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Preface

Ron Paul is an amazing individual. Not only has he been the
most consistent voice for liberty in the U.S. Congress in our time —
perhaps in all time —but he is also surprisingly well versed in eco-
nomic theory. Indeed, if I were to dissect one of his speeches or
articles, I would have to treat him as I would a fellow economist,
not as “a politician.”

On top of all that, Ron Paul is a successful OB-GYN, who deliv-
ered over 4,000 babies during his career. This is why I'm so
amazed at his nuanced understanding of economics. Let me put it
this way: Ron Paul knows a lot more about current account
deficits than I do about giving a sonogram.

We economists talk a lot about the division of labor, and more-
over we libertarians often invoke the concept to stir everyone to
action. Sure, it’s important for the great thinkers like Ludwig von
Mises and Murray Rothbard to come up with the grand ideas, but
it’s also crucial for parents to teach their kids the virtue in hard
work, and for crotchety old men to write nasty Letters to the Edi-
tor whenever the city council is considering a hike in property
taxes.

Now in the division of labor in the battle of ideas, is there a
place for someone in the U.S. Congress?! I have to admit I wouldn't
have thought so had you asked me five years ago. But even the
purest of libertarians can’t deny that the Ron Paul movement is
exciting, and is bringing the message of liberty to people who oth-
erwise wouldn’t have heard it.

xi



xii Pillars of Prosperity

The present collection seeks to give the reader a solid under-
standing of Ron Paul’s views on various economic issues. The core
of the book concerns Dr. Paul’s strong support for honest money.
(It was, after all, Nixon’s closing of the gold window that
prompted Dr. Paul to run for office in the first place.) There are
also entire sections on trade, international organizations such as
the IMF and WTO, and a section outlining Dr. Paul’s attempts to
protect Social Security from the big spenders in D.C. The collection
also includes a selection of specific tax cuts Dr. Paul has suggested,
which shows that — despite his nickname of “Dr. No” —Ron Paul is
a real congressman, who brings real bills to the floor for consider-
ation.

Most of the selections are straight testimony from Dr. Paul,
though a few transcripts of actual floor debate have been included
to give the reader a feel for the deliberative body of which Paul is
a member. There are numerous exchanges between Ron Paul and
Alan Greenspan, as well as an encounter with George Soros that
somehow turns to drug legalization. And perhaps the most surreal
event is the duel between Ron Paul and Nancy Pelosi (over the
constitutionality of the Export-Import Bank).

Besides the eloquence and wisdom of his remarks, the reader
will also be struck by Ron Paul’s consistency over the decades. This
makes perfect sense for someone who actually holds principles
and makes speeches accordingly. But as we all know, this is rare
indeed for a politician. As an experiment, I had toyed with the idea
of combing through, say, Charles Rangel’s Congressional testi-
mony in five-year increments, to see if he were as consistent (in his
own way) as Ron Paul. I quickly abandoned the plan, however,
when I realized it would involve reading Charles Rangel’s Con-
gressional testimony in five-year increments.

Unfortunately, the consistency of the speeches contained in this
book is also somewhat depressing. For example, now it's down-
right cute that Ron Paul (in 1982) was aghast that the federal debt
had topped $1.1 trillion. It would be one thing if no one saw our
current financial mess coming, but plenty of people—especially
Ron Paul —did.

On the other hand, we can take this as a sign of hope. The
details are always shifting, but the basic problem remains the
same: Too much government interference with markets in general,
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and money in particular. And the solution is the same: A truly free
market in which the citizens’ property rights are respected by their
so-called public servants.

Robert P. Murphy

Adjunct Scholar

Ludwig von Mises Institute
September 30, 2007






Foreword

Congressman Ron Paul has been working for decades to bring
economics to the forefront of political life. In doing so, he has
raised topics that nearly everyone else in public life wants buried.

But isn’t economics a dull topic, interesting only to Wall Street
traders and government bureaucrats? Isn’t it just about math and
graphs?

Not in Ron Paul’s view. He has an intensity of passion for the
discipline of economics that follows up on what Ludwig von Mises
believed. Economics is the pith of material life. It is the core body
of knowledge that seeks an explanation for all material phenom-
ena as they are affected by human choice. Economics is as
unavoidable in politics as gravity is in the natural world. It is a
ubiquitous reality whether we speak about it openly or not.

Therefore everyone should be interested in economics. The
choice we make about our economic system will determine
whether we rise or fall as a people, whether our families will thrive
or die, and whether the future itself has a future.

The cause-and-effect relationship between bad policy and bad
economic outcomes, however, is not always obvious. We need
teachers and public intellectuals to point out the connections
between the money supply and inflation, between regulations and
slow growth, between protectionism and lowered living stan-
dards, between public ownership and the decline of innovation.

The relationship is most clearly spelled out in the Austrian tra-
dition represented by Carl Menger, Eugen von Bohm-Bawerk,
Ludwig von Mises, F.A. Hayek, Henry Hazlitt, Hans Sennholz,

XU
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and Murray Rothbard, for here we have a body of economic logic
that refines and improves classical doctrines to permit us to under-
stand cause and effect in economic life. Dr. Paul has read these
authors in detail, and learned from them. He has gone further, in
a pioneering way, to apply them to political life. In so doing, he has
earned for himself a high place in the annals of history.

There are easier roads to political success than using every
opportunity to speak on economic issues. Why did he choose this
path? Not merely to spread knowledge for its own sake. He
believes that public awareness and knowledge is the key to estab-
lishing and keeping freedom, which is the basis of civilization
itself. Without a deep and abiding love of freedom in all spheres of
life, the government can ravage the human population. But for a
people who love liberty, no power is strong enough to finally take
away the right to pursue happiness.

Others who came before Dr. Paul in this respect are people like
Cobden and Bright in England, Frédéric Bastiat in France, and
Thomas Jefferson in America. All of them spoke the great
unspeakable truth that there are forces operating in the world
more powerful than the whims of the political class. Every effort at
centralized planning, and every attempt to legislate political
dreams, bumps up against economic law. Economics is the great
brick wall, a thousand feet thick, that limits the maniacal dreams,
benevolent or malevolent, of the political imagination. We ignore
these economic forces at our peril.

In Dr. Paul’s view, if we seriously paid attention to the teaching
of economics, and the population understood those truths, the cen-
tral bank would be closed, the bureaucracies would be shut down,
taxes would be repealed, spending programs would be abolished,
and regulations would be stripped from the books—for all these
efforts to manage society not only fail to achieve their stated objec-
tives; they also reduce our living standard and artificially restrict
the scope of freedom in our lives.

So there is a reason why politicians ignore the problem of eco-
nomics, and why they prefer to characterize it as a narrow field
dominated by number crunchers who care only tangentially about
issues that impact the rest of society. Instead, officials speak
vagaries about leading the country into the future and meeting
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human needs because this sort of language empowers the political
class.

I have no doubt that the contents of this book will make even
some of his supporters uncomfortable. The right imagines that it
supports free enterprise, but even in the area of trade and money?
Even to the point at which the state is denied permission to under-
take tasks such as imposing sanctions on unfriendly foreign
regimes? The left might like his antiwar positions, but what if giv-
ing up war mongering also requires rethinking the merit of the
redistributionist welfare state?

