, Trust or Profit under the United States: but the Party convicted shall nevertheless be liable and subject to Indictment, Trial, Judgment and Punishment, according to Law.

			

			
				


				Section 4 - Elections, Meetings


				The Times, Places and Manner of holding Elections for Senators and Representatives, shall be prescribed in each State by the Legislature thereof; but the Congress may at any time by Law make or alter such Regulations, except as to the Places of chusing Senators.

				The Congress shall assemble at least once in every Year, and such Meeting shall (be on the first Monday in December,) (The preceding words in parentheses were superseded by the 20th Amendment, Section 2.) unless they shall by Law appoint a different Day.

				


				Section 5 - Membership, Rules, Journals, Adjournment


				Each House shall be the Judge of the Elections, Returns and Qualifications of its own Members, and a Majority of each shall constitute a Quorum to do Business; but a smaller Number may adjourn from day to day, and may be authorized to compel the Attendance of absent Members, in such Manner, and under such Penalties as each House may provide.

			

			
				Each House may determine the Rules of its Proceedings, punish its Members for disorderly Behaviour, and, with the Concurrence of two-thirds, expel a Member.

				Each House shall keep a Journal of its Proceedings, and from time to time publish the same, excepting such Parts as may in their Judgment require Secrecy; and the Yeas and Nays of the Members of either House on any question shall, at the Desire of one fifth of those Present, be entered on the Journal.

				Neither House, during the Session of Congress, shall, without the Consent of the other, adjourn for more than three days, nor to any other Place than that in which the two Houses shall be sitting.

				


				Section 6 - Compensation


				The Senators and Representatives shall receive a Compensation for their Services, to be ascertained by Law, and paid out of the Treasury of the United States.  They shall in all Cases, except Treason, Felony and Breach of the Peace, be privileged from Arrest during their Attendance at the Session of their respective Houses, and in going to and returning from the same; and for any Speech or Debate in either House, they shall not be questioned in any other Place.

			

			
				No Senator or Representative shall, during the Time for which he was elected, be appointed to any civil Office under the Authority of the United States, which shall have been created, or the Emoluments whereof shall have been encreased during such time; and no Person holding any Office under the United States, shall be a Member of either House during his Continuance in Office.

				
Section 7 - Revenue Bills, Legislative Process, Presidential Veto


				All Bills for raising Revenue shall originate in the House of Representatives; but the Senate may propose or concur with Amendments as on other Bills.

				Every Bill which shall have passed the House of Representatives and the Senate, shall, before it become a Law, be presented to the President of the United States; If he approve he shall sign it, but if not he shall return it, with his Objections to that House in which it shall have originated, who shall enter the Objections at large on their Journal, and proceed to reconsider it.  If after such Reconsideration two thirds of that House shall agree to pass the Bill, it shall be sent, together with the Objections, to the other House, by which it shall likewise be reconsidered, and if approved by two thirds of that House, it shall become a Law.  But in all such Cases the Votes of both Houses shall be determined by yeas and Nays, and the Names of the Persons voting for and against the Bill shall be entered on the Journal of each House respectively.  If any Bill shall not be returned by the President within ten Days (Sundays excepted) after it shall have been presented to him, the Same shall be a Law, in like Manner as if he had signed it, unless the Congress by their Adjournment prevent its Return, in which Case it shall not be a Law.

			

			
				Every Order, Resolution, or Vote to which the Concurrence of the Senate and House of Representatives may be necessary (except on a question of Adjournment) shall be presented to the President of the United States; and before the Same shall take Effect, shall be approved by him, or being disapproved by him, shall be repassed by two thirds of the Senate and House of Representatives, according to the Rules and Limitations prescribed in the Case of a Bill.

				


			

			
				Section 8 - Powers of Congress


				The Congress shall have Power To lay and collect Taxes, Duties, Imposts and Excises, to pay the Debts and provide for the common Defence and general Welfare of the United States; but all Duties, Imposts and Excises shall be uniform throughout the United States;

				To borrow Money on the credit of the United States;

				To regulate Commerce with foreign Nations, and among the several States, and with the Indian Tribes;

				To establish an uniform Rule of Naturalization, and uniform Laws on the subject of Bankruptcies throughout the United States;

				To coin Money, regulate the Value thereof, and of foreign Coin, and fix the Standard of Weights and Measures;

				To provide for the Punishment of counterfeiting the Securities and current Coin of the United States;

				To establish Post Offices and post Roads;

				To promote the Progress of Science and useful Arts, by securing for limited Times to Authors and Inventors the exclusive Right to their respective Writings and Discoveries;

				To constitute Tribunals inferior to the supreme Court; 

			

			
				To define and punish Piracies and Felonies committed on the high Seas, and Offenses against the Law of Nations;

				To declare War, grant Letters of Marque and Reprisal, and make Rules concerning Captures on Land and Water;

				To raise and support Armies, but no Appropriation of Money to that Use shall be for a longer Term than two Years;

				To provide and maintain a Navy;

				To make Rules for the Government and Regulation of the land and naval Forces;

				To provide for calling forth the Militia to execute the Laws of the Union, suppress Insurrections and repel Invasions;

				To provide for organizing, arming, and disciplining, the Militia, and for governing such Part of them as may be employed in the Service of the United States, reserving to the States respectively, the Appointment of the Officers, and the Authority of training the Militia according to the discipline prescribed by Congress;

				To exercise exclusive Legislation in all Cases whatsoever, over such District (not exceeding ten Miles square) as may, by Cession of particular States, and the Acceptance of Congress, become the Seat of the Government of the United States, and to exercise like Authority over all Places purchased by the Consent of the Legislature of the State in which the Same shall be, for the Erection of Forts, Magazines, Arsenals, dock-Yards, and other needful Buildings;—And

			

			
				To make all Laws which shall be necessary and proper for carrying into Execution the foregoing Powers, and all other Powers vested by this Constitution in the Government of the United States, or in any Department or Officer thereof. 

				


				Section 9 - Limits on Congress


				The Migration or Importation of such Persons as any of the States now existing shall think proper to admit, shall not be prohibited by the Congress prior to the Year one thousand eight hundred and eight, but a Tax or duty may be imposed on such Importation, not exceeding ten dollars* for each Person.

				The Privilege of the Writ of Habeas Corpus shall not be suspended, unless when in Cases of Rebellion or Invasion the public Safety may require it.

				No Bill of Attainder or ex post facto Law shall be passed.

				(No Capitation, or other direct, Tax shall be laid, unless in Proportion to the Census or Enumeration herein before directed to be taken.)  (Section in parentheses clarified by the 16th Amendment.)

			

			
				No Tax or Duty shall be laid on Articles exported from any State.

				No Preference shall be given by any Regulation of Commerce or Revenue to the Ports of one State over those of another: nor shall Vessels bound to, or from, one State, be obliged to enter, clear, or pay Duties in another.

				No Money shall be drawn from the Treasury, but in Consequence of Appropriations made by Law; and a regular Statement and Account of the Receipts and Expenditures of all public Money shall be published from time to time.

				No Title of Nobility shall be granted by the United States: And no Person holding any Office of Profit or Trust under them, shall, without the Consent of the Congress, accept of any present, Emolument, Office, or Title, of any kind whatever, from any King, Prince or foreign State.

				


				Section 10 - Powers Prohibited of States

				No State shall enter into any Treaty, Alliance, or Confederation; grant Letters of Marque and Reprisal; coin Money; emit Bills of Credit; make any Thing but gold and silver Coin a Tender in Payment of Debts; pass any Bill of Attainder, ex post facto Law, or Law impairing the Obligation of Contracts, or grant any Title of Nobility.

			

			
				No State shall, without the Consent of the Congress, lay any Imposts or Duties on Imports or Exports, except what may be absolutely necessary for executing its inspection Laws: and the net Produce of all Duties and Imposts, laid by any State on Imports or Exports, shall be for the Use of the Treasury of the United States; and all such Laws shall be subject to the Revision and Controul of the Congress.

				No State shall, without the Consent of Congress, lay any duty of Tonnage, keep Troops, or Ships of War in time of Peace, enter into any Agreement or Compact with another State, or with a foreign Power, or engage in War, unless actually invaded, or in such imminent Danger as will not admit of delay.

				


				Article VII - Ratification Documents


				The Ratification of the Conventions of nine States, shall be sufficient for the Establishment of this Constitution between the States so ratifying the Same.

				done in Convention by the Unanimous Consent of the States present the Seventeenth Day of September in the Year of our Lord one thousand seven hundred and Eighty seven and of the Independence of the United States of America the Twelfth.  In Witness whereof We have hereunto subscribed our Names. 

			

			
				George Washington - President and deputy from Virginia

				New Hampshire - John Langdon, Nicholas Gilman

				Massachusetts - Nathaniel Gorham, Rufus King

				Connecticut - William Samuel Johnson, Roger Sherman

				New York - Alexander Hamilton

				New Jersey - William Livingston, David Brearley, William Paterson, Jonathan Dayton

				Pennsylvania - Benjamin Franklin, Thomas Mifflin, Robert Morris, George Clymer, Thomas FitzSimons, Jared Ingersoll, James Wilson, Gouverneur Morris

				Delaware - George Read, Gunning Bedford Jr., John Dickinson, Richard Bassett, Jacob Broom

				Maryland - James McHenry, Daniel of St. Thomas Jenifer, Daniel Carroll

				Virginia - John Blair, James Madison Jr.

				North Carolina - William Blount, Richard Dobbs Spaight, Hugh Williamson

			

			
				South Carolina - John Rutledge, Charles Cotesworth Pinckney, Charles Pinckney, Pierce Butler

				Georgia - William Few, Abraham Baldwin

				Attest: William Jackson, Secretary

				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


			

			
				Appendix II: The Coinage Act of 1792



				Chapter XVI - An Act establishing a Mint, and regulating the coins of the United States.


				
Section 1 - Mint Established at the seat of government  


				Be it enacted by the Senate and House of Representatives of the United States of American in Congress assembled, and it is hereby enacted and declared, That a mint for the purpose of a national coinage be, and the same is established; to be situated and carried on at the seat of the government of the United States, for the time being: And that for the well conducting of the business of the said mint, there shall be the following officers and persons, namely,—a Director, an Assayer, a Chief Coiner, an Engraver, a Treasurer....

				


				Section 9 -  Species of the Coins to be Struck


				And be it further enacted, That there shall be from time to time struck and coined at the said mint, coins of gold, silver, and copper, of the following denominations, values and descriptions, viz. 

			

			
				Eagles—each to be of the value of ten dollars or units, and to contain two hundred and forty-seven grains and four eighths of a grain of pure, or two hundred and seventy grains of standard gold.

				Half Eagles—each to be of the value of five dollars, and to contain one hundred and twenty-three grains and six eighths of a grain of pure, or one hundred and thirty-five grains of standard gold.

				Quarter Eagles—each to be of the value of two dollars and a half dollar, and to contain sixty-one grains and seven eighths of a grain of pure, or sixty-seven grains and four eighths of a grain of standard gold.

				Dollars or Units—each to be of the value of a Spanish milled dollar as the same is now current, and to contain three hundred and seventy-one grains and four sixteenth parts of a grain of pure, or four hundred and sixteen grains of standard silver.

				Half Dollars—each to be of half the value of the dollar or unit, and to contain one hundred and eighty-five grains and ten sixteenth parts of a grain of pure, or two hundred and eight grains of standard silver.

			

			
				Quarter Dollars—each to be of one fourth the value of the dollar or unit, and to contain ninety-two grains and thirteen sixteenth parts of a grain of pure, or one hundred and four grains of standard silver.

				Dismes—each to be of the value of one tenth of a dollar or unit, and to contain thirty-seven grains and two sixteenth parts of a grain of pure, or forty-one grains and three fifth parts of a grain of standard silver.

				Half Dismes—each to be of the value of one twentieth of a dollar, and to contain eighteen grains and nine sixteenth parts of a grain of pure, or twenty grains and four fifth parts of a grain of standard silver.

				Cents—each to be of the value of the one hundredth part of a dollar, and to contain eleven penny-weights of copper.

				Half Cents—each to be of the value of half a cent, and to contain five penny-weights and half a penny-weight of copper. 

				


				Section 10 - Of What Devices  

				And be it further enacted, That, upon the said coins respectively, there shall be the following devices and legends, namely: Upon one side of each of the said coins there shall be an impression emblematic of liberty, with an inscription of the word Liberty, and the year of the coinage; and upon the reverse of each of the gold and silver coins there shall be the figure or representation of an eagle, with this inscription, “UNITED STATES OF AMERICA” and upon the reverse of each of the copper coins, there shall be an inscription which shall express the denomination of the piece, namely, cent or half cent, as the case may require.

