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The World Needs Honest Money

"

In the history books of tomorrow the decades of the 1970's
~nd

1980's will

oroh~hly

be called the era of world-wide infla-

tion and currency disorder.
states, such as

Jap~n,

In 1970, only a few industrial

Denmark, Iceland, Spain and T'lrkey ex-

perienced inflation rates of slightly more than 5%.

In 1980,

even Switzerland suffered a currency depreciation of 5.4%, West
Germany 5.5%, Austria 6.4%, the Netherlands 6.5%, Belgium 6.6%,
and Jaoan 8%.
10.2%,

Canad~

All others suffered double-digit rates:

Australia

12%, Denmark 12.3%, U.S.A. 13.5%, France 13.6%,

Soain 15.5%, Great Britain 18%, Italy 21.3%, Greece 25%, Turkey

q4%.

In some SO'lth American countries the rates were even higher.
Despite all the government powers of controls and stabiliza-

tion the paper currencies are depreciating competitively at feverish rates.

The prices of basic commodities are changing errat-

ically and violently.

Interest rates have soared to unprece-

dented levels and the market prices of long-term bonds have fallen to unorecedented lows.

Productive capital is consumed or

destroyed in many places, lowering labor productivity and levels
of livinq.

..

The international division of labor, which in the

past contributed so much to .economic wellbeing,
is chafing under
1\
new trade restrictions and growing monetary disorder.
In the U.S. persistent inflation has created a complacency
that beclouds economic judgment and prudence and casts doubt on
the future of the dollar.

Popular thought distinguishes between

"double-digit" inflation, which commands some attention and concern, and "single-digit" inflation, which is accepted as a minor
affliction. even at a 7% or 8% rate.

The former is suffered

•

-:>durinq the boom years of the business cycle when production expands, profits improve and unemployment declines.

The latter is

a symptom of depression or recession when industrial production
is declininq persistently and unemployment is rising steadily.
Inflation endures in a never ending cycle of boom and recession.
The fear of unemployment seems to be implanted in the American conscience.

But instead of stimulating economic reason, fear

acts to overbear it and supports ancient fallacies that. lead to
more unemployment.

Fear guides government to resort to inflation,

which in the long run is sure to aggravate the evil from which it
was supposed to save us.

To the press, the Mainstream economists

and their students in the Carter Administration, it was an insoluble puzzle that both evils, inflation and unemployment, should
occur simultaneously.
After nine months of the Reagan Administration it is not difficult to perceive the economic trend.
faster than tax revenues.

Spending is increasing

The budgetary deficits are likely to

be larger than anything witnessed heretofore~

Exhausted capital

markets and record-high interest rates are squeezing the life out
of business.

Economic output is declining, unemployment is rising

and bankruptcies are multiplying.

The recession of 1981-1982 prom-

ises to become the deepest and most painful recession since the
Great Depression of the 1930's.

Eventually, the Federal Reserve System will be called upon
to alleviate the suffering.

It will issue a new round of paper

money in order to reduce the interest rates, stimulate the economy,

•
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and finance the deficits.
lar to lose
1970's.

ourch~sing

The "reinflation" will cause the dol-

power even more rapidly than during the

It took that entire decade to reduce it by one-half.

In the cominq yp.ars it may take only half the time.
A Disreoutable Dollar Standard
Inflation crp.ates prohlems not only at home but 'also abroad.
Until 1971, when gold was the international money and the U.S.
dollar was payahle in gold, inflation generally caused an outflow of qold from the country with the highest rate of inflation.
Threatening inability to pay in gold tended to restrain the country from inflating any further, or force it to devalue its currency toward gold.

But in 1971, the United States refused to

honor its growing foreiqn obligations to redeem its currency in
gold.

Fearing more losses it denounced gold for being "unsuited

for use as money," and vowed to remove gold from the monetary
system of the world.

When other major countries followed suit

the transition from the traditional gold standard to irredeemable
paper issues was completed.
The U.S. dollar emerged as the primary international currency
serving trade and commerce the world over.

It already had ac-

quired a leading position under the Bretton Woods system that had
made the U.S. dollar thp. international reserve money payable in
gold at a price of $35 per ounce.