Dr. Paul writes that freedom is all of a piece. You can’t pick and
choose. Moreover, it is impossible to speak of the future or of
human needs without trusting economic freedom and disempow-
ering the state to intervene in every area of life. Without sound
money, there is no protection for savings and property, nor capital
accumulation, nor long-term investment, nor entrepreneurship,
nor social advance. Without the right to own and control property,
we have no real say over our lives. Without the freedom to make
contracts, to take risks, and to live in whatever peaceful way we
choose, there is no hope for the future.

A state strong enough to redistribute wealth at a whim will not
hesitate to wage war, impose sanctions, take away privacy, and
violate core human rights. A state strong enough to wage war will
not think twice about redistributing wealth and running a cradle-
to-grave welfare state. These are truths that the right and left need
to deal with. Nor are half-way measures a permanent fix. Real
Social Security reform returns the financial responsibility for old
age to the institutions of a voluntary society. Real reform in foreign
policy means eliminating all restrictions on trade.

We have to consider the courage it takes to speak this way in
times when the common belief is that the government can and
should do all things. Ron Paul dares to ask us to rethink the way
the world works, to have confidence in the ability of society —
meaning the millions of individuals of which it is constituted —to
manage itself. He is uncompromising not because he is inflexible
or unthoughtful, but because he has vision and faith to see the
unseen benefits of freedom and to ask us to do the same.

In this volume are collected the wise statements from the
nation’s leading teacher of free-market economic principles. One is
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struck by his consistency and willingness to state the truth, even
when it is unpopular to do so. He is right to believe that the most
important step in this struggle is to state the truth, openly and
without fear.

In many ways, these speeches and essays amount to a chronicle
of incredible failure: for the state has failed in a million ways to
protect and defend our material well-being, and its very attempt
has come at great cost.

But it is also a chronicle of hope that if we are willing to listen
and learn, we can choose a different future for ourselves, one that
removes responsibility for economic well-being from the govern-
ment and gives it back to those to whom it belongs: the people in
their capacity as living, choosing, creative human beings. Now
that is leadership, properly construed.

Llewellyn H. Rockwell, Jr.
Ludwig von Mises Institute
December 2007



PART ONE

The Economics
of a Free Society

These selections lay out my views of the proper role of government,
namely that it should serve only to protect the life and property of its cit-
izens. I respect the Constitution not because of a nostalgic attachment to
an anachronistic document, but because the Founders knew the danger in
allowing government to overstep its legitimate functions. It is unfortu-
nate that many Americans today don’t understand the Founders’ wisdom
in framing our government on the principles of federalism and republi-
canism — as opposed to “democracy.” A free society can only work when
its members agree that there are certain things left to the discretion of
individuals — no matter what a temporary majority might think. In prac-
tice this means the government must respect private property and the
rule of law, or what is also called free market capitalism.






Current Political Philosophies’ Errors to
Result in Political and Economic Crisis

Congressional Record — U.S. House of Representatives
September 20, 1984

Mr. Speaker, I have a deep concern for the direction in which
our country is going. I have expressed this concern by pointing out
the political and economic contradictions that surround us and
have suggested that these contradictions merely are manifesta-
tions of philosophic errors made by our intellectual leaders.

Although the country currently is more or less in a euphoric
mood, I am convinced the errors we are making today will even-
tually result in a severe political and economic crisis.

I don’t believe anyone precisely knows the future, yet we all
make projections as to our expectations. It's impossible to know
exact events and their timing but trends are known to us and cer-
tain policies do have specific consequences. Economically defin-
able laws do exist and cannot be repealed. For what it's worth, I
would like to make a few comments about what we can expect if
our current beliefs about governmentment’s role are not changed.
The odds of a significant change in attitude occurring in Wash-
ington in the near future are utterly remote. Repealing the wel-
fare-warfare state may be popular with a growing number of frus-
trated American citizens, but that attitude is not yet reflected in
Washington. The constituency for the monolithic state is alive and
well in the U.S. Congress. When disagreement exists in areas such
as welfare versus warfare, the poor versus the rich, labor versus
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business, compromise is always reached and both sides receive an
increase in funding. This is a policy of utter folly and is tragically
locked in place.

Government is literally out of control. Spending, taxes, regula-
tions, monetary inflation, invasion of our privacy, welfarism to
both the rich and the poor, military spending, and foreign adven-
turism around the world will one day precipitate a crisis that will
truly test our will to live in a free society. If government were not
so much out of control, would not the most conservative President
of the last 50 years be able to do something about the runaway
deficits? The deficits have tragically only gotten very much worse
under Reagan. All the problems we face, high interest rates, infla-
tion, deficits, vicious business cycles with accelerating unemploy-
ment are serious problems indeed, but the real threat under the
conditions to come will be the potential loss of our personal lib-
erty. Without liberty, prosperity is lost and equality of poverty
prevails.

We have a cancer in the land —the malignant growth of big
government—and we can ignore it, treating only the symptomes,
hoping they are not reliable signs that a horrible disease has struck
our nation. But if we do, we are treating our problems as some
foolishly deny the early signs of cancer, by taking aspirin and hop-
ing the pain to be only that of inconvenience and that the symp-
toms will go away in the morning. Instead, the pain gets worse
requiring more and more narcotics to numb the pain. Magic cures
are sought and tried. Although big government is the disease,
attempts to solve all the problems by making government even
bigger and more intrusive in our lives are continually tried. This
will soon end. We cannot forever ignore the root causes. It’s highly
unlikely that we’ll reach the 1990s without a convulsion of our
economic or political system.

Although nothing goes up or down in a straight line, we can be
sure the long term will bring us ever-increasing interest rates—
higher with each cycle and over 20 percent before this cycle com-
pletes itself in 1986 or 1987. Without the introduction of a com-
modity money, one with quality —as well as limitation on its quan-
tity —we will never see the return of long-term fixed low interest
rates. The reform will come eventually, if we're to continue to have
even a relatively free society. I just hope we don’t wait too long.
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Price inflation, although difficult to predict on a month-to-
month or even year-to-year basis, will reach unbelievable heights in
this decade. Currency destruction, through the insatiable desire to
create massive new fiat monetary units, eventually brings higher
prices. Wage and price controls will return regardless of whether a
Republican or a Democrat occupies the White House. Free market
rhetoric will do nothing to protect us from the pressure the admin-
istration will receive to “do something,” even if it's the wrong
thing. Nixonian Keynesianism will continue to dominate, and abu-
sive people-control in the form of wage, price, currency and credit
controls will return, more vicious than ever before.

There will come a day that the world financiers will rush from
dollars just as they have recently rushed into dollars, causing even
worse chaos in the international financial markets. Without a sta-
ble monetary unit, the speculation will continue and worsen.
Overreaction is now becoming more commonplace, but this is a
predictable consequence of a world gone mad with fiat currencies,
debt creation, and overspending.

Massive debt liquidation will come. The early stages have
already started. It will occur with old-fashioned defaults, threats of
deflation, and further currency destruction through monetary
inflation and liquidation of debt with a depreciating dollar.
Whether or not the liquidating debt collapse will be dominated by
deflation or inflation of the money supply is yet to be determined
since that will depend on government actions and many market
forces. An inflationary collapse is a more likely scenario —knowing
the special interests, the Congress, the administration, and the cen-
tral bankers” unwillingness to face up to the reality of cutting
spending, balancing the budget, and curtailing the supply of
money. So in spite of all the tough talk, we can expect the Fed to
accommodate and reverse any trend toward deflation.