			

			
				


				Section 11 -  Proportional Value of Gold and Silver


				And be it further enacted, That the proportional value of gold to silver in all coins which shall by law be current as money within the United States, shall be fifteen to one, according to quantity in weight, of pure gold or pure silver; that is to say, every fifteen pounds weight of pure silver shall be of equal value in all payments, with one pound weight of pure gold, and so in proportion as to any greater or less quantities of the respective metals.

				


				Section 12 - Standard for Gold Coins, and Alloy How to be Regulated  

				And be it further enacted, That the standard for all gold coins of the United States shall be eleven parts fine to one part alloy; and accordingly that eleven parts in twelve of the entire weight of each of the said coins shall consist of pure gold, and the remaining one twelfth part of alloy; and the said alloy shall be composed of silver and copper, in such proportions not exceeding one half silver as shall be found convenient; to be regulated by the director of the mint, for the time being, with the approbation of the President of the United States, until further provision shall be made by law.  And to the end that the necessary information may be had in order to the making of such further provision, it shall be the duty of the director of the mint, at the expiration of a year after commencing the operations of the said mint, to report to Congress the practice thereof during the said year, touching the composition of the alloy of the said gold coins, the reasons for such practice, and the experiments and observations which shall have been made concerning the effects of different proportions of silver and copper in the said alloy.

			

			
				


				Section 13 - Standard for Silver Coins, and Alloy How to be Regulated    

				And be it further enacted, That the standard for all silver coins of the United States, shall be one thousand four hundred and eighty-five parts fine to one hundred and seventy-nine parts alloy; and accordingly that one thousand four hundred and eighty-five parts in one thousand six hundred and sixty-four parts of the entire weight of each of the said coins shall consist of pure silver, and the remaining one hundred and seventy-nine parts of alloy; which alloy shall be wholly of copper.

			

			
				


				Section 19 - Penalty on Debasing the Coins  

				And be it further enacted, That if any of the gold or silver coins which shall be struck or coined at the said mint shall be debased or made worse as to the proportion of the fine gold or fine silver therein contained, or shall be of less weight or value than the same ought to be pursuant to the directions of this act, through the default or with the connivance of any of the officers or persons who shall be employed at the said mint, for the purpose of profit or gain, or otherwise with a fraudulent intent, and if any of the said officers or persons shall embezzle any of the metals which shall at any time be committed to their charge for the purpose of being coined, or any of the coins which shall be struck or coined at the said mint, every such officer or person who shall commit any or either of the said offences, shall be deemed guilty of felony, and shall suffer death.

			

			
				


				Section 20 - Money of Account to be Expressed in Dollars  

				And be if further enacted, That the money of account of the United States shall be expressed in dollars, or units, dismes or tenths, cents or hundredths, and the milles or thousandths, a disme being the tenth part of a dollar, a cent the hundredth part of a dollar, a mille the thousandth part of a dollar, and that all accounts in the public offices and all proceedings in the courts of the United States shall be kept and had in conformity to this regulation.

				


				


				


				


				


				


				


				


				


			

			
				Appendix III: 

				American Monetary History in Brief—Price Stability and Real Growth



				Monetary history suggests that a constitutional monetary reform—specifically, restoring the true gold standard without official reserve currencies—will end chronic episodes of inflation (or deflation), rebalance U.S. international payments deficits, and limit endless Federal deficit spending.  

				A very brief monetary history of the United States reveals that the stability of the United States dollar has varied widely in its history.  This variation is explained by two factors: (1) the monetary standard chosen for the dollar; and, (2) whether other countries have simultaneously used cash and securities payable in dollars as their own official reserves, or as their monetary standard itself (i.e., official reserve currencies in place of domestic money).  

				The United States has alternated between two kinds of standard money: inconvertible paper money and some precious metal (first silver, then gold).  The dollar was an inconvertible paper money during and after the Revolutionary War (1776–92), the War of 1812 (1812–17), the Civil War and Reconstruction (1862–79), and again from 1971 to the present.  The dollar was defined in law as a weight of silver (and gold) in 1792–1812 and 1817–34 and effectively as a weight of gold in 1834–61 and 1879–1971.  (The minted gold eagle, defined as ten dollars, was provided for in the Coinage Act of 1792.)  The dollar was not used by foreign monetary authorities as an official monetary reserve asset before 1914, but the dollar has been an official “reserve currency” for many countries since the Genoa conference of 1922 (along with the British pound).  The dollar has been the primary official reserve currency for most countries since the Bretton Woods conference of 1944.  

			

			
				Applying these two criteria—the statutory definition of the U.S. monetary standard and foreign use of the dollar—divides the monetary history of the United States into distinct phases.  (See Figure 5: U.S. Monetary Standards and CPI Since 1774.)  Ours is the era of the world dollar standard (1944-2012). 

				Historical facts vs. factoids on the gold standard.  In 1982, a majority of the U.S. Gold Commission was swayed by monetarist economist Michael Bordo’s 1981 paper, which claimed that “the gold standard involves significant economic costs … [including] short run instability of both the price level and real output” (Bordo 1981).  That paper lobbied for a managed “fiduciary” (paper dollar) standard. 

			

			
				Bordo followed Milton Friedman (1951), who made similar claims, while wrongly estimating the annual cost of maintaining a gold standard as absorbing fully 1.5% of national output; an estimate increased in Friedman (1960) to 2.5% of output (which assumed that the stock of monetary gold must equal half of GNP and grow at 4% a year).  Federal Reserve Chairman Ben S. Bernanke has recently echoed Bordo and Friedman’s claims, explicitly citing Friedman to assert that the gold standard imposed “an awful big waste of resources,” and that “movements in output variability was [sic] much greater under the gold standard, and even year-to-year movements in inflation, the volatility was much greater under the gold standard” (Bernanke 2012).

				But both Friedman’s exaggerated claim of the gold standard’s “resource cost” and Bordo’s claim of the gold standard’s “instability” were artifacts of erroneous, inferior, or outdated statistics.  So, too, is the Bernanke speech cited above.

			

			
				Friedman’s own figures showed that the actual annual increase in monetary gold during the classical (or true) gold standard (1879-1914) averaged less than one-tenth of Friedman’s estimate—0.225% of GNP—even though the stock of monetary gold grew much faster than Friedman assumed: at an annual rate of 7.5%, while the value of total precious metals in circulation (including subsidiary silver coins) grew at a 9.6% annual rate. 

				Similarly, Bordo (1981) cited wholesale prices and real GDP estimates that before 1929 relied heavily on industrial output and volatile agricultural prices while ignoring services, which are far less volatile.  But using the more appropriate measure of consumer prices, as well as Christina Romer’s more recent and accurate re-estimates of real GDP (Romer 1989), the gold standard’s performance was unparalleled.

				We can compare the stability of the different monetary regimes by examining the variation in both the Consumer Price Index (as reconstructed back to 1774) and real (price-adjusted) Gross Domestic Product (reconstructed back to 1790).  Price stability can be judged by two simple measures: long-term CPI stability (measured by the annual average change from beginning to end of the period of each monetary standard) and short-term CPI volatility (measured by the standard deviation of annual CPI changes during the period).  Similarly, real GDP can be judged by the highest average annual real growth during the period and the lowest volatility in real growth (measured by the standard deviation of annual changes in real GDP).

			

			
				Weighting these criteria equally, the classical gold standard from 1879-1914 was the most stable period of rapid economic growth of all United States monetary regimes (as shown in Table 6: The International Gold Standard’s Record was Unparalleled).


				The true gold standard of this Monetary Reform Plan, fully integrated as it is with the modern credit superstructure, would engender results similar to the classical gold standard of history (1879-1914).

				


				Notes


				1  Calculation by John D. Mueller based on Friedman and Schwartz (1963) and updated GNP/GDP data incorporating the series in Romer (1989).

				2   Though Bordo et al (2001) and Bordo et al (2007) acknowledged Romer (1989), also citing Bordo and Jonung (2001), they continued to use U.S. GNP data already superseded by Romer (1989).  (Moreover, Bordo et al (2001) relied almost entirely on “dummy” variables rather than series of actual data.)


			

			
				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


			

			
				Figure 5. U.S. Monetary Standards and CPI Since 1774

			

			
				[image: Fig5_US_Monetary_Standards_CPI_Since_1774.eps]
			

			
				Sources and Notes: Edited and updated from the original by John D. Mueller in Redeeming Economics (ISI Books, 2010), Figure 16-2.

				


			

			
				Table 6. The International Gold Standard’s Record  Was Unparalleled
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					Sources and Notes: Edited and updated from the original by John D. Mueller in Redeeming Economics (ISI Books, 2010), Table 16-1.

					


					


					


					


					


					


					


					

			

			

	






					


					


					


					


					


					


					


					


					


					


				

			

			
				Appendix IV: The Three Problems 
Congress and the President Caused by 
Ending the Gold Standard



				By ending the true gold standard at the onset of World War I, and the inferior Bretton Woods gold-exchange system in 1971, Congress and the President unwittingly caused three problems which are constantly in the headlines: (1) loss of Federal budget discipline, (2) episodes of extreme commodity, real estate, and stock-market inflation/deflation, and (3) loss of U.S. international competitiveness.


				A.    Loss of Federal Budget Discipline


				    As we have already seen, in a kind of fiscal corollary to Parkinson’s Law, Milton Friedman famously likened Congress to a spendthrift teenager: to reduce its spending, one must take away its allowance.  But this analogy failed in practice by ignoring what might be called Parkinson’s Debt Corollary: borrowing expands to absorb all means of finance.  Congressional spending and deficits are unrestrained while it retains its ‘credit cards’: government trust funds and borrowing from the Fed, the U.S. banks and foreign central banks.  Thus while U.S. public debt jumped by about 30 percentage points of GDP from FY2008 to FY2011, debt to the non-bank public rose only 6 percentage points—because 24% of the 30% was financed by central banks and government trust funds. Moreover, the Congressional Budget Office (CBO) projects that under current monetary and fiscal policies, U.S. public debt will multiply from about one to about nine times the size of U.S. GDP in coming decades.  In fact, CBO projects the annual federal deficit will be more than 40% of GDP.  (See Figure 7: U.S. Monetary Standards and Federal Budget Balance, 1790-2080.)  

			

			
				


				B.   Episodes of Commodity, Real Estate, and Stock-market Inflation/Deflation 


				    Friedman was right in believing that “money matters”—but wrong in confining his definition of “money” (as did John Maynard Keynes) to domestic, while ignoring foreign, official monetary reserves—the latter including liabilities of the reserve currency countries primarily the pound and the dollar (1922-1940), primarily the dollar (1944-2012).  In contrast to both, Jacques Rueff pointed out that foreign official liabilities must be considered together with official domestic liabilities.  The World Dollar Base ($MW) is the most comprehensive measure of these “high-powered” dollars.  It combines U.S. currency and bank reserves (the domestic monetary base, or M0) plus foreign official dollar reserves.  Foreign dollar reserves rose and fell with the U.S. stock market in the 1920s and early 1930s. (See Figure 9: Foreign Dollar Deposits and U.S. Stock Market, 1920-32.)  The lagged total ($MW) foretells the supply, while the current domestic share (M0) reflects the demand, for “high-powered” dollars.  The fluctuations of this ratio explain all major episodes of U.S. PPI, CPI, and house price inflation.  (See Figure 8: The World Dollar Base, Consumer and Home Price Inflation.)

			

			
				


				C.   Loss of U.S. International Competitiveness


				    The decline in the U.S. overall net investment position by 30% of GDP since the 1970s almost exactly matched the decline in U.S. net monetary reserves (U.S. foreign official assets minus liabilities).  Yet by the latest figures, U.S. net private assets were in surplus by about 7% of GDP.  This proves that the U.S. loss of competitiveness is entirely due to financing Federal deficits through borrowing from foreign monetary authorities.  (See Figure 10: Net U.S. Reserves and International Investment Position.  For further explanation of the reasons, see Appendix VI.)  In a word, terminate the official reserve currency role of the dollar.

				


			

			
				Figure 7. U.S. Monetary Standards and Federal Budget Balance, 1790-2080

			

			
				[image: Fig7_US_Monetary_Standards_Federal_Budget_Balance_1790-2080.eps]
			

			
				Sources and Notes: Gross historical debt outstanding. Department of the Treasury, http://www.treasurydirect.gov/govt/reports/pd/histdebt/histdebt.htm. Debt to the public, Economic Report of the President 2011, Table B-78. Projections, Congressional Budget Office.

				


				


				


				


				


				


				


				


				


				


				


				


				


				


			

			
				Figure 8. The World Dollar Base and Consumer Price Inflation, 1830-2011
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				Sources and Notes: Edited and updated from the original by John D. Mueller in Redeeming Economics (ISI Books, 2010), Table 16-8.