When, in August 1971, President

Nixon repudiated the agreement the world continued to use the U.S.
dollar without its redeemability.

After all, the world's mer-

chants and bankers had grown accustomed to it.

It afforded ac-

cess to the markets of the most productive country in the world,
and its record of relative stability was one of the best in recent
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monetary history despite its devaluations in 1934 and 1971.

But

above all. the official repudiation of gold created a void which
no other fiat currency could possibly fill.

It left the U.S.

dollar in the most prominent position for becoming the world
medium of exchange and reserve asset.
The world desperately needs a common money that 'facilitates
foreign trade and international transactions.
years gold served

~s

For hundreds of

the universal money uniting the world in

peaceful coqperation and trade.

Today, the U.S. dollar is called

upon to assume the very functions of gold.

But in contrast to

the gold standard, which was rather independent of anyone government, the dollar standard depends completely upon the wisdom and
discretion of the U.S. Government.

That is, the world monetary

standard now rests solely on the political forces that shape the
monetary policies of a single country -- the United States.
We can think of no greater responsibility for any country
than that of the United States to the world.

Every day assumes

a fearful responsihility when we view the fate of the free world

that rests on the U.S.

But unfortunately, the dollar standard is

a political standard in which the purest motives are mixed with
the most sordid interests and fiercest passions of the electorate.
The dollar standard itself is the outgrowth of an ideology that
placed government in charge of the national monetary order.

It

is the handiwork of governments and their apparatus of politics.
To expect much of such a creation is to invite bitter disappointment.

-5The world fiat standard leads to temptations which no contemporary government can be expected to resist.

The world demand

for a reserve currency constitutes an extraordinary demand that
tends to support and strengthen its purchasing power.
the country of issue a rare opportunity to

inflat~

It affords

its currency

and export its inflation without immediately suffering the dire
consequences of currency debasement.

In particular, it presents

an opportunity to the administration in power to indulge in massive deficit spendinq, which hopefully bolsters its popularity
with the electorate, while its inflation is exported to all corners of the world.

The country that provides the world reserve

asset can, for a while, live comfortably beyond its means, enjoy
massive imports from ahroad while it is exporting its newly created money in payment of such imports.

In short, it can raise

its levels of living at the expense of the rest of the world.
For more than a decade the U.S. Government has been the beneficiary of this ominous situation.

It engaged in massive deficit

spending and c1lrrency expansion with minimal inflationary effects
as the dollar inflation was exported to foreign countries.

For

several years the foreign dollar holders even financed most of
the budgetary deficits which the U.S. Government was incurring.
Inevitably they suffered staggering losses on their dollar holdings which they had earned in exchange for real wealth.
Many years ago (1914), the Austrian economist, Eugen von
Boehm-Bawerk, wrote
question:

~

brilliant essay in which he raised the

Can government coercion of any kind permanently and

successfully neutralize or overwhelm "economic law or principle"?

-h-

A similar question should now bR raised about the international
dollar standard:

"Is the dollar standard overwhelming economic

law, or is it reflecting the working of inexorable law?"

The

answer to this q 11estion is clearly visible in the chaotic conditions of the world money and capital markets.

Inexorable eco-

nomic law is slowly qrinding the U.S. dollar to a token chip and
reducing it in prestige and importance.
As the U.S. dollar retreats from the center of the world's
monetary stage. other national currencies are trying to take its
place.

The yen and the mark have assumed minor roles as world

currencies. but then have come under the same political and ecopomic pressures as the U.S. dollar.

In response to a growing

world demand for marks and yen. the central banks embarked upon
expansionary policies.

They may have yielded reluctantly and

slowly at first to the world pressures for expansion. which to
their own amazement did not precipitate the dreaded depreciation
and other undesirable effects.

For a while a new reserve cur-

rency seems to be immune to the inexorable laws of
central bank expands at

cO~lrageous

valuation~

the

rates while the purchasing

power of its currency is barely affected.

The country now enjoys

all the advantages which Great Britain savored so greatly during
the 1940's and the U.S. during the 60's and 70's.