Without a significant change in attitude by the American peo-
ple and Congress as to the purpose of government, the choices are
horrible; an inflationary collapse or a deflationary one. The form
and timing of the collapse is yet to be determined; the event itself
is certain. This crisis will come, as others have, because we refuse
to face up to reality and live within our means.

The people’s insatiable appetite for the goods of life without
providing a commensurate amount of work and effort needed to
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produce them (while demanding that politicians deliver the loot)
guarantees the process will continue. But a penalty will have to be
paid. That penalty—a major banking, currency, economic, and
political crisis —will hit this nation and the western world, most
likely before the 1990s.

The economic hardship, of which we had a taste in 1981 and
1982, will be much worse. That in itself is bad enough news, but
historically, when a nation debauches its currency international
trade breaks down—today 40 percent of international trade is car-
ried out through barter — protectionist sentiments rise—as they
have in Congress already—eliciting hostile feelings with our
friends. Free trade alliances break down, breeding strong feelings
of nationalism—all conditions that traditionally lead to war; a
likely scenario for the 1990s, unless our economic policies and atti-
tudes regarding government are quickly changed.

Many who concede we are moving in this direction of war, care-
lessly believe that the lack of military spending is the problem and
insist on new massive military spending as the solution. This only
serves the inflationists, the internationalists, the banking elite, and
industrialists who benefit from the massive manufacture of military
weapons. It ignores the important fact that most military conflicts
throughout history have been the consequence of economic events.
Economic events, when combined with a foreign policy void of wis-
dom and fraught with folly, sets the stage for needless war.

Conservatives are quick to correctly point out that guns don’t
cause crime, criminals do, but fail to see that weapons, or the lack
of massive weapons, don’t cause war, politicians” bad policies do.
This is a good reason why the current conservative administration
should have stopped subsidizing trade and foreign assistance to
the Soviet bloc nations and to Red China, which includes nuclear
and military technology, instead of increasing it. This is sheer
madness.

Massive military spending to stop the spread of communism,
which our own taxpayers are also required to finance, contributes
to the economic problem of deficits, inflation, and high interest
rates. In addition it justifies, in the political world of compromise,
increased domestic spending, higher deficits, accelerating inflation
and higher interest rates—all compounding the economic prob-
lems that started the trouble in the first place.
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Depression and war are the needless consequences of politi-
cians’ folly. They are prevented by limiting government power,
not by expanding it. Today, campaign rhetoric is frequently heard
about balanced budgets and reducing the size of the government;
witness the success of conservatives in 1980; yet nothing ever hap-
pens. The spending, the regulations, the taxing, and the deficits
continue. Time is running short, the frustration running high. Hid-
ing from reality won’t help; kidding ourselves won’t do. The

sooner we admit, “you can’t get blood from a turnip,” the better
off we’ll be.

Solution

What is the solution?

Most importantly, a new attitude about the role of government
is necessary if we expect to solve our problems. As long as we, as
a nation, accept the notion that government is the ultimate
provider and world policeman, implementing the elusive concept
of liberty will be impossible. The degree to which governments are
permitted to exert force over the people determines the extent to
which individuals retain their liberty as well as the chances for
peace and prosperity. Historically, governments have always initi-
ated force against the people with disastrous results. America is
the best example of what can happen if that force is restrained,
thus maximizing individual freedom and prosperity. Yet today,
that wonderful experiment is all but abandoned. We must once
again clearly reject the idea that government force and threat of
force can be carelessly administered.

Voluntary contracts must be permitted. The trend toward gov-
ernment dominance, interference, and altering of voluntary con-
tracts is prevalent and a most dangerous sign. Responsibility to
care for one’s self is necessary for a free society to function, and
trust that individuals will look out for their own self-interest, even
if imperfectly, is required and should be achieved through con-
tractual arrangements. Government interference in voluntary
agreements between two parties must be strictly prohibited.
Enforcement of those contracts in event of a violation invites the
government’s participation in settlement of the dispute. This lim-
ited involvement of government in voluntary contracts is neces-
sary in a free society.
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The strict limitation of government power imposed by the Con-
stitution must be respected. We must accept the principle that gov-
ernment’s function is not to regulate and plan the economy, protect
us from ourselves, arbitrarily attempt to make us better people, or
police the world by interfering in the internal affairs of other
nations. Its proper function in a free society is to protect liberty and
provide for a common defense. When that proper role is assumed,
our problems will vanish.

To bring about real changes, we first need to recognize that the
politician, per se, is a lot less important than he appears. He is basi-
cally a puppet of public opinion that reflects the prevailing ideas
of the intellectual and thought leaders. John Maynard Keynes, in
one of his more lucid moments, said:

Practical men who believe themselves to be quite
exempt from any intellectual influence, are usually the
slaves of some defunct economist. Madmen in authority,
who hear voices in the air, are distilling their frenzy
from some academic scribbler of a few years back.

Media opinion is critical in establishing popular views just as
that same media may support or destroy certain political careers.
Having accepted the philosophy of economic interventionism and
political pragmatism, our society grants political knighthood to the
highly paid lobbyists who represent the powerful special interests.
But we must remember the lobbyists are the result, not the cause,
of our problems. The politician is the puppet of the opinion makers.

Political success is the single goal that drives participants in our
political system. No invitations to participants are sent to men of
principle, upholders of equal rights, and defenders of the Consti-
tution. Determined political aspirations under today’s circum-
stances are key to achieving a successful political career—the
career being an end in itself. We must be aware that this system of
politics is not conducive to bringing about changes necessary to
solve our problems. The legislative and political intrigues that con-
trol the system for the benefit of the special interests must one day
come to an end if personal liberty is to be restored.

The resort to power to control people and the economy must be
rejected. Also violence to bring changes beneficial to liberty serves
no purpose (unless exerted in true defense under reprehensible
conditions). The illicit use of power, even with noble intentions,
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has created history’s dung heap of human misery. True change
will come through persuasive intellectual influence. If the people
refuse to listen, mere recording of significant movements in his-
tory will be the limited result of the effort. Yet, not making the
effort to persuade the thought leaders to accept freedom and total
nonviolence of the state, guarantees that the perpetuation of
organized force—the tyranny of the state—will flourish and the
suffering will continue for all of us.

Ideas do count; all government action is a result of ideas. It’s
incorrect to suggest that freedom ideas must be rejected because they
are idealistic—the planned economy is also a result of an idea. It's
only a choice between good and bad ideas. The job of the true
believer in liberty is to convince the majority of our leaders that free-
dom ideas are superior to the ideas of government coercion. Never
can we relax by hoping that the good intentions of the big govern-
ment proponents will protect us from the evils of government power
that intimidate us all. All politicians, from total statists —Marxists
and Fascists —to average conservatives and liberals of today’s Con-
gress, devoutly promise that all their actions are based on good
intentions. But it doesn’t matter: Bad ideas regarding the nature and
role of government breed bad results and suffering occurs never-
theless. Twisted logic, Machiavellian justifications, excuse making,
and short-run benefits can never justify the removal of one iota of
liberty from any one person if we intend to live in a free society.

Once the role of government is agreed upon, and government
initiation of force is rejected as a legitimate function, the conse-
quences will quickly occur —all positive.

Individuals will reclaim their moral and natural right to their
lives and liberty as granted to them by the Creator. The state will
be put in its proper place as the protector of equal rights, not the
usurper. That in itself should be enough reason to institute a sys-
tem of limited government, but the benefits go far beyond the
moral justification of true liberty. Prosperity will abound and the
chance for war will be greatly reduced.