				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


			

			
				Figure 9. The World Dollar Base, Consumer and Home Price Inflation

			

			
				[image: Fig9_WDB_CPI_Home-Price-Inflation_2.eps]
			

			
				Sources and Notes: CPI from Commerce Department and Bureau of Labor Statistics, U.S. Home Price Index from http://www.econ.yale.edu/~shiller/data.htm.

				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


			

			
				Figure 10. Foreign Dollar Deposits and U.S. Stock Market, 1920-32 

			

			
				[image: Fig10_Foreign_Dollar_Deposits_US_Stock_Market.eps]
			

			
				Sources and Notes: Federal Reserve, Monetary and Banking Statistics, 1914-41; Standard and Poor’s (Cowles Commission before 1926). 

				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


			

			
				Figure 11. Net U.S. Monetary Reserves and International Investment Position
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				Sources and Notes: Updated from the original graph by John D. Mueller in Redeeming Economics (ISI Books, 2010), Figure 16-11. Data from Commerce Department.

				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


			

			
				Appendix V: The Gasoline Price and Presidential (Un-) Popularity

				


				Two key relationships help explain electoral success or failure of American presidents and presidential candidates.  The first involves fiscal policy and the second monetary policy.  The fiscal policy which is the most even-handed in its treatment of labor and property income is also the most politically and economically successful.  This pattern was evident, for example, in the 1980s successes of President Ronald Reagan teamed with Congressman Jack Kemp, who combined “across-the-board” cuts in marginal income tax rates and loophole-closing to achieve a low-rate, broad-based income tax, coupled with reforms to balance the system of pay-as-you-go Social Security retirement pensions.  The second key relation concerns monetary policy: Both significant inflation (as in 1973-74, 1979-80, 1990-91, and 2005-2008) and deflation (as in 1929-33 and 2008-9) are deeply unpopular.  Thus voter approval of the incumbent president is inversely proportional to the consumer price of gasoline.  (See Figure 11: Net U.S. Monetary Reserves and International Investment Position.) 

			

			
				This relation might seem unfair.  But in fact it is quite fair and rational, because the president appoints both the Treasury Secretary and Federal Reserve Chairman.  Each presidential administration is hostage to the setting of monetary policy by the U.S. Federal Reserve and (because of the dollar’s role as chief official reserve currency) foreign central banks (for which relationship the Treasury Secretary is responsible).  The surprises typically involve a jump in commodity (particularly energy) prices, for which the incumbent president is inevitably blamed.  Presidents Ford, Carter, and both Presidents Bush are notable recent examples of incumbent presidents who were defeated (or like John McCain, presidential candidates of the incumbent’s party). 

				For example, the doubling of the CPI gasoline price between early 2005 and late 2008 coincided with the halving of President George W. Bush’s popularity.  Some of presidential candidate Barack Obama’s backers gleefully used this relationship against President Bush, but subsequent events have shown that the relation is a general rule.  President Barack Obama’s popularity peaked when gas prices plummeted back below $2 a gallon, but his subsequent decline in popularity has mirrored the subsequent rise in gasoline prices: President Obama benefited from the fall in commodity prices coinciding with the 2008 election, but lost voter approval as energy prices rose again, thus putting him on a roller-coaster popularity ride not unlike his predecessor’s.  Of course, there are contributing factors.

			

			
				Federal Reserve Chairman Ben Bernanke specialized as an academic in the Great Depression (Bernanke 2000).  He once told Milton Friedman, “You’re right, we [the Federal Reserve] did it.  We’re very sorry. But thanks to you, we won’t do it again” (Bernanke 2002).  But like Friedman, Dr. Bernanke restricts his definition of “high-powered money” to the U.S. domestic currency and bank reserves issued by the Federal Reserve, thus ignoring foreign official dollar reserves.  As a result, Professor Bernanke saw no link as an academic between the collapse of foreign official dollar reserves and the 1929-32 stock market collapse depicted in Figure 9 (The World Dollar Base Consumer and Home Price Inflation) or the 1930’s price deflation that ensued (which was described at the time by Jacques Rueff: reprinted in The Balance-of-payments: Proposals for Resolving the Critical World Economic Problem of our Time 1967, 18-19).  Bernanke has lamented, “The imperfect reliability of money growth as an indicator of monetary policy is unfortunate, because we don’t really have anything satisfactory to replace it” (Bernanke 2003).  And before and since becoming Federal Reserve Chairman, Dr. Bernanke has blamed oil and gasoline price rises on “supply shocks,” for which the Federal Reserve is supposed to have no responsibility (see Bernanke and Blinder 1988, Bernanke et al 1997, Bernanke 2004) and to which it is supposed to respond by slashing interest rates to zero and doubling or tripling the Federal Reserve’s balance sheet.  But easy Fed policy caused a weaker dollar; the weaker dollar caused official dollar reserve expansion; with the (lagged) result: big energy price rises.  But as we saw in Appendix IV, and is clear from Figure 12 (Gasoline Price vs. President’s Voter Approval), the domestic monetary base is inversely related to current inflation.  That is, the domestic monetary base expands to finance the higher commodity, equity, and real estate prices they engender.  

			

			
				Thus the main shock has been to the popularity of the two presidents who appointed Dr. Bernanke and Treasury Secretary Timothy Geithner.

			

			
			

			
				Figure 12. Gasoline Price vs. President’s Voter Approval
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				Sources and Notes: Updated from the original graph by John D. Mueller in Redeeming Economics (ISI Books, 2010), Figure 16-10. Data from U.S. Department of Energy, RealClearPolitics.com, and Pollkatz.com.

				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


			

			
				Figure 13. World Dollar Base and Oil Supply vs. PPI Gasoline Price Inflation
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				Sources and Notes: Calculated by LBMC LLC. Data from U.S. Treasury, Federal Reserve, Departments of Energy and Labor (Bureau of Labor Statistics), and International Energy Agency (IEA).

				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


			

			
				Appendix VI: To Prevent Unemployment, 
Follow ‘Rueff’s Law’


				


				The “jobless recovery” from recession is a central issue in the 2012 presidential election.  It was also in 1992—an election that cost incumbent President George H.W. Bush his job.  In both cases, the apparent puzzle was to explain why the unemployment rate rose after recovery began, and remained stubbornly high, despite continued real GDP growth and demand “stimulus” packages that expanded Medicaid and extended unemployment benefits beyond the regular 26 weeks—in fact, to as long as 99 weeks.  Initial jobless claims are widely reported and analyzed, but the Labor Department makes it hard to track extended benefits; perhaps that is why few economists try.  Yet doing so is revealing. 

				The French economist Jacques Rueff first demonstrated during the 1920s and 30s that open-ended unemployment benefits cause chronic unemployment.  Rueff’s discovery is depicted in Figure 14 (U.K. Wages and Prices, 1919-38) and Figure 15 (“Rueff’s Law” Discovered).  Figure 14 shows that the price of goods produced in Britain first rose and then fell sharply during and after World War I, as Britain left the gold standard and then tried to restore it in 1925 at the prewar gold value of the pound.  However, the institution of the “dole” or unemployment benefit, (established before WWI) was fixed at so many shillings per week, thus putting a floor under British wage rates.  The price level fell, but the wage level was sticky at elevated levels—squeezing profits and shutting down some industries.  In sum, the combination caused the inflation-adjusted average British wage rate to rise sharply, (as the price level fell), matching step for step the rise of the unemployment rate.  

			

			
				France returned to the gold standard in 1926-28 with strong economic growth and without a rise in unemployment, because the return of the franc to the gold standard was guided by “Rueff’s Law.”  (In fact, Rueff himself was selected to choose the gold parity, which was established at a level which ratified the wartime rise in prices, and thus prevented any deflation of French wages, also maintaining French competitiveness.)  Figure 16 (Rueff’s Law Applied to the United States) shows that “Rueff’s Law” also explains the ups and downs in the American unemployment rate, both during and since the Great Depression, including the sharp rise in unemployment during and after the Great Recession of 2007-2009. 

			

			
				As Figure 17 (Rueff’s Law Repeated) shows, the U.S. unemploy-ment rate has stayed high not despite, but because of social benefits which are part of total labor compensation bur are effectively condition-ed on being unemployed.  The relationship between the share of the labor force receiving unemployment benefits and the civilian unemployment rate implies that the jobless rate, which fell to 8.3% at the start of 2012, would have been about 5.1%—3.2 percentage points lower—without the extended jobless benefits to 99 weeks.  President Barack Obama’s fall in popularity, like George H.W. Bush’s, had much to do with economic advisers following John Maynard Keynes rather than heeding “Rueff’s Law,” which solved the riddle of sustained unemployment even during recovery.  Congressional Democrats and Republicans alike joined in preventing the expiration of extended jobless benefits, not understanding that the jobless rate would have fallen sharply without the extension of those benefits to 99 weeks.

				


				


				


			

			
				Figure 14. U.K. Wages and Prices, 1919-38
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				Sources and Notes: The graph was originally published by John D. Mueller in Redeeming Economics (2010), Figure 15-4. Original data from Rueff 1979, Vol. 2, 265-266.

				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


			

			
				Figure 15. Rueff’s Law Discovered
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				Sources and Notes: The graph was originally published by John D. Mueller in Redeeming Economics (2010), Figure 15-5. Original data from Rueff 1979, Vol. 2, 265-266.

				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


			

			
				Figure 16. Rueff’s Law Applied to the United States
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				Sources and Notes: The graph was originally published by John D. Mueller in Redeeming Economics (2010), Figure 15-7. Original data from Commerce and Labor Deparments.

				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


			

			
				Figure 17. Rueff’s Law Repeated
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				Sources and Notes: Calculated by LBMC LLC; original data from Department of Labor, Bureau of Labor Statistics.

				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


			

			
				Appendix VII: The Balance-of-payments 


				


				The international balance-of-payments is important for understanding monetary policy, yet it often seems forbiddingly mysterious and complex.  Fortunately, the apparent mystery and complexity can be dispelled if we start by recalling that there are only certain kinds of wealth that we can transfer through sale or gift: real goods (which we can broadly interpret to include the labor or property income which is the return on investment in so-called “human capital” and “nonhuman capital”).  In financial vocabulary liquid “capital” generally means securities (which are essentially claims on real goods in the future, such as bonds, equities), and money (which is a right to purchase goods now).  

				Every person has a “balance-of-payments” which can be classified according to these categories.  For example, when we go shopping, if we pay in cash, the value of the goods we purchase must equal the decline in our cash through payment to the grocer; though if we pay with a credit card instead of cash, we are essentially borrowing that amount—figuratively selling a “debt security” to the grocer equal in value to the payment we promise to make on a certain date in the future.  It is important also to realize that the sum of all three accounts must be zero, since every payment we make (for example, by our purchase) must be matched by a payment received (by the shopkeeper).  

			

			
				Similarly, any nation’s balance-of-payments is simply the sum of all such transactions undertaken by its residents (households, business firms, non-profit foundations, and governments) during a certain market interval, all classified in exactly the way we just described the shopping transaction.  Those payments involving goods and services are classed within the nation's “current account”; payments for securities are classed within the nation's “capital account”; and the residual payments which settle imbalances in these first two accounts, after offsetting all other payments made or received, are classed within the “official reserve account.” 

				Now, the fact that all three accounts combined must equal zero is important, not only for understanding how any monetary policy works, but specifically for understanding the peculiarity of the dollar's role as an official reserve currency; that is, using one nation’s domestic currency (now chiefly the U.S. dollar) rather than gold, a non-national money, to settle international payments.  Under the international gold standard, all residual payments for goods and securities were settled by national monetary authorities in gold.  This meant that real economic growth was matched over time by a commensurate growth in the stock of monetary gold, which was in turn equal to the gold exports of the gold-producing countries.  This proportional matching of increased monetary gold (money) and increased production of other goods meant that the general price level in gold currencies always returned to the same level.  (This is reflected in Figure 1, as well as the figures and tables in Appendices III, IV, and V.)  If the monetary gold stock for awhile grew faster than the production of other goods, the price level would gradually rise; but since this also increased the cost of producing gold, the reduction in profitability of gold mining led to a reduction in gold production, and a gradual decline to a stable price level.  

			

			
				Similarly, if the general price level began to fall because production of other goods for a while outran the stock of monetary gold, the one “price” that remained the same was the gold price, which was simply the inverse of the gold value of the dollar.  (When the dollar was equal to 1/20.67th of an ounce of gold, the gold “price” was $20.67.)  As the general price level gradually fell, the fall in costs of gold production relative to its fixed price increased both the profitability of gold mining and with a lag, its supply, restoring the price level back to its long-term “equilibrium” level.  This arbitrage mechanism explains why the general price level under the classical (or true) gold standard (1874-1914) was at the same level in 1914 as in 1879.