It can expand

money and credit at astonishing rates and export its inflation to
its trade partners.

The holders of the new reserve currency are

welcome everywhere as the new lenders and financiers. which brings
international prestige and. above all, yields enviable profits.
They can make large foreign investments and expand their holdings
to all corners of the free world.
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But the new reserve c 11rrency also suffers from the disadvantage of an enhanced propenslty for depreciation.

Its relative

strength tends to give rise to a nationai euphoria of financial
strength, for which national characteristics, real or presumed,
are credited rather than the world demand for reserve cash holdings.

While the world monetary order is disintegrating, which

causes private capital to search in frustration and desperation
for the least unreliable currency for reserve holdings, the popular explanation points at "national ability," "discipline," "energy,"
etc.

Surely, most Americans helieve that their productivity and

know-how afford the U.S. dollar the eminent position of a world
currency, as do most Germans, Japanese, and Swiss of their own.
This self-serving attitude that tends to blind even the most
careful thinkers is sowing the seeds of financial disaster.

The

internation;:l.l fiat order divides and conquers all important fiat
currencies.

It afforded the U.S. the opportunity to export its

inflation and bestowed incalculable benefits to its issuers.
Americans loved it and defended it with specious reasoning.

Most
When

the dollar began to crumble and the world sought temporary refuge
in marks and yen, the Germans and Japanese rejoiced in their moments of glory and the opportunity to export their inflation as
the Americans had done before them.

It was their turn now to

finance the world and reap the enormous gains that flow from the
international fiat order.
Monetary expnnsion in both Germany and Japan has been very
sharp in recent. years, and yet its· impact on oomestic prices has
been less than expected.

The rising world demand for marks and

-8-

yen acts as a counter~iling
force to the expansion in money stock.
,
It may take many months, perhaps several years, before the expansion is translated into domestic price inflation.

But in the end

they all tend to suffer the same inexorahle depreciation.
Gold Will Prevail
Most economists snmmarily reject the thought that once again
gold may become the money of the world.

It is just another com-

modity, they tell us, which has lost its usefulness as international money.

They use epithets such as "outmoded," "irrational"

or "supersti tiOllS" which are not very llseful in the discussion of
monetary phenomena.

The fact is that throughout the ages man has

made gold the most marketable economic good and thereby his money.
The gold market is the oldest continuous market of mankind.
Gold is more marketahle than any other economic good.
omizing man likes to carry a reserve in the form of gold

Econcoins,

nuggets, bullion, gold ornaments and plate -- because it is readily
saleable and acceptable in trade.

It can be exchanged easily on

the markets for other goods and can be hoarded for exchanges at a
later date.

It can be readily sold in small quantities or larger

sums, withol1t much difference in price, to individuals of all races
and nationalities.

Every individual is a potential buyer although

he may not need the gold.

It may be added to the store of personal

wealth and is passed from generation to generation as objects of
family wealth.

There is no other economic good the marketability

of which compares with that of qold.
Gold is the most abundant commodity of mankind, accumulated
over more than two millenia. least needed for immediate consumption,

-9and therefore, availahle to serve as money.

Existing supplies

in the possession of millions of people around the globe <'ire
vastly qreater than annual production or consumption, which
make annual additions throuqh new mining appear negligible.
This anomalO'lS ratio, in which it differs from all other economic qoods, assures everyone that further accumulations are
safe.

It confers upon qold the "supreme marginal utility."

Its

(1)
s 11bjective val,ie varies least with chanqes in quantity.
It is not within the power of qovernments to interfere with
m-'!\rqinal 11tility, or to declare marginal utility inoperative.
Government legislation cannot negate hl1man nature.

Carl Menger's

law of marqinal utility is applicable to all economic goods, includinq qold.
To the indi vid 1-lal, the ready marketability makes the subjective exchange value of gold, rather than its use value, the crucial
economic value, i.e. the importance he i'lttributes to the satisfaction of his wants.

Therefore qold may be looked upon as that eco-

nomic good the subjective exchange value of which tends to change
least with variations in quantity.