If this is done, the welfare-warfare state is repealed and spending
by the federal government reduced by 80 percent. Special interest
politicians will not be served and will vanish. Lobbyists will become
mere petitioners for liberty. The budget will be immediately bal-
anced and the debt repaid. No more wealth will be transferred to the
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poor, the rich, the foreigner, the bankers, or arms manufacturers.
Military spending will once again be used for defense and not for
the domination of an unofficial American empire.

Money will be honest, the unit precisely defined, and its
integrity guaranteed by government or by voluntary contracts.
Counterfeiting privileges of the Fed will be abolished and rele-
gated to notorious underground figures. Honest money will allow
credit to be freely created in the market and not by the privileged
banking cartel, yet controlled by the integrity of the market and
the convertibility of the dollar. The economic benefits of low-long-
term fixed interest rates will be welcomed by all, since credit can
then fuel true long-term economic growth.

This scenario sounds utopian, yet it’s more practical than the ill
effects of the planned society financed by fiat money and debt cre-
ation. It's difficult to understand the persistence in following the
impractical ideas of runaway government coercion.

The philosophy of the free market, sound money, private prop-
erty ownership, and equal rights, offers the only real “compromise”
to the impasse existing in Washington where only token attempts
are made to cut the deficit. A truly practical approach to this
dilemma can be immediately implemented. I suggest six points:

First, instead of debating forever over whether or not the cuts
should be made in domestic welfare or military spending, the
answer is simple: Cut both, and quit arguing —that is, if anyone is
serious about his declared hostility toward massive deficits.

Second, all votes on spending should be tradeoffs. Welfare to
the poor versus welfare to the rich; domestic aid versus foreign
aid; aid to friends versus aid to Communists; water projects in the
United States versus water projects in Africa; subsidized loans for
steel plants in the United States versus those in South America.
Sure, many projects will still exist inconsistent with a truly free
market but these projects would only be financed by dropping
expenditures elsewhere.

Third, centralized planning fails everywhere else so we can
expect it to fail with centralized control over bank credit. Sound
money, and breaking up the credit/bank cartel, will solve the
problem of high interest rates and long-term financing.

Fourth, talks with the Soviets need not stop —only be redirected.
But all subsidies to all Communists must end. We can discuss ways
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to enhance free trade and voluntary cultural exchanges. True
friendly unsubsidized relations with even the apparent enemy go
a long way toward reducing the chances of war. A nonaggressive
purely defensive foreign policy which would prompt troop and
missile withdrawals from Europe and elsewhere would be actions
much stronger than all the political rhetoric heard surrounding
disarmament conferences.

Fifth, equal rights must be guaranteed and enforced regardless
of circumstances of race, color, or creed. Equal rights cannot, how-
ever, be defined vaguely to include demands on another’s life or
property. The goal of freedom must surpass our obsession with
material wealth and its forced redistribution.

Sixth, prosperity with freedom for the individual is the only
humanitarian system ever offered that prevented mass starvation
and suffering. Refusal to accept the free market based on a natural
rights philosophy is the most impractical thing we can do. A system
that provides sound money, low interest rates, the removal of the
bankers” monopoly over credit, and peace and prosperity will restore
trust in the politicians, the money, the future, and in ourselves.

More government cannot possibly offer the solution to the
problems we face. Big government is the cause; freedom is the
answer. m

Challenge to America:
A Current Assessment of Our Republic

Congressional Record — U.S. House of Representatives
February 7, 2001

The beginning of the 21st century lends itself to a reassessment
of our history and gives us an opportunity to redirect our coun-
try’s future course if deemed prudent.
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The main question before the new Congress and the adminis-
tration is: Are we to have gridlock or cooperation? Today we refer
to cooperation as bipartisanship. Some argue that bipartisanship is
absolutely necessary for the American democracy to survive. The
media never mention a concern for the survival of the Republic.
But there are those who argue that left-wing interventionism
should give no ground to right-wing interventionism —that too
much is at stake.

The media are demanding the Bush administration and the
Republican Congress immediately yield to those insisting on
higher taxes and more federal government intervention for the
sake of national unity, because our government is neatly split
between two concise philosophic views. But if one looks closely,
one is more likely to find only a variation of a single system of
authoritarianism, in contrast to the rarely mentioned constitu-
tional, nonauthoritarian approach to government.

The big debate between the two factions in Washington boils
down to nothing more than a contest over power and political
cronyism, rather than any deep philosophic differences.

The feared gridlock anticipated for the 107th Congress will dif-
fer little from the other legislative battles in recent previous Con-
gresses. Yes, there will be heated arguments regarding the size of
budgets, local vs. federal control, and private vs. government
solutions. But a serious debate over the precise role for govern-
ment is unlikely to occur. I do not expect any serious challenge to
the 20th century consensus of both major parties — that the federal
government has a significant responsibility to deal with education,
health care, retirement programs, or managing the distribution of
the welfare state benefits. Both parties are in general agreement on
monetary management, environmental protection, safety, and
risks both natural and man-made. Both participate in telling others
around the world how they must adopt a democratic process similar
to ours, as we police our worldwide financial interests.

We can expect most of the media-directed propaganda to be
designed to speed up and broaden the role of the federal govern-
ment in our lives and the economy. Unfortunately, the token oppo-
sition will not present a principled challenge to big government,
only an argument that we must move more slowly and make an
effort to allow greater local decision-making. Without presenting a
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specific philosophic alternative to authoritarian intervention from
the left, the opposition concedes that the principle of government
involvement per se is proper, practical, and constitutional.

The cliché Third Way has been used to define the so-called com-
promise between the conventional wisdom of the conservative
and liberal firebrands. This nice-sounding compromise refers not
only to the noisy rhetoric we hear in the U.S. Congress but also in
Britain, Germany, and other nations as well. The question, though,
remains: Is there really anything new being offered? The demand
for bipartisanship is nothing more than a continuation of the Third
Way movement of the last several decades.

The effort always is to soften the image of the authoritarians
who see a need to run the economy and regulate people’s lives,
while pretending not to give up any of the advantages of the free
market or the supposed benefits that come from a compassionate-
welfare or socialist government. It's nothing more than political
have-your-cake-and-eat-it-too deception. Many insecure and wanting
citizens cling to the notion that they can be taken care of through
government benevolence without sacrificing the free market and
personal liberty. Those who anxiously await next month’s govern-
ment check prefer not to deal with the question of how goods and
services are produced and under what political circumstances they
are most efficiently provided. Sadly, whether personal freedom is
sacrificed in the process is a serious concern for only a small num-
ber of Americans.

The Third Way, a bipartisan compromise that sounds less con-
frontational and circumvents the issue of individual liberty, free
markets, and production is an alluring, but dangerous, alternative.
The harsh reality is that it is difficult to sell the principles of liberty
to those who are dependent on government programs. And this
includes both the poor beneficiaries as well as the self-serving
wealthy elites who know how to benefit from government policies.
The authoritarian demagogues are always anxious to play on the
needs of people made dependent by a defective political system of
government intervention while perpetuating their own power.
Anything that can help the people to avoid facing the reality of the
shortcomings of the welfare/warfare state is welcomed. Thus our
system is destined to perpetuate itself until the immutable laws of
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economics bring it to a halt at the expense of liberty and prosper-
ity.