			

			
				But under an official reserve currency system, world economic growth is matched by an expansion of official reserves of the reserve currency country, which means that other countries’ official monetary reserves can increase only if the reserve currency country goes further into debt.  Thus the growth in official dollar reserves without a commensurate increase in production of goods causes inflation, while a net sale of official dollar reserves causes a deflation (as it did from 1929-32, triggering and deepening the Great Depression, but also more recently in 2007-09, when a similar sale of official dollars triggered the Great Recession, as described in Appendix IV). 

				The process typically goes like this.  (Let’s view the process first from a foreign, and then from the American perspective.)  For example: a Chinese supplier sells goods to an American importer.  The American importer pays dollars to the Chinese exporter.  If the Chinese exporter, and all Chinese exporters as a whole, have no further need for excess accumulating dollars, the Chinese exporters resell the dollars to their commercial banks.  Since the Chinese commercial banks already have more dollars than they desire to hold, the commercial banks sell the undesired dollars to the Chinese monetary authorities (which for simplicity we will call the central bank), which pays for them by issuing newly-created yuan.  The Chinese central bank then takes the dollars it has purchased and reinvests them in the dollar market, primarily in United States government securities, which simultaneously finance the Federal budget deficit and the overall U.S. balance-of-payments deficit.  In the meantime, the newly created yuan trigger inflation in China as newly issued yuan are not associated with new production of goods or services.  All the perversities of the reserve currency system, including inflation and deflation, stem from an absence of prompt settlements of the balance-of-payments deficits in gold, which enables the financing of government budget deficits with new money created by the Federal Reserve—the newly created money not associated with new production of goods and services.  

			

			
			

			
				But it is also important to realize that under the official reserve currency system, even if there were perfect balance in all subcategories of the U.S. balance-of-payments (the current, private capital and official reserve accounts), the purchase by the Chinese central bank of, say, $1 trillion worth of U.S. public debt securities would impose an equal deficit on the U.S. current and private capital accounts combined, because the Chinese official purchase of $1 trillion of U.S. debt securities would finance U.S. imports to an equal amount.  (This identity is reflected in the close correlation in Figure 10 between the decline in the net U.S. official reserve account and the decline in the overall U.S. balance-of-payments.)

				Today, much of the U.S. budget deficit is financed by the Federal Reserve, which creates new money to do so.  But one must emphasize the newly-created dollars are not associated with new production of real goods and services.  Some of the Fed-created excess dollars go abroad, as in the China example, sustaining the perennial U.S. balance-of-payments deficit.  But the excess dollars going abroad are purchased by many foreign central banks against the issue of new domestic money (e.g. yuan).  Almost all foreign central banks promptly reinvest them in the dollar market.  Because of the dominant reserve currency role of the dollar, everything goes on as if there were no United States deficits.  Thus, there exists no compelling incentive for politicians, the United States government, or its budget to adjust.  Nor is there any compelling institutional discipline requiring an end to the United States deficits and the long-term inflation they cause.  The balance-of-payments adjustment mechanism has been immobilized.  The consequence is that a dollar saved in the bank in 1971, the year the gold link was terminated, retains purchasing power adjusted by the CPI of 15 cents.  So long as the Federal Reserve has the license to finance the twin deficits with new money and credit, the deficits will have no end.  These U.S. deficits, monetized by newly created money, not only cause long-term inflation, but the slowdown or cessation of Fed dollar printing can lead to abrupt deflation, both at home and abroad, as in 2007-2009.  

			

			
				


				


				


				


				


				


				


			

			
				Appendix VIII: From the Gold Standard to the Ph.D Standard and Back Again: 

				
Speech at the New York 
Federal Reserve Bank, March 12, 2012
By James D. Grant

				


				Grant’s Interest Rate Observer, March 23, 2012,  
© Copyright 2012. Used by permission.


				


				The Federal Reserve Bank of New York has invited some of its public critics to visit the bank to unburden themselves of their criticisms.  On March 12, it was your editor’s turn.  The text of his remarks follows. 

				My friends and neighbors, I thank you for this opportunity.  You know, we are friends and neighbors.  Grant’s makes its offices on Wall Street, overlooking Broadway, a 10-minute stroll from your imposing headquarters.  For a spectacular vantage point on the next ticker-tape parade up Broadway, please drop by.  We’ll have the windows washed.  

				You say you would like to hear my complaints, and, on the one hand, I do have a few, while on the other, I can’t help but feel slightly hypocritical in dressing you down.  What passes for sound doctrine in 21st-century central banking—so-called financial repression, interest-rate manipulation, stock-price levitation and money printing under the frosted-glass term “quantitative easing”—presents us at Grant’s with a nearly endless supply of good copy.  Our symbiotic relationship with the Fed resembles that of Fox News with the Obama administration, or—in an earlier era—that of the Chicago Tribune with the Purple Gang.  Grant’s needs the Fed even if the Fed doesn’t need Grant’s. 

			

			
				In the not quite 100 years since the founding of your institution, America has exchanged central banking for a kind of central planning and the gold standard for what I will call the Ph.D. standard.  I regret the changes and will propose reforms, or, I suppose, re-reforms, as my program is very much in accord with that of the founders of this institution.  Have you ever read the Federal Reserve Act?  The authorizing legislation projected a body “to provide for the establishment of the Federal Reserve banks, to furnish an elastic currency, to afford means of rediscounting commercial paper and to establish a more effective supervision of banking in the United States, and for other purposes.”  By now can we identify the operative phrase?  Of course: “for other purposes.” 

			

			
				You are lucky, if I may say so, that I’m the one who’s standing here and not the ghost of Sen. Carter Glass.  One hesitates to speak for the dead, but I am reasonably sure that the Virginia Democrat, who regarded himself as the father of the Fed, would skewer you.  He had an abhorrence of paper money and government debt.  He didn’t like Wall Street, either, and I’m going to guess that he wouldn’t much care for the Fed raising up stock prices under the theory of the “portfolio balance channel.” 

				It enflamed him that during congressional debate over the Federal Reserve Act, Elihu Root, Republican senator from New York, impugned the anticipated Federal Reserve notes as “fiat” currency.  Fiat, indeed!  Glass snorted.  The nation was on the gold standard.  It would remain on the gold standard, Glass had no reason to doubt.  The projected notes of the Federal Reserve would—of course—be convertible into gold on demand at the fixed statutory rate of $20.67 per ounce.  But more stood behind the notes than gold.  They would be collateralized, as well, by sound commercial assets, by the issuing member bank and—a point to which I will return—by the so-called double liability of the issuing bank’s stockholders. 

			

			
				If Glass had the stronger argument, Root had the clearer vision.  One can think of the original Federal Reserve note as a kind of derivative.  It derived its value chiefly from gold, into which it was lawfully exchangeable.  Now that the Federal Reserve note is exchangeable into nothing except small change, it is a derivative without an underlier.  Or, at a stretch, one might say it is a derivative that secures its value from the wisdom of Congress and the foresight and judgment of the monetary scholars at the Federal Reserve.  Either way, we would seem to be in dangerous, uncharted waters. 

				As you prepare to mark the Fed’s centenary, may I urge you to reflect on just how far you have wandered from the intentions of the founders?  The institution they envisioned would operate passively, through the discount window.  It would not create credit but rather liquefy the existing stock of credit by turning good-quality commercial bills into cash—temporarily.  This it would do according to the demands of the seasons and the cycle.  The Fed would respond to the community, not try to anticipate or lead it.  It would not override the price mechanism—as today’s Fed seems to do at every available opportunity—but yield to it. 

			

			
				My favorite exposition of the sound, original doctrines is a book entitled, The Theory and Practice of Central Banking, by H. Parker Willis, first secretary of the Federal Reserve Board and Glass’s right-hand man in the House of Representatives.  Writing in the mid-1930s, Willis pointed out that the Fed fell into sin almost immediately after it opened for business in 1914.  In 1917, after the United States entered the Great War, the Fed set about monetizing the Treasury’s debt and suppressing the Treasury’s borrowing costs.  In the 1920s, after the recovery from the short but ugly depression of 1920-21, the Fed started to implement open-market operations to sterilize gold flows and steer a desired macro-economic course.

				“Central banks,” wrote Willis, glaring at the innovators, “…will do wisely to lay aside their inexpert ventures in half-baked monetary theory, meretricious statistical measures of trade, and hasty grinding of the axes of speculative interests with their suggestion that by doing so they are achieving some sort of vague ‘stabilization’ that will, in the long run, be for the greater good.”

				Willis, who died in 1937, perhaps of a broken heart, would be no happier with you today than Glass would be—or I am.  The search for “some sort of vague stabilization” in the 1930s has become a Federal Reserve obsession at the millennium.  Ladies and gentlemen, such stability as might be imposed on a dynamic capitalist economy is the kind that eventually comes around to bite the stabilizer. 

			

			
				“Price stability” is a case in point.  It is your mandate, or half of your mandate, I realize, but it does grievous harm, as defined.  For reasons you never exactly spell out, you pledge to resist “deflation.”  You won’t put up with it, you keep on saying—something about Japan’s lost decade or the Great Depression.  But you never say what deflation really is.  Let me attempt a definition.  Deflation is a derangement of debt, a symptom of which is falling prices.  In a credit crisis, when inventories become unfinanceable, merchandise is thrown on the market and prices fall.  That’s deflation. 

				What deflation is not is a drop in prices caused by a technology-enhanced decline in the costs of production.  That’s called progress.  Between 1875 and 1896, according to Milton Friedman and Anna Schwartz, the American price level subsided at the average rate of 1.7% a year.  And why not?  As technology was advancing, costs were tumbling.  Long before Joseph Schumpeter coined the phrase “creative destruction,” the American economist David A. Wells, writing in 1889, was explaining the consequences of disruptive innovation.

			

			
				“In the last analysis,” Wells proposes, “it will appear that there is no such thing as fixed capital; there is nothing useful that is very old except the precious metals, and life consists in the conversion of forces.  The only capital which is of permanent value is immaterial—the experience of generations and the development of science.”

				Much the same sentiments, and much the same circumstances, apply today, but with a difference.  Digital technology and a globalized labor force have brought down production costs.  But, the central bankers declare, prices must not fall.  On the contrary, they must rise by 2% a year.  To engineer this up-creep, the Bernankes, the Kings, the Draghis—and yes, sadly, even the Dudleys—of the world monetize assets and push down interest rates.  They do this to conquer deflation. 

				But note, please, that the suppression of interest rates and the conjuring of liquidity set in motion waves of speculative lending and borrowing.  This artificially induced activity serves to lift the prices of a favored class of asset—houses, for instance, or Mitt Romney’s portfolio of leveraged companies.  And when the central bank-financed bubble bursts, credit contracts, leveraged businesses teeter, inventories are liquidated and prices weaken.  In short, a process is set in motion resembling a real deflation, which then calls forth a new bout of monetary intervention.  By trying to forestall an imagined deflation, the Federal Reserve comes perilously close to instigating the real thing. 

			

			
				The economist Hyman Minsky laid down the paradox that stability is itself destabilizing.  I say that the pledge of a stable funds rate through the fourth quarter of 2014 is hugely destabilizing.  Interest rates are prices.  They convey information, or ought to.  But the only information conveyed in a manipulated yield curve is what the Fed wants.  Opportunists don’t have to be told twice how to respond.  They buy oil or gold or foreign exchange, not incidentally pushing the price of a gallon of gasoline at the pump to $4 and beyond.  Another set of opportunists borrow short and lend long in the credit markets. Not especially caring about the risk of inflation over the long run, this speculative cohort will fund mortgages, junk bonds, Treasurys, what-have-you at zero percent in the short run.  The opportunists, a.k.a. the 1 percent, will do fine.  But what about the uncomprehending others?

			

			
				I commend to the Federal Reserve Bank of New York Financial History Book Club (if it doesn’t exist, please organize it at once) a volume by the British scholar and central banker, Charles Goodhart.  Its title is The New York Money Market and the Finance of Trade, 1900-13.  In the pre-Fed days with which the history deals, the call money rate dove and soared.  There was no stability—and a good thing, Goodhart reasons.  In a society predisposed to speculate, as America was and is, he writes, unpredictable spikes in borrowing rates kept the players more or less honest.  “On the basis of its record,” he writes of the Second Federal Reserve District before there was a Federal Reserve, “the financial system as constituted in the years 1900-13 must be considered successful to an extent rarely equaled in the United States.”  And that not withstanding the Panic of 1907. 