If I were to offer this aud-

ience 100 O'lnces of gold as coins, bullion or jewelry at the world
market price, the sale miqht he completed in a few minutes.
wOllld not in the leilst depress the price of fjold.

It

If I were to

arrive with 3 tons of copper, or 1.5 tons of coffee, or 3.3 tons
of pork bellies, which are presently selling at the price of 100
Ollnces of gold, I would find no ready market here.

I would have

(1) Cf. Carl Menqer, Principles of Economics, (1871), The Free
Press, Glencoe, Ill., 1950, Chapter III~ Ludwig von Mises,
Human Action, Yale University Press, New Haven, 1949, Chapter VII~ Antal E. Fekete, Memorial University of Newfoundland, St. John~, On the Marginal Utility of Gold, unpub. ms.

-10to contact a merchant in town and
may inflict heavy losses on me.

~rrange

a distress sale that

My losses would illustrate the

volatility of the exchange value due to quantity changes and my
very low marqinal utility of 3.3 tons of pork bellies.
Despite the persistent efforts of governments throughout
the aqes to concentrate qold in their treasuries, the possession
of gold has become more diffused with the passage of time.

There

is no chance whatever that any other metal such as platinum, palladi 1lffi, or any other

precio~ls

metal will ever displace gold be-

cause of their limitations of ownership and limited marketability
throughout the world.

Even silver cannot compete effectively

with gold because its current production relative to its visible
supplies is rather larqe, and its marginal utility declines quite
rapidly with new nroduction.

No other commodity exists in stock-

piles as large and with diffusion as wide as gold.· Every addition to its hoard .=md every further diffusion are enhancing the
position of gold.

It is naive to believe that irredeemable paper

money based on the debt of defaulting and insolvent governments
could ever acquire the universal marketability and take the position of gold.
We remember the predictions of many experts that the value
of gold would collapse if the central banks would ever refuse to
accept it in unlimited quantities.

Most of the demand for gold

would simply disappear, so they proclaimed, if the monetary demand were eliminated.

After more than a decade of official pro-

scription, gold has not collapsed.
ing signs of disintegration.

But its substitutes are show-

The public was not to be cured of

-11its taste for gold hy official denunciations.

On the contrary,

it rushed into gold and out of paper, which lifted the price of
gold to lofty levels.

In due time the demonetization of gold

by the U.S. Government will result in ever greater demands for
gold in the world markets and the abandonment of the dollar as
international money.
We are observing the dramatic spectacle of central bankers
around the qlohe crying Ollt against the U. S. dollar:
enough:

No more please:"

"We have

The marginal utility of the dollar

is declining at alarming rates.

The marginal utility of the

gold in private and puhlic possession remains unruffled despite
the threats of some governments to dump the balance of their
gold reserves.

Gold remains the only i3.sset that can be hoarded

with confidence in any amo\mt.
Monetarists believe that any "token chip" can be used as
money, provided its supply is limited.

The only difficulty they

foresee is the judicious increase in the supply of the tokens
to be oommenSl1rate to the growth of population and of gross national.product.
i~ediately

But unfortunately, minor changes in quantity

affect their value and impair their marketability.

The tokens of the world are the time and sight obligations of
the U.S. Government.

They have depreciated significantly in re-

eent years, especially toward gold.

If large quantities of these

papers had not been forcihly placed with commercial hanks, savings hanks, trust companies,

insurance companies and other finan-

cial institutions, their depreciation would have been even greater.

-12The financial institutions of the world are sitting on a huge
pyramid of dollar losses.

They are under pressure to cut their

losses and salvaqe What they can.

The temptation to dump the to-

Kens is qettinq stronger with every day of dollar depreciation.
This is why we are nearinq the end of the world dollar standard.
Too many countries have lost too much wealth as a result of their
dollar holdings.
There are no central banking authorities that can prevent the
decline of the dollar and the return of gold.

Nor can we expect

a system of Special Drawing Riqhts (SDR's) that is based on a collection of national fiat currencies and the issuing powers of
several governments, to prevent the inevitable.

