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Federal Gold Must be Employed Productively

,

It is futile to discuss

th~

return to a gold standard or the

use of gold in our monetary system as long as the federal government slIffers larqe budgetary deficits.

The government needs an

elastic paper standard that can be stretched to finance some $60
billion of reqular deficits, another $30 billion of off-budget
deficits, and another $60 billion of new direct loan obligations,
for a total federal sector deficit of more than $150 billion a

(1)

year.
It does not make much difference for the credit markets
whether a private borrower with a federal guarantee in hand raises
a million dollars in order to engage in some form of urban renewaI, or the Treasury itself raises the money and loans it to a renewal allthority.

It does not matter whether Chrysler Corporation,

equipped with a federal guarantee, raises a billion dollars directly or through a federal agency that borrows the money for
Chrysler.

It is irrelevant for the capital market whether the

needed funds are to cover a budget deficit or the purchase of a
$21.9 billion Strateqic Petroleum Reserve.

In both cases scarce

funds are withdrawn from the capital markets and economic reSO'lrces are directed toward "socially desirable uses" rather than

market-determined employment.

Interest rates, which tend to re-

fleet the demand and supply constellation of the capital markets,
can be expected to soar and thus "crowd out" other demand and
activity.
No capital market in the world can facilitate such sector
deficits unless it is made to expand through currency creation

(1) Budget of the United States Government, Fiscal Year 1982,
pp. 8, 16, 17, 18, 324, 613.
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and credit expansion.

In

~

system rigidly circumscribed by a gold

standard the deficits would trigger an immediate market collapse
with soarinq interest rates, surging unemployment and slumping
economic activity.

Undoubtedly, the public would point at the

gold standard and hold it responsible for the depression.

There-

fore, we w0111d be indulginq in daydreaming if we were to expect
the U.S. Conqress to readily submit to the strictures of a gold
standard.

And even if it were to acquiesce, it would brush the

standard aside at the early signs of an economic depression.

The

deficit apparatus presupposes an elastic currency and credit system that can be made to expand with the budgetary deficits and
thereby shift some of the burden from the capital markets to millions of money holders.
And yet, the time will come when the federal qovernment will
be forced to live within the limits of its tax revenues.
not speculate on why and when that day will come.
suffer more in order to learn more.

We need

We may have to

But we are confident that

the time will come, perhaps later in this decade, when the gold
standard must be considered in earnest.
In the meantime, the fiat standard as we have known it since
August 15, 1971, can be made to serve qovernment for all its needs.
But this very serviceability of the fiat standard makes the federal
gold hoard of some $100 billion needless, redundant, and enigmatic.
Surely, we know how it was acquired.

But we fail to comprehend

why it should remain forever barren and forgotten in the vaults
of Fort Knox.

It has vast purchasing power that should be put to

fruitful use in these years of social needs and economic crises.
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It is essential that the federal government free itself from
the idle hoards 2i-gold and make it possible for the American
~eople

once again to become its real owners.

There can be no

better use for the federal hoard than its ready employment as
media of payment for the current deficits.

Instead of raising

needed funds through the sale of new Treasury bills, notes and
bonds, which drain and strain the capital markets, raise interest
rates and depress economic activity, the Treasury should offer
quantities of gold in full payment of its obligations.
no need for gold sales or lirplidations.

There is

The Treasury merely

replenishes its empty coffp.rs with the available gold and makes
payment in gold whenever the need arises.

In order to be proper

and right the ratio of dollar obligations to the gold quantity
offered as payment should be determined by the world market price
on the day of payment.
The advantages of this direct method of disposal are numerous.

Given the magnitude of the present budget deficits, the

gold hoard would come into the people's possession in just a few
years.

In short ,order the idle hoard of Fort Knox would be con-

verted to productive capital meeting the urgent needs of government finance.

And the people would come into the possession of an

economic good that is the most marketable good of all.
There is no need for a federal mint to strike gold coins in
sufficient quantities for federal deficit payments.

Reliance on

a federal mint would delay the gold disposal for many years and
may even ;eopardize it in the end.

Therefore, it is essential

that payees of the federal gold have ready access to a number of

-4orivate mints th'3.t will, on short notice, convert the bullion to
marketahle coins.

Of CO'lrse, payees must also have the right to

retender the Treasllry not.ice of gold delivery as they do in all
commodities markets.

The person receiving the notice must be

free to go to the gold market and sell a like amount and retender
the notice.
WOl1ld such a direct disposal of the federal hoard depress
the dollar price of gold?