Third Way compromise, or bipartisan cooperation, can never
reconcile the differences between those who produce and those
who live off others. It will only make it worse. Theft is theft, and
forced redistribution of wealth is just that. The Third Way, though,
can deceive and perpetuate an unworkable system when both
major factions endorse the principle.

In the last session of the Congress, the Majority Party, with
bipartisan agreement, increased the Labor, Health and Human
Services, and Education appropriations by 26 percent over the
previous year, nine times the rate of inflation. The Education
Department alone received $44 billion, nearly double Clinton’s
first educational budget of 1993. The Labor, HHS, and Education
appropriation was $34 billion more than the Republican budget
had authorized.

Already the spirit of bipartisanship has prompted the new
president to request another $10 billion, along with many more
mandates on public schools. This is a far cry from the clear consti-
tutional mandate that neither the Congress nor the federal courts
have any authority to be involved in public education.

The argument that this bipartisan approach is a reasonable
compromise between the total free-market or local-government
approach and that of a huge activist centralized government
approach may appeal to some, but it is fraught with great danger.
Big government clearly wins; limited government and the free
market lose. Any talk of a Third Way is nothing more than propa-
ganda for big government. It's no compromise at all. The principle
of federal government control is fully endorsed by both sides, and
the argument that the Third Way might slow the growth of big gov-
ernment falls flat. Actually, with bipartisan cooperation, govern-
ment growth may well accelerate.

How true bipartisanship works in Washington is best illus-
trated by the way a number of former Members of Congress make
a living after leaving office. They find it quite convenient to asso-
ciate with other former Members of the opposing party and start
a lobbying firm. What might have appeared to be contentious dif-
ferences when in office are easily put aside to lobby their
respected party Members. Essentially no philosophic difference of
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importance exists —it’s only a matter of degree and favors sought,
since both parties must be won over. The differences they might
have had while they were voting Members of Congress existed
only for the purpose of appealing to their different constituencies,
not serious differences of opinion as to what the role of govern-
ment ought to be. This is the reality of bipartisanship. Sadly our
system handsomely rewards those who lobby well and in a bipar-
tisan fashion. Congressional service too often is a training ground
or a farm system for the ultimate government service: lobbying
Congress for the benefit of powerful and wealthy special interests.

It should be clearly evident, however, that all the campaign
finance reforms and lobbying controls conceivable will not help
the situation. Limiting the right to petition Congress or restricting
people’s right to spend their own money will always fail and is not
morally acceptable and misses the point. As long as government
has so much to offer, public officials will be tempted to accept the
generous offers of support from special interests. Those who can
benefit have too much at stake not to be in the business of influ-
encing government. Eliminating the power of government to pass
out favors is the only real solution. Short of that, the only other rea-
sonable solution must come by Members’ refusal to be influenced
by the pressure that special-interest money can exert. This requires
moral restraint by our leaders. Since this has not happened, spe-
cial-interest favoritism has continued to grow.

The bipartisanship of the last 50 years has allowed our govern-
ment to gain control over half of the income of most Americans.
Being enslaved half the time is hardly a good compromise. But
supporters of the political status quo point out that, in spite of the
loss of personal freedom, the country continues to thrive in many
ways.

But there are some serious questions that we as a people must
answer:

* Is this prosperity real?
* Will it be long-lasting?
e What is the cost in economic terms?

* Have we sacrificed our liberties for government secu-
rity?
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* Have we undermined the very system that has allowed
productive effort to provide a high standard of living
for so many?

* Has this system in recent years excluded some from the
benefits that Wall Street and others have enjoyed?

* Has it led to needless and dangerous U.S. intervention
overseas and created problems that we are not yet fully
aware of?

* Is it morally permissible in a country that professes to
respect individual liberty to routinely give handouts to
the poor, and provide benefits to the privileged and
rich by stealing the fruits of labor from hard-working
Americans?

As we move into the next Congress, some worry that gridlock
will make it impossible to get needed legislation passed. This
seems highly unlikely. If big government supporters found ways
to enlarge the government in the past, the current evenly split
Congress will hardly impede this trend and may even accelerate it.
With a recession on the horizon, both sides will be more eager than
ever to cooperate on expanding federal spending to stimulate the
economy, whether the fictitious budget surplus shrinks or not.

In this frantic effort to take care of the economy, promote edu-
cation, save Social Security, and provide for the medical needs of
all Americans, no serious discussion will take place on the politi-
cal conditions required for a free people to thrive. If not, all efforts
to patch the current system together will be at the expense of per-
sonal liberty, private property, and sound money.

If we are truly taking a more dangerous course, the biggest
question is: How long will it be before a major political-economic
crisis engulfs our land? That, of course, is not known, and certainly
not necessary if we as a people and especially the Congress under-
stand the nature of the crisis and do something to prevent the cri-
sis from undermining our liberties. We should, instead, encourage
prosperity by avoiding any international conflict that threatens
our safety or wastefully consumes our needed resources.

Congressional leaders have a responsibility to work together
for the good of the country. But working together to promote a
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giant interventionist state dangerous to us all is far different from
working together to preserve constitutionally protected liberties.

Many argue that the compromise of bipartisanship is needed to
get even a little of what the limited-government advocates want.
But this is a fallacious argument. More freedom can never be
gained by giving up freedom, no matter the rationale.

If liberals want $46 billion for the Department of Education and
conservatives argue for $42 billion, a compromise of $44 billion is
a total victory for the advocates of federal government control of
public education. “Saving” $2 billion means nothing in the scheme
of things, especially since the case for the constitutional position of
zero funding was never entertained. When the budget and gov-
ernment controls are expanding each year, a token cut in the pro-
posed increase means nothing, and those who claim it to be a legit-
imate victory do great harm to the cause of liberty by condoning
the process. Instead of it being a Third Way alternative to the two
sides arguing over minor details on how to use government force,
the three options instead are philosophically the same. A true
alternative must be offered if the growth of the state is to be con-
tained. Third Way bipartisanship is not the answer.

However, if in the future, the constitutionalists argue for zero
funding for the Education Department, and the liberals argue to
increase it to $50 billion, and finally $25 billion is accepted as the
compromise, progress will have been made.

But this is not what is being talked about in D.C. when an effort
is made to find a Third Way. Both sides are talking about expand-
ing government, and neither side questions the legitimacy of the
particular program involved. Unless the moral and constitutional
debate changes, there can be no hope that the trend toward bigger
government with a sustained attack on personal liberty will be
reversed. It must become a moral and constitutional issue.

Budgetary tokenism hides the real issue. Even if someone claims
to have just saved the taxpayers a couple billion dollars, the decep-
tion does great harm in the long run by failure to emphasize the
importance of the Constitution and the moral principles of liberty.
It instead helps to deceive the people into believing something pro-
ductive is being done. But it’s really worse than that, because nei-
ther party makes an effort to cut the budget. The American people
must prepare themselves for ever-more spending and taxes.



18 Pillars of Prosperity

A different approach is needed if we want to protect the free-
doms of all Americans, to perpetuate prosperity, and to avoid a
major military confrontation. All three options in reality represent
only a variation of the one based on authoritarian and interven-
tionist principles.