In fact, such a

composite currency would agqravate the world situation as it relies on international politics and is susceptible to more distrust.
Currency Reform
If it is tr1le. as Carl Menger already observed more than 100
years ago, that money is the natural product of exchange. independent of the power of the state, then it is also natural to
question the role of the state in our monetary affairs.

Our

question becomes all the more urgent and cogent if we observe the
dismal role government has played in managing the people's money
throughout most of this century
A deep distrust of monetary authorities has spread throughout the world.

People have learned not to believe in sweeping

political promises that, in the future, government will exert
more discipline and print less money.

That's why they are demand-

ing real money untouched by government and its agents.

-13Many economists favor an
money.

e~rly

separation of government and

They are advocating a "parallel standard" that would al-

low the free use of both fiat money (without legal tender quality)
and gold, silver, or any other commodity.

They work diligently

to free all financial institutions from their present restrictions
on the use of gold or silver in contracts, as medium of payment,
as financial assets. reserves, investments. etc.

Ohviously they

are opoosed to any qovernment fixing of exchange rates hetween
fiat money and the precious metals. and to any legal limitation
of fiat money issue.

They are longing to write contracts in gold

and to conduct their international business with trad8 partners
who are free to enter gold contracts and sign gold clauses.

(Cf.

Hans F. Sennholz, Inflation or Gold Standard, 1973 and F. A. Hayek,
Denationalization of Money. 1976).
It is illusory to expect a government that indulges in massive deficit spendinq to consent to the discipline of a gold standard.

But it is conceivable that the people may succeed, step by

step, in reclaiming their freedom of contract.

The gold standard

is a bea 11tiful artifact of that freedom.
Such a "reform" can he conducted in any country, indeoendent
of all others. where the freedom of contract can be restored.

It

would set an example that w01lld shine across all borders and give
new hope and encollragement to people everywhere.
A 1 imi ted currency reform th at wOl11d merely ci rcumscr i he the
role of qovernment in monetary affairs would restore the classical
gold-coin standard.

Despite all the assertions to the contrary,

re-establishment and preservation of the gold standard is possible.

-14Such a reform would follow in the footsteps of Britain's Peel's
Act of 1844.

In particular, it would leave all present moneys

(central bank credit, Ml and M2 ) in "circulation."
cover would be rerruired..
be backed 100% by gold.

No gold

But all fl1ture moneys would have to
That is, all new notes and credits

would have to be fully backed, which would prevent fiduciary
pansion.

ex~

The full backing would be based on the gold-fiat money

exchange rate that exists on the day of reform.

If it should be

450.50 or 590.30 fiat units per ounce of gold, or any other rate
(unaffected by government intervention), this would be the redemption rate henceforth.
bullion standard.

We would then be back on the gold-

The gold-coin standard can come later.

(Cf.

Ludwig von Mises, The Theory of Money and Credit, The Foundation
for Economic Edl1cation, 1<:\71, Part IV, Chapter III).
The international exchange rates of such a redeemable currency to other fiat currencies should remain floating.

Hopefully,

in time, other governments would follow suit and conduct similar
reforms, which, on the days of their reforms, would stabilize
their exchange rates to gold and thereby to other gold currencies.
There is no other way of stabilizing paper money than making it
convertible into gold.
The sine qua non of such a reform is the complete separation
of government finance and the people's money.
mu~t

The central bank

be kept away from the reform, and no one connected with

government finance in the past or present must be permitted to
influence monetary conditions.

If the government suffers a bud-

getary deficit it must raise the needed funds in the loan market

-15in competition with husiness ann other borrowers.

Of course,

deficits of the magnitude suffered in recent years would be out
of the question.

No loan tnarket offering genuine savings only

would be capable offinancinq such staggering deficits as are
suffered today, on-and

o~budget

with prodiqious federal loan

deficits and "sector deficits"

~ccommodations

and credit guarantees.

Confronted hy mammoth deficits and intimidated by the likelihood
of new confiscation, gold would go into hiding and reqister, like
a seismoqraoh, all the misdeeds of government.
The cause of sound money is identified with the freedom and
prosperity of mankind.

Wherever it gains

~round

it is a common

gain that is acclaimed by all.

Hans F. Sennholz