It probably would -- provided the Fed-

eral Reserve System does not intervene with new credit expansion
in order to facilitate the gold transfer.

Free from all pres-

sures to finance the deficits it can remain inactive throughout
the disposal period.

A declining dollar price of gold would be

all the more beneficial as it wOllld hasten the disposal.
The U.S. dollar would be strengthened immeasurably by the
transfer.

After all, the Federal Reserve System could abstain

from c11rrency creation and credit expansion, which would stabilize the fiat do1lar immediately.

The inflation discount, which

sorinqs from oresent depreciation and anticipation of future depreciation, would soon fade away, which would give new purchasing
power to the U.S. dollar.

Some goods prices may even decline.

In international money markets the stabilization wOllld afford new
strength to the dollar and reconfirm its vital function as international money.

Once again it would become the strongest cur-

rency in the world, which would generate more world demand for U.S.
dollars, which in turn would give additional strength.
is on a U.S. dollar standard now.

The world

Its stabilization would be the

most beneficial service the U.S. Government could render to people
everywhere.

-5The American people, especially, would benefit from a strong
international dollar and from favorable exchange rates that reduce
the dollar price of foreign qoods for American consumers.
dollar outlay buys more foreiqn goods.

The same

On the other hand, rising

dollar exchange rates make American goods and services more expensive to foreigners, who would have to curtail their American purchases of commodities, services, businesses, and other property,
which again would benefit American consumers.

The American bene-

fits would be the price the world would willinqly pay for a stronger world dollar.
The U.S. Government would be the greatest beneficiary.

The

gold disposal would brinq instant relief to the depressed capital
markets and lower interest rates immediately.

Without the demands

for deficit financing the markets would recover vigorously, liftinq U.S. Treasury obliqations to unaccustomed heights.

Provided

the Federal Reserve remains inactive, the Treasury bill, note and
bond markets would sprinq to life.

In time, falling interest

rates would probably reduce the interest charges on the federal
debt from some $100 billion a year to $50 or $60 billion, which
would be a saving in cost no one can overlook.
Revival of the. Treasury bond market also would permit the
U.S. Treasury to refund its massive short-term bill and note obligations with long-term bonds.

The Treasury could finally reverse

its ominous trend toward shorter and shorter debt maturity, which
casts doubt on the credit of the United States, makes debt manaqement most precarious and expensive, and above all, endangers
the

li~uidity

of all credit markets.

Moreover, a reduction in
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the volume of Treasury bill obligations would simultaneously
curtail the volume of "eligible paper" on which commercial banks
are building their credit expansion.
curtail their

fiduci~ry

The banks wOllld have to

expansion, which would give more strength

to the dollar.
The American people would
the gold disposal.

~~easurable

benefits from

No s11Pply-side policy ever designed could

match the qold disposal in its enerqizinq effects on the national
economy.

It is

ing interest

diffi~llt

r~tes

to imagine the impact of rapidly fall-

on the bond market, stock market, commodities

market, real estate market, and above all, the labor market.
There would be an explosion of economic activity the world may
never have seen before.

Wage rates and levels of living would

rise again, qiving new hope and confidence to the American people.
That prospect alone should dispel all doubts and fears arising
from the gold disposal.
At the present the credit markets are suffering from a severe
strain of excessive public and private demands which, according to
many analysts, may lead unavoidably to another credit crunch.

But

no matter what the coming months may bring, prompt release of federal gold would provide instant liquidity and bring welcome relief
to financial institutions.

The

li~uidity

provided by gold prob-

ably would differ suhstantially from that created by new Federal
Reserve credit.

The former would calm the markets as the gold

settles in private reserves and
the markets, raise
kets further.

infl~tion

cashes~

the latter would excite

expectations, and depress capital mar-

Of course, financial institutions would have to be

-7-

It is difficult to visllalize the sal\itary effects of this
new liquidity for savings and loan associations and other thrift
institutions that are barely surviving.

Lower interest rates

would breathe new life into the suffering institutions, which
would permit them to render the vital services for which they were
meant.

The housing industry, which is lingering in the deepest

slump since the 1930' s, wO'lld experience new activity that would
meet the pent-up demand for new housing.

The stock and bond

markets would soon recover from 15 years of stagnation that, in
conjunction with the dollar depreciation, inflicted staggering
losses on most investors.