Nothing should be taken for granted, neither our liberties nor
our material well being. Understanding the nature of a free society
and favorably deciding on its merit are required before true reform
can be expected. If, however, satisfaction and complacency with
the current trend toward bigger and more centralized government
remain the dominant view, those who love liberty more than
promised security must be prepared for an unpleasant future. And
those alternative plans will surely vary from one another. Tragi-
cally for some it will contribute to the violence that will surely
come when promises of government security are not forthcoming.
We can expect further violations of civil liberties by a government
determined to maintain order when difficult economic and politi-
cal conditions develop.

But none of this need occur if the principles that underpin our
Republic, as designed by the Founders, can be resurrected and re-
instituted. Current problems that we now confront are govern-
ment-created and can be much more easily dealt with when gov-
ernment is limited to its proper role of protecting liberty, instead
of promoting a welfare-fascist state.

There are reasons to be optimistic that the principles of the
Republic, the free market, and respect for private property can be
restored. However, there remains good reason as well to be con-
cerned that we must confront the serious political and economic
firestorm seen on the horizon before that happens.

My concerns are threefold: the health of the economy, the
potential for war, and the coming social discord. If our problems
are ignored, they will further undermine the civil liberties of all
Americans. The next decade will be a great challenge to all Amer-
icans.

The Economy

The booming economy of the last six years has come to an end.
The only question remaining is how bad the slump will be.
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Although many economists expressed surprise at the sudden and
serious shift in sentiment, others have been warning of its
inevitability. Boom times built on central-bank credit creation
always end in recession or depression. But central planners, being
extremely optimistic, hope that this time it will be different; that a
new era has arrived.

For several years, we've heard the endless nostrum of a tech-
nology and productivity-driven new paradigm that would make
the excesses of the 1990s permanent and real. Arguments that pro-
ductivity increases made the grand prosperity of the last six years
possible were accepted as conventional wisdom, although sound
free-market analysts warned otherwise. We are now witnessing an
economic downturn that will, in all likelihood, be quite serious. If
our economic planners pursue the wrong course, they will surely
make it much worse and prolong the recovery.

Although computer technology has been quite beneficial to the
economy, in some ways these benefits have been misleading by
hiding the ill effects of central-bank manipulation of interest rates
and by causing many to believe that the usual business-cycle cor-
rection could be averted. Instead, delaying a correction that is des-
tined to come only contributes to greater distortions in the econ-
omy, thus requiring an even greater adjustment.

It seems obvious that we are dealing with a financial bubble
now deflating. Certainly, most observers recognize that the NAS-
DAQ was grossly overpriced. The question remains, though, as to
what is needed for the entire economy to reach equilibrium and
allow sound growth to resume.

Western leaders for most of the 20th century have come to
accept a type of central planning they believe is not burdened by
the shortcomings of true socialist-type central planning. Instead of
outright government ownership of the means of production, the
economy was to be fine-tuned by fixing interest rates (Fed Funds
Rates), subsidizing credit (Government Sponsored Enterprises),
stimulating sluggish segments of the economy (Farming and the
Weapons Industry), aiding the sick (Medicaid and Medicare), fed-
erally managing education (Department of Education), and many
other welfare schemes.

The majority of Americans have not yet accepted the harsh real-
ity that this less-threatening, friendlier type of economic planning
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is minimally more efficient than that of the socialist planners with
their five-year economic plans. We must face the fact that the busi-
ness cycle, with its recurring recessions, wage controls, wealth
transfers, and social discord are still with us and will get worse
unless there is a fundamental change in economic and monetary
policy. Regardless of the type, central economic planning is a dan-
gerous notion.

In an economic downturn, a large majority of our political lead-
ers believe that the ill effects of recession can be greatly minimized
by monetary and fiscal policy. Although cutting taxes is always
beneficial, spending one’s way out of a recession is no panacea.
Even if some help is gained by cutting taxes or temporary relief
given by an increase in government spending, they distract from
the real cause of the downturn: previously pursued faulty mone-
tary policy. The consequences of interest-rate manipulation in a
recession—along with tax and spending changes—are unpre-
dictable and do not always produce the same results each time
they’re used. This is why interest rates of less than 1 percent and
massive spending programs have not revitalized Japan’s economy
or her stock market. We may well be witnessing the beginning of
a major worldwide economic downturn, making even more
unpredictable the consequence of conventional Western-style cen-
tral bank tinkering.

There’s good reason to believe the Congress and the American
people ought to be concerned and start preparing for a slump that
could play havoc with our federal budget and the value of the
American dollar. Certainly the Congress has a profound responsi-
bility in this area. If we ignore the problems, or continue to
endorse the economic myths of past generations, our prosperity
will be threatened. But our liberties could be lost, as well, if
expanding the government’s role in the economy is pursued as the
only solution to the crisis.

It's important to understand how we got ourselves into this
mess. The blind faith that wealth and capital can be created by the
central bank’s creating money and credit out of thin air, using gov-
ernment debt as its collateral, along with fixing short-term interest
rates, is a myth that must one day be dispelled. All the hopes of
productivity increases in a dreamed-about new-era economy can-
not repeal eternal economic laws.
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The big shift in sentiment of the past several months has come
with a loss of confidence in the status of the new paradigm. If
we're not careful, the likely weakening of the U.S. dollar could
lead to a loss of confidence in America and all her institutions. U.S.
political and economic power has propped up the world economy
for years. Trust in the dollar has given us license to borrow and
spend way beyond our means. But just because world conditions
have allowed us greater leverage to borrow and inflate the cur-
rency than otherwise might have been permitted, the economic
limitations of such a policy still exist. This trust, however, did
allow for a greater financial bubble to develop and dislocations to
last longer, compared to similar excesses in less powerful nations.

There is one remnant of the Bretton Woods gold-exchange stan-
dard that has aided U.S. dominance over the past 30 years. Gold
was once the reserve all central banks held to back up their cur-
rencies. After World War 11, the world central banks were satisfied
to hold dollars, still considered to be as good as gold since interna-
tionally the dollar could still be exchanged for gold at $35 an
ounce. When the system broke down in 1971, and we defaulted on
our promises to pay in gold, chaos broke out. By default the dollar
maintained its status as the reserve currency of the world.

This is true, even to this day. The dollar still represents approx-
imately 77 percent of all world central-bank reserves. This means
that the United States has license to steal. We print the money and
spend it overseas, while world trust continues because of our dom-
inant economic and military power. This results in a current
account and trade deficit so large that almost all economists agree
that it cannot last. The longer and more extensive the distortions in
the international market, the greater will be the crisis when the
market dictates a correction. And that’s what we’re starting to see.

When the recession hits full force, even the extraordinary
power and influence of Alan Greenspan and the Federal Reserve,
along with all the other central banks of the world, won’t be able
to stop the powerful natural economic forces that demand equilib-
rium. Liquidation of unreasonable debt and the elimination of the
over-capacity built into the system and a return to trustworthy
money and trustworthy government will be necessary. Quite an
undertaking!
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Instead of looking at the real cost and actual reasons for the
recent good years, politicians and many Americans have been all
too eager to accept the new-found wealth as permanent and
deserved, as part of a grand new era. Even with a national debt
that continued to grow, all the talk in D.C. was about how to han-
dle the magnificent budget surpluses.

Since 1998, when it was announced that we had a budgetary
surplus to deal with, the national debt has nevertheless grown by
more than $230 billion, albeit at a rate less than in the early 1990s,
but certainly a sum that should not be ignored. But the really big
borrowing has been what the U.S. as a whole has borrowed from
foreigners to pay for the huge deficit we have in our current
account. We are now by far the largest foreign debtor in the world
and in all of history.