				My reading of history accords with Goodhart’s, though not with that of the Fed’s front office.  If Chairman Bernanke were in the room, I would respectfully ask him why this persistent harking back to the Great Depression?  It is one cyclical episode, but there are many others.  I myself draw more instruction from the depression of 1920-21, a slump as ugly and steep in its way as that of 1929-33, but with the simple and interesting difference that it ended.  Top to bottom, spring 1920 to summer 1921, nominal GDP fell by 23.9%, wholesale prices by 40.8% and the CPI by 8.3%.  Unemployment, as it was inexactly measured, topped out at about 14% from a pre-bust low of as little as 2%.  And how did the administration of Warren G. Harding meet this macroeconomic calamity?  Why, it balanced the budget, the president declaring in 1921, as the economy seemed to be falling apart, “There is not a menace in the world today like that of growing public indebtedness and mounting public expenditures.”  And the fledgling Fed, face to face with its first big slump, what did it do?  Why, it tightened, pushing up short rates in mid-depression to as high as 8.13% from a business cycle peak of 6%.  It was the one and only time in the history of this institution that money rates at the trough of a cycle were higher than rates at the peak, according to Allan Meltzer. 

			

			
				But then something wonderful happened: Markets cleared, and a vibrant recovery began.  There were plenty of bankruptcies and no few brickbats launched in the direction of the governor of the New York Fed, Benjamin Strong, for the deflation that cut an especially wide and devastating swath through the American farm economy.  But in 1922, the first full year of recovery, the Fed’s index of industrial production leapt by 27.3%.  By 1923, the unemployment rate was back to 3.2%.  The 1920s began to roar. 

			

			
				And do you know that the biggest nationally chartered bank to fail during this deflationary collapse was the First National Bank of Cleburne, Texas, with not quite $2.8 million of deposits?  Even the forerunner to today’s Citigroup remained solvent (though for Citi, even then it was a close-run thing, on account of an oversize exposure to deflating Cuban sugar values).  No TARP, no starving the savers with zero-percent interest rates, no QE, no jimmying up the stock market, no federal “stimulus” of any kind.  Yet—I repeat—the depression ended.  To those today who demand ever more intervention to cure what ails us, I ask: Why did the depression of 1920-21 ever end?  Given the policies with which the authorities treated it, why are we still not ensnared?

				If you object to using the template of 1920-21 as a guide to 21st-century policy because, well, 1920 was a long time ago, I reply that 1929 was a long time ago, too.  And if you persist in objecting because the lessons to be derived from the Harding depression are unthinkably at odds with the lessons so familiarly mined from the Hoover and Roosevelt depression, I reply that Harding’s approach worked.  The price mechanism is truer and enterprise hardier than the promoters of radical 21st-century intervention seem prepared to acknowledge. 

			

			
				In notable contrast to the Harding method, today’s policies seem not to be working.  We legislate and regulate and intervene, but still the patient languishes.  It’s a worldwide failure of the institutions of money and credit.  I see in the papers that Banca Monte dei Paschi di Siena is in the toils of a debt crisis.  For the first time in over 500 years, the foundation that controls this ancient Italian institution may be forced to sell shares.  We’ve all heard of hundred-year floods.  We seem to be in a kind of 500-year debt flood. 

				Many now call for more regulation—more such institutions as the Treasury’s brand-new Office of Financial Research, for instance.  In the March 8 Financial Times, the columnist Gillian Tett appealed for more resources for the overwhelmed regulators.  Inundated with information, she lamented, they can’t keep up with the institutions they are supposed to be safeguarding.  To me, the trouble is not that the regulators are ignorant.  It’s rather that the owners and managers are unaccountable.    

			

			
				Once upon a time—specifically, between the National Banking Act of 1863 and the Banking Act of 1935—the impairment or bankruptcy of a nationally chartered bank triggered a capital call.  Not on the taxpayers, but on the stockholders.  It was their bank, after all.  Individual accountability in banking was the rule in the advanced economies.  Hartley Withers, the editor of The Economist in the early 20th century, shook his head at the micromanagement of American banks by the Office of the Comptroller of the Currency—25% of their deposits had to be kept in cash, i.e., gold or money lawfully convertible into gold.  The rules held.  Yet New York had panics, London had none.  Adjured Withers: “Good banking is produced not by good laws but by good bankers.”

				Well said, Withers!  And what makes a good banker is more than skill.  It is also the fear of God, or, more specifically, accountability for the solvency of the institution that he or she owns or manages.  To stay out of trouble, the general partners of Brown Brothers Harriman, Wall Street’s oldest surviving general partnership, need no regulatory pep talk.  Each partner is liable for the debts of the firm to the full extent of his or her net worth.  My colleague Paul Isaac, who is with me today—he doubles as my food and beverage taster—has an intriguing suggestion for instilling the credit culture more deeply in our semi-socialized banking institutions. 

			

			
				We can’t turn limited liability corporations into general partner-ships.  Nor could we easily reinstate the so-called double liability law on bank stockholders.  But what we could and should do, Paul urges, is to claw back that portion of the compensation paid out by a failed bank in excess of 10 times the average wage in manufacturing for the seven full calendar years before the ruined bank hit the wall.  Such a clawback would not be subject to averaging or offset one year to the next.  And it would be payable in cash. 

				The idea, Paul explains, is twofold.  First, to remove the govern-ment from the business of determining what is, or is not, risky—really, the government doesn’t know.  Second, to increase the personal risk of failure for senior management, but stopping short of the sword of Damocles of unlimited personal liability.  If bankers are venal, why not harness that venality in the public interest?  For the better part of 100 years, and especially in the past five, we have socialized the risks of high finance.  All too often, the bankers who take risks don’t themselves bear them.  By all means, let the capitalists keep the upside.  But let them bear their full share of the downside.  

			

			
				In March 2009, the Financial Times published a letter to the editor concerning the then novel subject of QE.  “I can now understand the term ‘quantitative easing,’ wrote Gerald B. Hill of Stourbridge, West Midlands, “but . . . realize I can no longer understand the meaning of the word ‘money.’” 

				There isn’t time, in these brief remarks, to persuade you of the necessity of a return to the classical gold standard.  I would need another 10 minutes, at least.  But I anticipate some skepticism.  Very well then, consider this fact: On March 27, 1973, not quite 39 years ago, the forerunner to today’s G-20 solemnly agreed that the special drawing right, a.k.a. SDR, “will become the principal reserve asset and the role of gold and reserve currencies will be reduced.”  That was the establishment—i.e., you—talking.  If a worldwide accord on the efficacy of the SDR is possible, all things are possible, including a return to the least imperfect international monetary standard that has ever worked. 

			

			
				Notice, I do not say the perfect monetary system or best monetary system ever dreamt up by a theoretical economist.  The classical gold standard, 1879-1914, “with all its anomalies and exceptions . . . ‘worked.’” The quoted words I draw from a book entitled, The Rules of the Game: Reform and Evolution in the International Monetary System, by Kenneth W. Dam, a law professor and former provost of the University of Chicago.  Dam’s was a grudging admiration, a little like that of the New York Fed’s own Arthur Bloomfield, whose 1959 monograph, “Monetary Policy under the International Gold Standard,” was published by yourselves.  No, Bloomfield points out, as does Dam, the classical gold standard was not quite automatic.  But it was synchronous, it was self-correcting and it did deliver both national solvency and, over the long run, uncanny price stability.  The banks were solvent, too, even the central banks, which, as Bloomfield noted, monetized no government debt. 

				The visible hallmark of the classical gold standard was, of course, gold—to every currency holder was given the option of exchanging metal for paper, or paper for metal, at a fixed, statutory rate.  Exchange rates were fixed, and I mean fixed. “It is quite remarkable,” Dam writes, “that from 1879 to 1914, in a period considerably longer than from 1945 to the demise of Bretton Woods in 1971, there were no changes of parities between the United States, Britain, France, Germany—not to speak of a number of smaller European countries.”  The fruits of this fixedness were many and sweet.  Among them, again to quote Dam, “a flow of private foreign investment on a scale the world had never seen, and, relative to other economic aggregates, was never to see again.” Incidentally, the source of my purchased copy of Rules of the Game was the library of the Federal Reserve Bank of Atlanta.  Apparently, President Lockhart isn’t preparing, as I am—as, may I suggest, as you should be—for the coming of classical gold standard, Part II.  By way of preparation, I commend to you a new book by my friend Lew Lehrman, The True Gold Standard: A Monetary Reform Plan without Official Reserve Currencies: How We Get from Here to There. 

			

			
				It’s a little rich, my extolling gold to an institution that sits on 216 million troy ounces of the stuff.  Valued at $42.222 per ounce, the hoard in your basement is worth $9.1 billion.  Incidentally, the official price was quoted in SDRs, $35 to the ounce—now there’s a quixotic choice for you.  In 2008, when your in-house publication, “The Key to the Gold Vault,” was published, the market value was $194 billion.  Today, the market value is $359 billion, which is encouraging only if you personally happen to be long gold bullion.  Otherwise, it strikes me as a pretty severe condemnation of modern central banking. 

			

			
				And what would I do if, following the inauguration of Ron Paul, I were sitting in the chairman’s office?  I would do what I could to begin the normalization of interest rates.  I would invite the Wall Street Journal’s Jon Hilsenrath to lunch to let him know that the Fed is now well over its deflation phobia and has put aside its Atlas complex.”  It’s capitalism for us, Jon,” I would say.  Next I would call President Dudley. “Bill,” I would say, pleasantly, “we’re not exactly leading from the front in the regulatory drive to reduce the ratio of assets to equity at the big American financial institutions.  Do you have to be leveraged 89:1?”  Finally, I would redirect the efforts of the brainiacs at the Federal Reserve Board research division.”  “Ladies and gentlemen,” I would say, “enough with ‘Bayesian Analysis of Stochastic Volatility Models with Levy Jumps: Application to Risk Analysis.’  How much better it would please me if you wrote to the subject, ‘Command and Control No More: A Gold Standard for the 21st Century.’”  Finally, my pièce de résistance, I would commission, staff, and ceremonially open the Fed’s first Office of Unintended Consequences. 

			

			
				Let me thank you once more for the honor that your invitation does me.  Concerning little Grant’s and the big Fed, I will quote in parting the opening sentences of an editorial that appeared in a provincial Irish newspaper in 1899.  It read: “We give this solemn warning to the Czar of Russia: The Skibbereen Eagle has its eye on you.” 
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				For those who sense that the restoration of American values must start by reasserting beginning principles, including the commitment to a reliable monetary standard, it is clear that the dollar must be fixed.  It is a broken currency.  No longer does the dollar function as a vital measuring tool for individuals engaged in voluntary free market transactions; its value is determined by government decisions to expand or contract the supply of dollars.  Its meaning as a monetary standard has no relation to intrinsic worth but is rather a credit note issued by government that has been declared legal tender.

				This is exactly what the Founders sought to disallow.  In defining the money unit of the United States, it was recognized from the beginning that an unstable, unreliable money unit would lead to dissolution of a new nation—and along with it, all the dreams of individual liberty and economic opportunity that a self-governing people aspired to achieve.  Thomas Jefferson believed that America’s new money should provide a common currency that was trustworthy.  This meant that every citizen could understand what a dollar represented in terms of its purchasing power, in terms of a precise weight of gold or silver.  For Jefferson, a dollar was never to be an abstract, fluctuating notion of value favored by economists and specialists, clouded by complex calculations, and susceptible to manipulation and speculation.  It was to be based on the principles of simplicity, rationality, familiarity, and integrity.

			

			
				How can we recapture the commitment to honest money—to knowing what a dollar stands for, what it represents as a unit of account and a store of value—without reasserting the wisdom of the Founders and limiting the power of government through deliberately-structured constraints?  The link to precious metals so vital in defining the dollar not only provided the cornerstone for developing an American economy based on free market capitalism, it was also the stabilizing and coherent key to economic integration with the rest of the world.  By defining the dollar in gold and silver, America was prepared to engage with trade partners across the seas as readily as across the borders of newly-united states.  Money is the language of commerce; it communicates the message of supply and demand through price signals.  The clarity of those price signals is a function of the precision of the medium of exchange.  To have a common currency is to embrace a common belief that free markets provide the best opportunity for individuals to pursue their highest economic aspirations—and for whole societies to achieve maximum prosperity.  

			

			
				Today the challenge of defining the dollar both in order to establish the necessary foundation for real economic growth domestically and to facilitate meaningful global monetary reform requires getting to gold.  To the unsophisticated it may seem a throwback; after all, the world was on a gold standard in the last century.  What lessons are applicable in our modern age?  Just as Americans are rediscovering the principled monetary insights of those who framed the Constitution, the restoration of gold as a universally-acknowledged store of value is also drawing the attention of those with a global perspective.  Robert Zoellick, a former Treasury official who now presides over the World Bank, has suggested a potential role for gold in a new international monetary system dedicated to economic growth and free trade.  “The system should also consider employing gold as an international reference point of market expectations about inflation, deflation and future currency values,” Zoellick stated.  “Although textbooks may view gold as the old money, markets are using gold as an alternative monetary asset today.”