After waiting so long, many may get

their money back when the Dow Jones Industrial Index soars to 2000.
Even real labor income, which has been falling in recent years
due to rising taxation

~nd

dollar depreciation, may rise again as

a res 111t of the revival of capital markets.

It is difficult to

imagine the reaction of American corporations to the fall of interest costs of long-term capital to five or six percent.

The

steel industry and even the "l.utomotive industry would abound with
new life when they can raise funds at 6%.

They could afford to

modernize their antiquated equipment and match their technological know-how and managerial ability with th3t of their competitors abroad.

Once again the U.S. could become a world model of

modern technology and superior productivity.
The supply-side economists, who are enjoying such high regard
with the Reagan Administration, should welcome the energizing

..

;
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effects of a gold disposal.

Wi+-.hout it, I am afraid, their ship·

will run aground the budget deficits, most of which were inherited from previous administrations.

The tax cuts designed to

release productive energy are partially negated by massive deficits that consume productive capital.

Moreover, their timid

pleas for a few spendinq cuts are lost in the pressure-group
chorus of demands for more spending.

They are discouraged now

and may be discredited in the eyes of the American public if the
American economy, in the coming months, should sink into a deep
recession.

Many critics of supply-side economists are envision-

ing just that.
It would be difficult to find opponents who would defend the
present state of affairs:

rampant inflation, record interest

rates, economic stagnation, rising unemployment, and falling levels of living.

But certain objections to the gold disposal un-

douhtedly will be raised -3.nd need to be answered.
The goldohiles would be dismayed about the prospect of declining gold prices.

But it is unlikely that they would oppose

a policy of gold disposal.

After all, they should be the first

to see the wisdom of a wider diffusion and ownership of gold.
They should welcome the powerful economic stimulus such a policy
wO:lld create althol1gh it would depress the dollar value of their
investment portfolios.

Having prospered in the past as a result

of the free market for gold, they could not argue with the market
now.

Surely. they would not emulate those other industries, such

as steel, a 11tomohile, and agriculture which. upon facing a painful readjustment. are rruick to rush to Washington and yammer for
protection and relief.

.'

,.'
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The advocates of a

classic~l

gold standiird may raise objec-

tions on the ground that the federal hoard will be needed for an
eventual return to the gold standard.

They are indulging in day-

dreaming when they envision an early return.

The fiat money

forces are much too strong and public support for deficit spending yet too powerful to expect a currency reform in the foreseeable future.

Moreover, they are grievously mistaken in their be-

lief that a massive q 11antity of gold, like that in Fort Knox,
will be needed for a restoration of a gold standard.

In reality,

ii very small quantity thi'lt can he readily bought in the gold market wOl1ld he needed to redeem all paper dollars when such a
reform becomes reality.
Finally, we mllst anticipate strenuous objections from those
Americans who are concerned about the defense of the United States.
They are pleading for a strategic stockpile of gold that would be
needed in the case of national emergency, a reserve needed for internationi'll payments when all other media are failing, or for military payments in isolated parts of the world where gold is money,
but the U.S. dollar is not.

However, such arguments, although

valid, do not justify the hoard of some twenty percent of the
world monetary gold in federal possession.

A small quantity

available in the open market would suffice to meet all emergency
needs.

After all, the strategic defense of these United States

does not rest on the qold vaults of Fort Knox, but on the willing- .
ness and preparedness of the American people to fight in selfdefense.
Naturally, disposal of the federal gold hoard offers no panacea for the cure.of all ailments, economic, social and political.

.....

.
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It does not cure the temptations to redistribute income and wealth
through the political apparatus, nor for government to live beyond
its tax revenues.
hood pollution.

neighbor~

It cures neither individual crime nor

But it w0 11ld release a vast amount of productive

energy at a moment of time when it is urgently needed.

Above all,

the gold disposal would buy the federal government the time needed
to bring its financial house in order.
The time may be put to good use and the last penny of sector
deficit may be covered, not by more coercive extractions from taxpayers, but through economy and moderation.

Under such conditions

it would hecome possihle in time to restore the classical gold
standard.
If the time is wasted, bickering and arguing on various
schemes of redistrih11tion, the gold disposal will merely produce
another case of federal intoxication for which we must pay the
price later.

When all the gold has been spent and federal defi-

cits once again need to be covered by currency creation and credit
expansion, the old ailments are bound to return.

But no matter

how the federal government may act in the coming years, the beneficial effects of the gold disposal will endure for a long time
to come.

Hans F. Sennholz