This convenient arrangement has allowed us to live beyond our
means and, according to long-understood economic laws, must
end. A declining dollar confirms that our ability to painlessly bor-
row huge sums will no longer be cheap or wise.

During the past 30 years in the post-Bretton Woods era, world-
wide sentiment has permitted us to inflate our money supply and
get others to accept the dollar as if it were as good as gold. This
convenient arrangement has discouraged savings, which are now
at an historic low. Savings in a capitalist economy are crucial for
furnishing capital and establishing market interest rates. With
negative savings and with the Fed fixing rates by creating credit
out of thin air and calling it capital, we have abandoned a neces-
sary part of free-market capitalism, without which a smooth and
growing economy is unsustainable.

No one should be surprised when recessions hit or bewildered
as to their cause or danger. The greater surprise should be the
endurance of an economy fine-tuned by a manipulative central
bank and a compulsively interventionist Congress. But the full
payment for all past economic sins may now be required. Let’s
hope we can keep the pain and suffering to a minimum.

The most recent new era of the 1990s appeared to be an answer
to all politicians” dreams: a good economy, low unemployment,
minimal price inflation, a skyrocketing stock market, with capital
gains tax revenues flooding the Treasury, thus providing money to
accommodate every special-interest demand. But it was too good
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to be true. It was based on an inflated currency and massive cor-
porate, personal, and government borrowing. A recession was
inevitable to pay for the extravagance that many knew was an
inherent part of the new era, understanding that abundance with-
out a commensurate amount of work was not achievable.

The mantra now is for the Fed to quickly lower short-term
interest rates to stimulate the economy and alleviate a liquidity cri-
sis. This policy may stimulate a boom and may help in a mild
downturn, but it doesn’t always work in a bad recession. It actu-
ally could do great harm since it could weaken the dollar, which in
turn would allow market forces instead to push long-term interest
rates higher. Deliberately lowering interest rates isn’t even neces-
sary for the dollar to drop, since our policy has led to a current-
account deficit of a magnitude that demands the dollar eventually
readjust and weaken.

A slumping stock market will also cause the dollar to decline
and interest rates to rise. Federal Reserve Board central planning
through interest-rate control is not a panacea. It is instead the cul-
prit that produces the business cycle. Government and Fed offi-
cials have been reassuring the public that no structural problem
exists, citing no inflation and a gold price that reassures the world
that the dollar is indeed still king.

The Fed can create excess credit, but it can’t control where it
goes as it circulates throughout the economy; nor can it dictate
value either. Claiming that a subdued government-rigged CPI and
PPI proves that no inflation exists is pure nonsense. It is well estab-
lished that, under certain circumstances, new credit inflation can
find its way into the stock or real estate market, as it did in the
1920s, while consumer prices remain relatively stable. This does
not negate the distortion inherent in a system charged with artifi-
cially low interest rates. Instead it allows the distortion to last
longer and become more serious, leading to a bigger correction.

If gold prices reflected the true extent of the inflated dollar, con-
fidence in the dollar specifically and in paper more generally
would be undermined. It is a high priority of the Fed and all cen-
tral banks of the world for this not to happen. Revealing to the
public the fraud associated with all paper money would cause loss
of credibility of all central banks. This knowledge would jeopard-
ize the central banks” ability to perform the role of lender of last
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resort and to finance/ monetize government debt. It is for this rea-
son that the price of gold in their eyes must be held in check.

From 1945 to 1971, the United States literally dumped nearly
500 million ounces of gold at $35 an ounce in an effort to do the
same thing by continuing the policy of printing money at will,
with the hopes that there would be no consequences to the value
of the dollar. That all ended in 1971 when the markets over-
whelmed the world central banks.

A similar effort continues today, with central banks selling and
loaning gold to keep the price in check. It's working and does con-
vey false confidence, but it can’t last. Most Americans are wise to
the government’s statistics regarding prices and the “no-inflation”
rhetoric. Everyone is aware that the prices of oil, gasoline, natural
gas, medical care, repairs, houses, and entertainment have all been
rapidly rising. The artificially low gold price has aided the gov-
ernment’s charade, but it has also allowed a bigger bubble to
develop. This policy cannot continue. Economic law dictates a cor-
rection that most Americans will find distasteful and painful.
Duration and severity of the liquidation phase of the business
cycle can be limited by proper responses, but it cannot be avoided
and could be made worse if the wrong course is chosen.

Recent deterioration of the junk-bond market indicates how
serious the situation is. Junk bonds are now paying 9 percent to 10
percent more than short-term government securities. The quality
of business loans is suffering, while more and more corporate
bonds are qualifying for junk status. The Fed tries to reassure us by
attempting to stimulate the economy with low short-term Fed
fund rates at the same time interest rates for businesses and con-
sumers are rising. There comes a time when Fed policy is ineffec-
tive, much to everyone’s chagrin.

Micromanaging an economy effectively for a long period of
time, even with the power a central bank wields, is an impossible
task. The good times are ephemeral and eventually must be paid
for by contraction and renewed real savings.

There is much more to inflation than rising prices. Inflation is
defined as the increase in the supply of money and credit. Obses-
sively sticking to the rising prices definition conveniently ignores
placing the blame on the responsible party —the Federal Reserve.
The last thing central banks or the politicians, who need a backup
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for all their spending mischief, want is for the government to lose
its power to create money out of thin air, which serves political
and privileged financial interests.

When the people are forced to think only about rising prices,
government-doctored price indices can dampen concerns for infla-
tion. Blame then can be laid at the doorstep of corporate profiteers,
price gougers, labor unions, oil sheikhs, or greedy doctors. But it is
never placed at the feet of highly paid athletes or entertainers. It
would be economically incorrect to do so, but it’s political correct-
ness that doesn’t allow some groups to be vilified.

Much else related to artificially low interest rates goes unno-
ticed. An overpriced stock market, overcapacity in certain indus-
tries, excesses in real-estate markets, artificially high bond prices,
general malinvestments, excessive debt, and speculation all result
from the generous and artificial credit the Federal Reserve pumps
into the financial system. These distortions are every bit, if not
more, harmful than rising prices. As the economy soars from the
stimulus effect of low interest rates, growth and distortions com-
pound themselves. In a slump the reverse is true, and the pain and
suffering is magnified as the adjustment back to reality occurs.

The extra credit in the 1990s has found its way especially into
the housing market like never before. GSEs, in particular Freddie
Mac and Fannie Mae, have gobbled up huge sums to finance a
booming housing market. GSE securities enjoy implicit govern-
ment guarantees, which have allowed for a generous discount on
most housing loans. They have also been the vehicles used by con-
sumers to refinance and borrow against their home equity to use
these funds for other purposes, such as investing in the stock mar-
ket. This has further undermined savings by using the equity that
builds with price inflation that homeowners enjoy when money is
debased. In addition, the Federal Reserve now buys and holds GSE
securities as collateral in their monetary operations. These securi-
ties are then literally used as collateral for printing Federal Reserve
notes; this is a dangerous precedent.

If monetary inflation merely raised prices, and all prices and
labor costs moved up at the same rate, and it did not cause dis-
equilibrium in the market, it would be of little consequence. But
inflation is far more than rising prices. Creating money out of thin
air is morally equivalent to counterfeiting. It's fraud and theft,
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because it steals purchasing power from the savers and those on
fixed incomes. That in itself should compel all nations to prohibit
it, as did the authors of our Constitution.