			

			
				The benefit of offering Treasury Trust Bonds as an interim approach to a new gold standard is that linking the dollar to gold becomes the objective—whether this is ultimately achievable as the result of a deliberate government policy or as a consequence of allowing private competitive currency options to exist in parallel.  If demand for Treasury Trust Bonds exceeds the limited issuance authorized by legislation or enacted under the directive of a Treasury secretary, one would expect private market firms to replicate the same financial instrument.  They would combine gold futures contracts with conventional Treasury bonds, effectively providing the same investment vehicle with the same provisions for payment at maturity.  While the active participation of the U.S. government in designing and administering a program for issuing Treasury Trust Bonds establishes the intent of the United States officially to make the dollar as good as gold, it does not preclude the involvement of private financial firms toward that end.  Indeed, by harnessing the vast investment resources of financial firms in the private sector, the transition toward a new gold standard will be accomplished with greater market depth and rapidity.

			

			
				Moreover, investment demand for Treasury Trust Bonds would provide a signal to other nations that the United States has established a beachhead for building a gold-based monetary system.  China would in all probability be the first country to emulate such an offering with its own gold-convertible bonds.  The yuan closely tracks dollar in foreign exchange markets, so China incurs little risk by following the U.S. lead in issuing a sovereign debt instrument featuring the gold option clause.  China is likely to welcome the opportunity to reinforce the U.S. commitment to fiscal discipline inherent in gold-convertible Treasury Trust Bonds.  And other countries with large holdings of gold reserves—Germany, Italy, France and Japan—might well decide to demonstrate their own allegiance to monetary stability through the issuance of gold-backed bonds.  Pooling gold collateral among Eurozone nations wishing to participate in euro-denominated bond offerings could ultimately lead to the joint issuance of gold-linked financial instruments.  With successively larger issuances among a broader group of countries, a convergence toward monetary stability centered on gold will lead to fixed exchange rates—and effectively, a common currency based on a universal monetary unit of account defined as a precise weight of gold. 
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				While policy makers are still behaving as if we can go back to the world as it was prior to the summer of 2007—that the right mix of stimulus and time will return things to the way they were prior to the crisis, there is a growing recognition in society that the great moderation is over.  That we can’t go back—an understanding that we cannot recover the innocent faith that underpinned markets just four short years ago.   For the great moderation was, more than any other factor, predicated on an abiding faith in the power of government to compress the full range of economic possibilities into a tolerable subset of outcomes, a view that is clearly incompatible with a world in which developed-country government debt and more insidiously its government-mandated, zero-risk weighting have become the primary sources of economic instability.

				With the spell of great moderation finally breaking, society is beginning to publicly and earnestly question the assumptions implicit in our economy.  This newfound spirit is catching on not just on Wall Street, the metaphor, but actually on Wall Street—the difference being that while those of us in offices are still questioning the risk-free treatment of sovereign debt, those in the streets are questioning the American social contract.

			

			
				We’re all familiar with America’s unique version of the social contract—work hard and get ahead.  And, many of us in this room bear personal witness to the benefits of this system and are grateful to our fellow Americans for not begrudging us our success.  That Americans, as a people, have a much greater tolerance for inequality and are less prone to envy than other nations is not an unproven assertion or romantic ideal.  It is a well-documented fact.  In a recent joint study conducted by Brookings and the American Enterprise Institute of the OECD countries1, Americans remained far and away the most willing to accept economic inequality.  Sixty-nine percent of Americans agreed with the statement that “people get rewarded for their intelligence and skill”—a figure that compares with an average of 39% of respondents in the OECD.  The corollary to this view, of course, is that only 33% of Americans agreed with the statement that “it is the responsibility of government to reduce inequality”—a figure that compares with an average response in the OECD of 69%.  

			

			
				But, as we all are rediscovering, America’s unique social contract of earned success did not arise out of an abstract willingness to elevate the smartest and most determined amongst us.  Our system of earned success arose because the large middle class, unique to America since our founding, has benefited from the opportunities our system offers, and that the average guy, or even the little guy, is sufficiently well off, that with hard work, he too, can get ahead.  Or, as Tocqueville so eloquently put it almost one hundred and eighty years ago, “In America I found no citizen so poor that he did not gaze with hope and longing upon the pleasures of the rich, or that his imagination did not savor in advance goods that fate obstinately refused to grant him.”2


				While no one doubts that the brightest and the most determined have continued to excel in America, the average family has fallen behind to the point that pleasures of the rich risk engendering more resentment than hope and longing.  

			

			
				Now, I recognize the notion that the middle class has been struggling for forty years will surprise many.   After all, the more than five-fold increase in the median income of the American household since 1971, from $9,000 to $50,000 per year3, certainly provides the clear appearance of progress.  But, after factoring in the dollar’s 82% loss of purchasing power over the same period, the median household income only rose 16%.4  And, this much more modest increase is largely the result of the growing prevalence of two-income households.   The median real income for working men over the same forty-year period rose just 6%,5 and that improvement only accrued to the rapidly shrinking percentage of men fortunate enough to still have full-time jobs, just 66% according to the latest data from the Bureau of Labor Statistics, the lowest level on record since the figure was first recorded in 1948.6


				Accounting for this involuntary reduction of the percentage of men in the labor force, the real median earnings for all men in their prime working years has declined 27% since 1971, and, predictably, the outcomes for less-educated men have been much worse.  The real median earnings for men that stopped their education at high school have halved, down 47%, over the same period.7 

			

			
				This shocking deterioration in real earnings obviously started long before the financial crisis of 2008, but not until the crisis of 2008 and subsequent anemic recovery crystallized the trend, clarifying in the mind of many Americans that the solution is not around the corner, did this economic phenomenon turn into a social phenomenon, in which the social contract is questioned.  

				Now, those of us who would like to preserve the American social contract of earned success and stop the fundamental transformation of America, need do only one thing—grow the American middle class; but, this will be no easy task as the two principal forces buffeting the middle class are technology and globalization.  Technology, most notably the computer, has put an ever growing premium on highly-skilled labor.  And, globalization has depressed the wage rates of unskilled Americans, as jobs requiring less skill have moved abroad.8 

				Now, the solution is obviously not to roll back either technology or globalization, the solution is to adapt as it has always been.  America went from a rural to urban nation, from peace to war, from expansion to depression and back again, and the American people adapted.  The real question is “Why didn’t the American middle class adapt this time as they always have in the past?”

			

			
				Chairman Bernanke has suggested that our K-12 educational system, which poorly serves a substantial portion of our population,9 is to blame for the middle class’ failure to respond.  While this line of reasoning, that people must be better educated, trained and directed, fits perfectly into the world view of a central planner, our poor public schools have little to do with why Americans aren’t competing.  Iron-ically, the real reason why the American middle class is becoming less competitive has more to do with our monetary policy than our education policy. 

				Specifically, by delivering on its often-stated goal of managing down inflationary expectations, the Federal Reserve baited the American people into using nominal as a proxy for real; and in doing so, encouraged the middle class to mistake the mere appearance of price stability for actual price stability, a mistake in return for which the American middle class received the appearance of progress without its substance.   

			

			
				The question is not “How the Fed did it,” but “How they perpetrated the deception.”  From owner equivalent rent to hedonic pricing, we know exactly how they did it.  The real question is “How could they do it?”  That so many so highly-trained well-regarded economists, so fastidious about their data and models, could be complicit in such a large deception, defies the credulity of most people.  

				But, most people, judging from the public discussion about the Fed’s dual mandate, also seem to be naive of the principal purpose of the Federal Reserve, and consequently lack the skepticism that would come from an understanding of the restriction on truth telling intrinsic to the Federal Reserve’s core purpose, preserving financial system stability.  Those of us in the financial field, however, will surely appreciate that the stability of a highly-leveraged financial system is not compatible with blunt truth telling; as we’ve seen over and over again how quickly leveraged balance sheets translate perception into to reality.   

				Until 1971, gold circumscribed the Fed’s ability to shade the truth to the short term.  And, it was not until we abandoned redemption, that the Fed became vulnerable to a more enduring compromise with the truth.  And it was not until Alan Greenspan took the helm, that this newfound vulnerability was exploited. 

			

			
				To be clear, Chairman Greenspan did nothing so base as to convince his colleagues at the Federal Reserve to deceive the public.  He did something much more ingenious.  He put in place models that encouraged his colleagues to believe that it was impossible for them to deceive the public.  More specifically, he embedded a false assumption of perfect rationality into the Federal Reserve’s thinking, a slight-of-hand that presumed actual inflation would mirror inflationary expectations and consequently transformed the real world task of managing inflation into a largely psychological objective.  

				With Greenspan’s blessing, the imperfect assumption of rational expectations, which already had substantial support within the Fed because of the new modeling it enabled, gained traction.  And, while never convincing the Fed, over time, this faulty assumption of rationality and the models it spawned trapped the Fed.  Captive to its blind faith in the calculability of reality and the models that perform this calculation, the Fed cannot break free from the system adopted by Chairman Greenspan without proposing an alternative—a constraint that Chairmen Bernanke made clear when he traveled to Princeton a year ago to visit his former colleagues and friends.  While reflecting on the constraints of the Fed’s models, Chairman Bernanke repeatedly asked his former colleagues to develop new models that relax the faulty assumption of perfect rationality.10  

			

			
				But, while the Fed searches for equations that sync up better with reality, the reality of rising prices is continuing to challenge the widely-held view that the price level is broadly stable.  The good people of Queens, for example, were well enough grounded in reality to dress down Bill Dudley, the President of the New York Fed, when he ill-advisedly decided to hold forth on the topic of inflation in that borough earlier this year.  And, increasingly, the dissidents within the Federal Reserve are more bluntly proclaiming the truth.  James Bullard, the President of the St. Louis Fed, leaves little doubt as to where he stands in his recent article entitled, “Measuring Inflation: The Core is Rotten.”11


			

			
				With the lie becoming more confusing than convincing, the confused amongst us who accumulated capital during the great debt expansion are now electing to own cash as they wait for the situation to clarify.  This, however, is not an option for what remains of the middle class.  Having gone backwards for decades, they have little capital left, and they cannot change their careers or skills as we can change our portfolios.  And, rightly, they cannot change the sense that they have been deceived and that they were deprived of the one thing they needed most, the truth, the one thing that would have allowed them to adjust, to make the decisions necessary.  Instead of the anesthetizing message of the Fed, Americans need clarity.  They need to know that if they earn $50,000 they are in the middle class.  They can raise a family, drive two cars but not three, take one vacation but not two, and save $5,000.  

				Some argue that we can reform the current fiat money system and unmuffle money’s message by going to a single mandate, accurately stated CPI and even manage it to 0%.  Not only is this proposal exactly opposed to the combination of higher inflation and lower interest rates currently favored amongst most policy makers, it is at odds with the Fed’s effort to preserve financial system stability.  And, more fundamentally still, it is based on the fantasy that a group of experts will overcome institutional incentives to lie and become stubborn truth tellers.

			

			
				Others, notably Jim Grant and Lew Lehrman, who prefer to deal in reality rather than fantasy, clearly see the problems intrinsic to the current system and argue that we should move directly to the gold standard.  They correctly point out that this move would bring discipline back to the system; simultaneously addressing our fiscal and trade and savings deficits, and more importantly once again make money truthful.  

				But, encouraging as some of the political hints in this direction are, hints are all they are.  Upon examination, the sound money rhetoric of the Republican field still reflects more of a deep hesitancy about the gold standard than the deep conviction necessary to successfully lead America through a monetary revolution.  And, were this contest to unfold today, it would do so before an American people that do not understand the difference between the real gold standard and the flawed imitations used for much of the twentieth century.

			

			
				And, this lack of understanding brings with it the risk that gold would be used to prop up rather than revolutionize the current system; an outcome that would reinforce the notion that successful revolutions, such as the American Revolution, tend to be gradual.  

				Consequently, just as we ruled ourselves through state government before kicking out the British, we should first seek to reintroduce truthful money state by state.  To proceed, the states need only avail themselves of their constitutional right in Article 1, Section 10 of the United States Constitution and recognize gold for what it is, money, a recognition that will set in motion a process to completely free gold from taxation and allow it a level playing field to compete against the dollar. 

				This state-based effort entails no global conference or vote to close the Federal Reserve.  Rather, the state-based strategy, which capitalizes on the libertarian impulse running through our society, achieves its end of honest money through competition rather than force.  The best contemporary political analogy for this strategy is found in the post office.  The way to close a post office that does little other than waste money and bombard Americans with junk mail is not to run a political campaign against it, but rather, to invent email. 

			

			
				Furthermore, state-led gold resumption makes sense politically.  Asking states to reintroduce gold money is much easier than asking the Federal government to give up its printing press, which is why this is actually happening.  In Utah it is already law12 (making Utah the safest jurisdiction globally to hold your gold) and…other states will follow.  And, with enough states the movement will have the critical momentum needed to ask the U.S. Treasury to review its patently unconstitutional interpretation that gold is property and not money—the sole remaining national impediment to the broader use of gold as money. 

				Importantly, this state effort cannot be hijacked by the G-20 crowd with their predilection for hopelessly complex systems and elite control.  The states do not want to create a new monetary system that they, the states, will control.  They want sound money that neither they nor any government can control.

			

			
				But, lest state-led resumption be viewed simply as a precursor to the broader adoption of the gold standard, let me be clear; state-led resumption will achieve the same goal as the gold standard even if the gold standard is never readopted, for it is gold itself as money not a gold-backed dollar that is the endgame.    

				The dollar component of the gold dollar is an old technology, and the dollar designation no longer brings something technically useful to the table.  As money goes through technical change—from cows to weighed metal, to coined metal, to milled coins, to paper money, to electronic payment systems, each technological change has brought with it efficiencies with respect to durability, divisibility, portability, and homogeneity—attributes that are all critical to the success of any medium of exchange.  And the last technical change, the electronic payment system, has evolved so rapidly that we have yet to fully incorporate it into our thinking about money.  

				That you no longer need a dollar present to consummate a transaction in dollars nor do you need gold physically present to consummate a transaction in gold, calls into question the usefulness of the dollar as a designation of a certain weight in gold.

			

			
				So it is that state-by-state resumption of gold money is actually the direct route to the same end result of gold itself as money—a result that admittedly will not quickly solve the problems of America’s middle class, but a result, at least, that gives them a fighting chance to compete in a world that if anything promises to be ever changing. 

				


				Notes


				1   http://www.economicmobility.org/assets/pdfs/EMP%20American%20Dream%20Report.pdf

				2   Alexis de Tocqueville,Democracy in America, p.618

				3   http://www.census.gov/compendia/statab/cats/income_expenditures_poverty_wealth/household_income.html

				4   http://www.census.gov/prod/2010pubs/p60-238.pdf

				5   Ibid.


				6   http://www.bls.gov/news.release/pdf/empsit.pdf 

				7   http://www.hamiltonproject.org/files/downloads_and_links/07_milken_greenstone_looney.pdf

				8   http://www.kansascityfed.org/publicat/sympos/1994/s94krugm.pdf

				9   http://www.federalreserve.gov/newsevents/speech/bernanke20110826a.htm

				10 http://www.federalreserve.gov/newsevents/speech/  bernanke20100924a.htm

				11   http://research.stlouisfed.org/publications/review/11/07/  bullard.pdf

				12   http://le.utah.gov/~2011/bills/hbillint/hb0317s01.htm

				


				


				


			

			
				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


				


			

			
				Appendix XI: Jacques Rueff, the Age of Inflation, and the True Gold Standard

				


				On the Occasion of the 100th Anniversary of the birth of Jacques Rueff

				


				Address by

				Lewis E. Lehrman at the Parliament of France (Assemble Nationale)

				(with corrections)


				


				November 7, 1996


				


				Distinguished Leaders of France:

				In what I now say to you, I draw from the speeches, the writings, and the letters of the greatest economist of the twentieth century.  Your courtesy may require you to hear politely the words I now speak.  But I beg you to believe me, that all the arguments I shall make in your presence are distilled from the wisdom of the master himself.  The ideas I set before you originate in the proven genius of an extraordinary teacher, a selfless servant of the French people, and a peerless citizen of the world—in the words of General de Gaulle—“une poète de finance.”

			

			
				I speak of Jacques Rueff.

				As a soldier of France, no one knew better than Jacques Rueff that World War I had brought to an end the preeminence of the classical European states system; that it had decimated the flower of European youth; that it had destroyed the European continent’s industrial productivity.  No less ominously, on the eve of the Great war, the gold standard—the gyroscope of the Industrial Revolution, the proven guarantor of one hundred years of price stability, the common currency of the world trading system—this precious institution of commercial civilization was suspended by the belligerents.

				The Age of Inflation was upon us.

				The overthrow of the historic money of commercial civilization, the gold standard, led, during the next decade, to the great inflations in France, Germany, and Russia.  The ensuing convulsions of the social order, the rise of the speculator class, the obliteration of the savings of the laboring and middle classes on fixed incomes, led directly to the rise of Bolshevism, Fascism, and Nazism—linked, as they were, to floating European currencies, perennial budgetary and balance-of-payments deficits, central bank money printing, currency wars and the neo-mercantilism they engendered.

			

			
				Today, three quarters of a century later (1996), one observes—at home and abroad—the fluctuations of the floating dollar, the unpredictable effects of its variations, the abject failure to rehabilitate the dollar’s declining reputation.  Strange it is that an unhinged token, the paper dollar, is now the monetary standard of the most scientifically advanced global economy the world has ever known.

				In America, the insidious destruction of its historic currency, the gold dollar, got underway in 1922 during the inter-war experiment with the gold-exchange standard and the dollar’s new official reserve currency role.  It must be remembered that World War I had caused the price level almost to double.  Britain and America tried to maintain the pre-war dollar-gold, sterling-gold parities.  The official reserve currency roles of the convertible pound and dollar, born of the gold-exchange standard, collapsed in the Great Depression and so did the official foreign exchange reserves of the developed world—which helped to cause and to intensify the depression.  Franklin Roosevelt in 1934 reduced the value of the dollar by raising the price of gold from $20 to $35 per ounce, believing the change to be a necessary adjustment to the post-World War I price level rise.

			

			
				But it must be emphasized that it was twelve years earlier, in 1922, at the little known but pivotal Monetary Conference of Genoa, that the unstable gold-exchange standard had been officially embraced by the European financial authorities.  It was here that the dollar and the pound were first confirmed as official reserve currencies to supplement what was said to be a scarcity of gold.  For those of you who remember his writings, Jacques Rueff warned in the 1920s of the dangers of the Genoa gold-exchange system and, again, predicted in 1960-61 that the Bretton Woods system, a post-World War II gold-exchange standard, flawed as it was by the same official reserve currency contagion of the 1920s, would soon groan under the flood weight of excess American dollars going abroad.  Rueff in the 1950s and 1960s forecast permanent U.S. balance of payments deficits and the tendency to constant budget deficits, and ultimate suspension of dollar convertibility to gold.  

				After World War II, he saw that because the United States was the undisputed hegemonic military and economic power of the free world, foreign governments and central banks, in exchange for these military services and other subsidies rendered, would for a while continue to purchase, (sometimes to protect their export industries) excess dollars on the foreign exchanges against the creation of their own monies.  This was the inevitable result of the dollar’s official reserve currency status.  But these dollars, originating in the U.S. balance-of-payments and budget deficits, were then redeposited by foreign governments in the New York dollar market which led to inflation in the U.S., and inflation in its European and Asian protectorates which were absorbing the excess dollars.  Incredibly, during this same period, the International Monetary Fund authorities had the audacity to advocate the creation of Special Drawing Rights, SDRs, so-called “paper gold,” invented, as International Monetary Fund officials said, to avoid a “potential liquidity shortage.”  At that very moment, the world was awash in dollars, in the midst of perennial dollar and exchange rate crises.  Jacques Rueff casually remarked to Le Monde that the fabrication of these SDRs by the International Monetary Fund would be as gratuitous as “irrigation plans implemented during the flood.”

			

			
			

			
				The dénouement of post-war financial history came at the Ides of March, in 1968, when President Johnson suspended the London Gold Pool and, mercifully, abdicated his candidacy for reelection.  And so after a few more disabling years, Bretton Woods expired on August 15, 1971.  The truth is that Monetarists and Keynesians sought not to reform Bretton Woods, as the gold standard reform of President de Gaulle and Jacques Rueff did, but rather to demolish it.  The true gold standard, indeed any metallic currency basis, was passé among the cognoscenti.  I shall give you just one example of the obtuseness of the political class, which happened at the height of a major dollar crisis.  A friend of Jacques Rueff, the renowned banking expert and policy intellectual, Henry Reuss, chairman of the Banking and Currency Committee of the United States House of Representatives, went so far as to predict in The New York Times, with great confidence and even greater fanfare, that when gold was demonetized, it would fall from $35 to $6 per ounce.  (I am not sure whether Congressman Reuss ever covered his short at $800 per ounce in 1980.)

				President Nixon, a self-described conservative, succeeded President Johnson and was gradually converted to Keynesian economics by so-called conservative academic advisers, led by Professor Herbert Stein.  Mr. Nixon had also absorbed some of the teachings of the Monetarist School from his friend Milton Friedman—who embraced the expediency of floating exchange rates and central bank manipulation and targeting of the money stock.  Thus it was no accident that the exchange rate crises continued, and on August 15, 1971, after one more major dollar crisis, Nixon defaulted at the gold window of the western world, declaring that “we are all Keynesians now.”  In 1972, Nixon, a Republican, so-called free market President, imposed the first peacetime wage and price controls in American history—encouraged by some of the famous “conservative” advisers of the era.

			

			
				In President Nixon’s decision of August 1971, the last vestige of monetary convertibility to gold, the final trace of an international common currency, binding together the civilized nations of the West, had been unilaterally abrogated by the military leader of the free world.

				Ten years later at the peak of another inflation crisis, the gold price touched $850.  At the time, Paul Volcker, chairman of the Federal Reserve, declared that the gold market was going its own way and had little to do with the Fed’s monetary policies.  The gold market is but “a side show,” added Professor Wallich, a prominent Federal Reserve governor.  Secretary of the Treasury William Miller, who had been selling United States gold at about $200 in 1978, announced solemnly that the Treasury would now no longer sell American gold.  Presumably Secretary Miller, an aerospace executive, meant that whereas, more than one-half the vast American gold stock had been a clever sale, liquidated at prices ranging between $35 and $250 per ounce—now, in the manner of the trend follower, Secretary of the Treasury Miller earnestly suggested that gold was a “strong hold” at $800 per ounce.

			

			
				On January 18, 1980, Henry Wallich, a former Yale economics professor, explained Federal Reserve monetarist policies in an article appearing in the Journal of Commerce:

				


				“The core of Federal Reserve….measures,” basing “control upon the supply of bank reserves,” he said, “gives the Federal Reserve a firmer grip on the growth of monetary aggregates ...”

			

			
				


				As subsequent events showed, the Federal Reserve promptly lost control of the monetary aggregates.  The bank prime rate rose to 21%.  As all of Jacques Rueff’s experience as a central banker had taught him, what his monetary theory and his econometrics demonstrated was, in fact, that no central bank, not even the mighty Federal Reserve, can determine the quantity of bank reserves or the quantity of money in circulation—all conceits to the contrary notwithstanding.  The central bank may influence indirectly the money stock; but the central bank cannot determine its amount.  In a free society, only the money users—consumers and producers in the market—can determine the money they desire to hold.  It is consumers and producers in the market who desire and decide to hold and to vary the currency and bank deposits they wish to keep; it is central banks and commercial banks which supply them.

				During the past twenty-five years, the important links between central bank policies, the rate of inflation, and the variations in the money stock have caused much debate among the experts.  It is still generally agreed by neo-Keynesian and some monetarist economists and central bankers that the quantity of money in circulation, and economic growth, and the rate of inflation can be directly coordinated by central bank credit policy.  May I now firmly say that, to the best of my knowledge, no one who believes this hypothesis, and, as an investor, has systemically acted on it in the market, is any longer solvent.  But I do confess that the neo-Keynesian and monetarist quantity theory of money still hangs on—even if its practitioners in the market cannot.  But the economists at the Federal Reserve have been required to accommodate to a reality in which, for example, during 1978, the quantity of money in Switzerland grew approximately 30% while the price level rose only 1%.  Indeed in 1979, the quantity of money, M-1, grew about 5% in the United States while the inflation rate rose 13%.

			

			
				If then, a central bank cannot determine the quantity of money in circulation, what, in Rueffian monetary policy, can a central bank realistically do?  To conduct operations of the central bank, there must be a target.  If the target is both price stability and the quantity of money in circulation, one must know, among other things, not only the magnitude of the desired supply of money, but also the precise volume of the future demand for money in the market—such that the twain shall meet.  It is true that commercial banks supply cash balances, but individuals and businesses—the users of money—generate the decisions to hold and spend these cash balances.  Thus, the Federal Reserve must have providential omniscience to calculate correctly, on a daily or weekly basis, the total demand for money—assuming the Fed could gather totally reliable statistical information—which it cannot; and even if the Fed’s definitions of the monetary aggregates were constant—which they are not.

			

			
				Jacques Rueff, himself the Deputy Governor of the Bank of France, clarified this fundamental problem in the form of an axiom—Because the money stock cannot be determined by the Federal Reserve Bank, nor can it determine a constant rate of inflation, the monetary policy of the central bank must not be to target the money supply or the rate of inflation.  The Federal Reserve Bank simply cannot determine accurately the manifold decisions to hold money for individual and corporate purposes in order to make necessary payments and to hold precautionary balances.  Neither, may I say, with respect, can the leaders of the great Bundesbank; nor even the geniuses at the Banque de France.

			

			
				But, if the true goal of the central bank were long-run stability of the general price level, the operating target of monetary policy at the central bank must be simply to influence the supply of cash balances in the market, such that they tend to equal the level of desired cash balances in the market.  To attain this goal, the central bank must abandon open market operations and simply hold the discount rate, or the rediscount rate, above the market rate—when, for example, the price level is rising—providing money and credit only at an interest rate which is not an incentive to create new credit and money.  Indeed, if the target of monetary policy is long-run price stability, the central bank must supply bank reserves and currency only in the amount which is equal to the desire to hold them in the market.  For if the supply of cash balances is approximately equal to the demand for them, the price level must tend toward stability.  If there are no excess cash balances, there can be no excess demand, and, thus, there can be no inflation.

				Professor Rueff shows in L’ordre social why an effective central bank policy must reject open market operations.  He shows further that, in order to rule out inflation, and unlimited government spending, the government Treasury must be required by law to finance its cash needs, including a sometimes limited Treasury deficit, in the market for savings, away from the banks.  That is, a government Treasury, in deficit, must be denied the privilege of access to new money and credit at the central bank and commercial banks, in order also to deny the government the pernicious privilege of making a demand in the market without making a supply—the ultimate cause of inflation.  This exorbitant privilege is a necessary cause of persistent inflation.  It is also a necessary cause of unlimited budget deficits and bloated big government.

			

			
				You can see that the monetary theory and policy of Jacques Rueff finally does come to grips with, indeed it modifies, the famous Law of Markets of Jean Baptiste Say, building of course on Say’s insights, but perfecting the flawed Quantity Theory of Money.  Jacques Rueff reformulated the quantity theory of money, definitively, in the following proposition: aggregate demand is equal to the value of aggregate supply, augmented (+/-) by the difference between the variations, during the same market period, in the quantity of money in circulation and the aggregate cash balances desired.  This is a central theorem of Rueffian monetary economics.  Rueff demonstrated that Say’s law does work, namely, that supply tends to equal demand, provided, however, that the market for cash balances must tend toward equilibrium.  Any monetary system, any central bank, which does not reinforce this tendency toward equilibrium in the market for cash balances destroys the first law of markets, namely, overall balance between supply and demand, the necessary condition for limiting inflation and deflation.

			

			
				Now it is conventional wisdom that Milton Friedman and the monetarists try to regulate the growth of the total quantity of money through a so-called money stock rule designed to constrain the central bank monopoly over the currency issue.  In practice, the central bank has failed and will fail to succeed with such a flawed, academic, and impractical rule.  But the much simpler, more reliable, market-biased technique, proven in the laboratory of history, as Professor Rueff demonstrated, would be to make the value of a unit of money equal to a weight unit of gold, in order to regulate, according to market rules, the same central bank monopoly.  But academics have argued for a century that a monetary “regulator,” such as gold money, absorbs too much real resources—by virtue of the laborious process of gold production—and is therefore, in social and economic terms, too costly.

			

			
				Whatever the minor incremental economic cost of a convertible currency, it is a superior stabilizer, as all occidental history shows.  The empirical data also show that it is a more efficient regulator of price stability in the long run.  This is no accident.  The gold standard was no mere symbol.  It was an elegantly designed monetary mechanism—carefully orchestrated over centuries by wise men of great purpose—who developed convertibility into a supple and subtle set of integrated financial institutions organized to facilitate rapid growth and a stable price level guiding free economic institutions.  Thus did the international gold standard become a gyroscope of rapid economic growth during the industrial revolution.  Who can deny that a generation of floating exchange rates, and discretionary central banking, have burdened the world with immense inflation costs, orders of magnitude greater than the comparatively modest cost of mining gold?

			

			
				Therefore, in order to bring about international price stability and long-run stability in the global market for cash balances, the dollar and other key currencies should be defined in law as equal to a weight unit of gold—at a statutory convertibility rate which insures that nominal wage rates do not fall.  Indeed, nothing but gold convertibility will yield a real fiduciary currency, un vrai droit, as Professor Rueff called it.

				As we approach the millennium, the world requires, indeed it is begging, world leaders to create a real monetary standard to deal with the monetary disorder of undervalued, pegged, currencies and manipulated floating exchange rates—the diabolical agents of an invisible, predatory mercantilism.  Despite all denials, the currency depreciations of today, are, without a doubt, designed to transfer unemployment to one’s neighbor and, by means of undervalued currency, to gain share of market in manufactured, labor intensive, value-added, world traded goods.  If these depreciations and undervaluations are sustained, floating exchange rates will, at regular intervals, blow up the world trading system. Great booms and busts, inflation and deflation must ensue.

			

			
				To head off the mercantilism of present floating exchange rates, and the exchange rate disorders caused by official dollar reserves, an international monetary conference is indispensable.  The present high rates of unemployment and perverse trade effects, associated with floating exchange rates, require an efficient and lasting international monetary reform.  A European Monetary Union may be necessary; but it is not sufficient.

				Now we see clearly, what before we saw in a glass darkly—the dollar’s official reserve-currency status still gives an exorbitant privilege to the United States.  Jacques Rueff spoke of American “deficits without tears,” because the American budget deficit and balance-of-payments deficits were—they still are—almost automatically financed by the Federal Reserve and the reserve-currency system—through the voluntary (or coerced) buildup of dollar balances in the official reserves of foreign governments.  These official dollar reserves were, and still are, immediately invested by foreign authorities, directly or indirectly, in the dollar market for U.S. securities, thus giving back to the United States, at subsidized rates, the dollars previously sent abroad as a result of the persistent U.S. balance-of-payments deficit and budget deficits.  To describe this awesome absurdity, Jacques Rueff invoked the metaphor of an overworked tailor to the King, yoked permanently to fictitious credit payments by His Majesty’s unrequited promissory notes.

			

			
				There is not sufficient time to dwell on all the intricacies of the superior efficacy of the balance-of-payments adjustment mechanism grounded in domestic and international convertibility to gold.  But it can, I think, be shown that, in all cases, currency convertibility to gold is the least imperfect monetary mechanism, both in theory and in practice, by which to maintain global trade and financial balance, a reasonably stable price level, and to insure budgetary equilibrium.  This proposition has been proven in the only laboratory by which to test monetary theory—namely, the general history of monetary policy under paper and metallic regimes, and, in particular, the history of the international gold standard, 1813-1914.

				Whereas, by contrast, when one country’s currency—the dollar reserve currency of today—is used to settle international payments, the international adjustment and settlement mechanism is jammed—for that country—and for the world.  This is no abstract notion.  During the past 12 months alone, 100 billion dollars of foreign exchange reserves have been accumulated by foreign governments which have been directly invested in U.S. Treasury securities held in custody at the New York Federal Reserve Bank—thus financing the U.S. current account and U.S. budget deficits.

			

			
				It is essential to understand the nature of this ongoing process of currency degradation—because the dollar’s reserve-currency role in financing the U.S. budget and balance-of-payments deficits did not end with the breakdown of Bretton Woods in 1971.

				The anomaly of perennial U.S. budget and balance-of-payments deficits still persist because there is, today, no efficient international monetary mechanism to forestall the United States deficits.  Indeed, Professor Rueff argued over and over that if the official reserve role of the dollar, i.e. the dollar standard, were abolished, and convertibility restored, the immense U.S. budget and current account deficits must end—a blessing not only for the U.S., but for the whole world.

				The reality behind the “twin deficits” is simply this: the greater and more permanent the official reserve currency facilities for financing the United States budget and trade deficits, the greater will be the deficits and the growth of the U.S. Federal government.  All administrative and statutory attempts to end the United States deficits have proved futile, and will prove futile, until the crucial underlying flaw—namely the absence of an efficient international monetary mechanism—is remedied by international monetary reform and a new international gold standard.

			

			
				That is why Professor Rueff and President de Gaulle, in the 1960s, called for a new international monetary system which we now need, above all, to solve the additional problems of manipulated floating exchange rates inaugurated in 1971-1973.

				Broadly speaking, three essential steps toward convertibility could be taken by French, American and other great power authorities.

				


				(1) President Jacques Chirac should request the Bank of France to cooperate with, say, the Group of Five to stabilize the value of key currencies at levels consistent with balanced international trade among national currency areas.  That is to say, exchange rates should be stabilized at approximately their longer term purchasing power parities, based largely upon comparative unit labor costs of standardized world traded goods.  To do this, indexes of purchasing power can be agreed upon within the Group of Five and, thus, an optimum and fair value determined for convertibility of national currencies.  But how should the value of the gold monetary standard be determined?  The optimum value of the gold parity should reflect a gold price correctly positioned within the hierarchy of all prices; that is, a price proportional to its underlying cost of production.  This dollar price of gold, or more properly, the defined gold weight of the monetary standard, must be set above the average of the marginal costs of production of gold mines operating throughout the world.  This price would provide for steady output of the gold monetary base (about an average of 1.5% increase per year over a long run, as two centuries of available monetary statistics show).  Such a gold price would also prevent any decline in the average level of nominal wages—avoiding, for example, the British problem of gratuitous underemployment in the 1920's caused by an overvalued pound.  Under existing conditions, during the present market period, I have estimated, based on empirical data, that the optimum convertibility price of gold is not less than $600 per ounce (1996).

			

			
			

			
				(2) President Chirac should recommend to the Group of Ten, that convertibility regimes take effect at a fixed date in the future, perhaps three years from now, just after the European monetary union is created.  The gold dollar and the European gold currencies should become the monetary standards of Europe, of the United States, of the world, just as the gold standard should again become the common money of world trade and finance.

				      To simplify, if the United States government creates too many or too few dollars, under conditions of gold convertibility, it will be forced in a relatively short period to change, because market participants will exchange paper dollars for gold, or gold for paper, to bring the quantity of money in circulation into balance with the desire to hold these dollar cash balances.

			

			
				      Moreover, domestic monetary reform in the United States, France, and elsewhere, would also mean that only gold and domestic, non-government, short-term self-liquidating securities, convertible at maturity to gold, could serve as collateral, or backing for new currency issues such as, for example, Federal Reserve notes or French banknotes.  Gold coins, minted according to the statutory standard, should be generally circulated in the market to be held by all working people, so as to guarantee that neither the monetary standard, nor the wages and savings of working people, will be arbitrarily abridged by inflationary governments.  Such a regime, among other purposes, eliminates the advantage of clever speculators over middle income people and those on fixed incomes.

				


				(3) The new international monetary system would rule out, by treaty, the official reserve currencies which so plagued the entire financial history of the 20th century.  Existing official dollar reserves could be consolidated and refunded and then gradually amortized over the long term, even to a certain extent refunded through the rise of the U.S. official value of gold above the last official revaluation ($42.22 per ounce).

			

			
				


				This was and is the Rueff plan, brought up to date to deal with the exigencies of 1996.  May I say, it is an intellectual scandal that such a solution is today regarded as impractical—even unrespectable.  For if we and our former adversary, Russia, can share capsules in space, why can the United States and its trading partners not agree to restore monetary convertibility, the indispensable condition for stable currencies, world economic growth, and free trade?

				By pinning down the future price level by gold convertibility, the immediate effect of international monetary reform will be to end currency speculation in floating currencies, and terminate the immense costs of inflation hedging, thus channeling immense new savings out of financial arbitrage and speculation, into long-term financial markets (and, incidentally, ending the predatory reign of speculators, and Federal Reserve dealers, with inside knowledge of Treasury and central bank operations.)

			

			
				Increased long-term investment, improvements in world productivity will surely follow, as investment capital moves out of unproductive hedges and speculation, seeking new and productive outlets.  Naturally, the investment capital available at long term will mushroom, inspired by restored confidence in convertibility because the long-run stability of the price level will be pinned down by gold convertibility—as history shows to be the case in some previous, well-executed monetary reforms of the past two hundred years.  Along with increased capital investment will come sustained demand for unemployed labor to work the new plant and equipment.

				Indeed, domestic and international monetary reform, i.e. the gold standard—a common, neutral, non-national currency, is the only true and lasting road to full employment.  This is the reform plan set out for us by Jacques Rueff two generations ago.  It is the outcome he looked forward to in his Combat pour l’ordre financier.

				Fondly do we hope, fervently do we pray that some great statesman—will arise to lead the free world toward the age of financial order, clearly set out for us long ago by a great statesman of France, Jacques Rueff.
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