Inflation is socially disruptive in that the management of fiat
money—as all today’s currencies are—causes great hardships.
Unemployment is a direct consequence of the constantly recurring
recessions. Persistent rising costs impoverish many as the stan-
dard of living of unfortunate groups erodes. Because the pain and
suffering that comes from monetary debasement is never evenly
distributed, certain segments of society can actually benefit.

In the 1990s, Wall Streeters thrived, while some low-income,
nonwelfare, nonhomeowners suffered with rising costs for fuel,
rent, repairs, and medical care. Generally one should expect the
middle class to suffer and to literally be wiped out in a severe infla-
tion. When this happens, as it did in many countries throughout the
20th century, social and political conflicts become paramount when
finger pointing becomes commonplace by those who suffer looking
for scapegoats. Almost always the hostility is inaccurately directed.

There is a greater threat from the monetary mischief than just
the economic harm it does. The threat to liberty resulting when
economic strife hits and finger-pointing increases should concern
us most. We should never be complacent about monetary policy.

We must reassess the responsibility Congress has in maintaining
a sound monetary system. In the 19th century, the constitutionality
of a central bank was questioned and challenged. Not until 1913
were the advocates of a strong federalist system able to foist a pow-
erful central bank on us, while destroying the gold standard. This
banking system, which now serves as the financial arm of Congress,
has chosen to pursue massive welfare spending and a foreign pol-
icy that has caused us to be at war for much of the 20th century.

Without the central bank creating money out of thin air, our
welfare state and worldwide imperialism would have been impos-
sible to finance. Attempts at economic fine-tuning by monetary
authorities would have been impossible without a powerful cen-
tral bank. Propping up the stock market as it falters would be
impossible as well.

But the day will come when we will have no choice but to ques-
tion the current system. Yes, the Fed does help to finance the wel-
fare state. Yes, the Fed does come to the rescue when funds are
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needed to fight wars and for us to pay the cost of maintaining our
empire. Yes, the Fed is able to stimulate the economy and help cre-
ate what appear to be good times. But it’s all built on an illusion.
Wealth cannot come from a printing press. Empires crumble and a
price is eventually paid for arrogance toward others. And booms
inevitably turn into busts.

Talk of a new era the past five years has had many, including
Greenspan, believing that this time it really would be different.
And it may indeed be different this time. The correction could be
an especially big one, since the Fed-driven distortion of the past 10
years, plus the lingering distortions of previous decades have been
massive. The correction could be big enough to challenge all our
institutions, the entire welfare state, Social Security, foreign inter-
vention, and our national defense. This will only happen if the dol-
lar is knocked off its pedestal. No one knows if that is going to hap-
pen sooner or later. But when it does, our constitutional system of
government will be challenged to the core.

Ultimately the solution will require a recommitment to the
principles of liberty, including a belief in sound money —when
money once again will be something of value rather than pieces of
paper or mere blips from a Federal Reserve computer. In spite of
the grand technological revolution, we are still having trouble
with a few simple basic tasks—counting votes or keeping the
lights on or understanding the sinister nature of paper money.

Potential for War

Foreign military interventionism, a policy the U.S. has followed
for over 100 years, encourages war and undermines peace. Even
with the good intentions of many who support this policy, it serves
the interests of powerful commercial entities. Perpetual conflicts
stimulate military spending. Minimal and small wars too often get
out of control and cause more tragedy than originally anticipated.
Small wars like the Persian Gulf War are more easily tolerated, but
the foolishness of an out-of-control war like Vietnam is met with
resistance from a justifiably aroused nation. But both types of con-
flicts result from the same flawed foreign policy of foreign inter-
ventionism. Both types of conflicts can be prevented.

National security is usually cited to justify our foreign involve-
ment, but this excuse distracts from the real reason we venture so
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far from home. Influential commercial interests dictate policy of
when and where we go. Persian Gulf oil obviously got more atten-
tion than genocide in Rwanda. If one were truly concerned about
our security and enhancing peace, one would always opt for a less
militarist policy. It’s not a coincidence that U.S. territory and U.S.
citizens are the most vulnerable in the world to terrorist attacks.
Escalation of the war on terrorism and not understanding its cause
is a dangerous temptation.

Not only does foreign interventionism undermine chances for
peace and prosperity, it undermines personal liberty. War and
preparing for war must always be undertaken at someone’s
expense. Someone must pay the bills with higher taxes, and some-
one has to be available to pay with their lives. It's never the politi-
cal and industrial leaders who promote the policy who pay. They
are the ones who reap the benefits, while at the same time arguing
for the policy they claim is designed to protect freedom and pros-
perity for the very ones being victimized.

Many reasons given for our willingness to police the world
sound reasonable: We need to protect our oil. We need to stop
cocaine production in Colombia. We need to bring peace to the
Middle East. We need to punish our adversaries. We must respond
because we are the sole superpower and it’s our responsibility to
maintain world order. It's our moral obligation to settle disputes.
We must follow up on our dollar diplomacy after sending foreign
aid throughout the world. In the old days it was: we need to stop
the spread of Communism. The excuses are endless!

But it’s rarely mentioned that the lobbyists and proponents of
foreign intervention are the weapons manufacturers, the oil compa-
nies, and the recipients of huge contracts for building infrastructures
in whatever far corner of the earth we send our troops. Financial
interests have a lot at stake, and it's important for them that the
United States maintains its empire. Not infrequently, ethnic
groups will influence foreign policy for reasons other than pre-
serving our security. This type of political pressure can at times be
substantial and emotional.

We often try to please too many, and by doing so support both
sides of conflicts that have raged for centuries. In the end, our
efforts can end up unifying our adversaries while alienating our
friends.
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Over the past 50 years, Congress has allowed our presidents to
usurp the prerogatives the Constitution explicitly gave only to the
Congress. The term foreign policy is never mentioned in the Consti-
tution and it was never intended to be monopolized by the presi-
dent. Going to war was to be strictly a legislative function, not an
executive one.

Operating foreign policy by Executive Orders and invoking
unratified treaties is a slap in the face to the rule of law and our
republican form of government. But that’s currently being done.

U.S. policy over the past 50 years has led to endless illegal mil-
itary interventions, from Korea to our ongoing war with Iraq and
military occupations in the Balkans. Many Americans have died
and many others have been wounded or injured or have been for-
gotten. Numerous innocent victims living in foreign lands have
died, as well, from the bombing and blockades we have imposed.
They have been people with whom we have had no fight but who
were trapped between the bad policy of their own leaders and our
eagerness to demonstrate our prowess to the world. Over 500,000
Iraqi children have reportedly died as a consequence of our bomb-
ing and denying food and medicine by our embargo.

For over 50 years, there has been a precise move toward one-
world government at the expense of our own sovereignty. Our
presidents claim that authority to wage war can come from the
United Nations or NATO resolutions, in contradiction of our Con-
stitution and everything our Founding Fathers believed. U.S.
troops are now required to serve under foreign commanders and
wear UN insignias. Refusal to do so prompts a court martial.

The past President, before leaving office, signed the 1998 UN
Rome Treaty, indicating our willingness to establish an Interna-
tional Criminal Court. This gives the UN authority to enforce
global laws against Americans if ratified by the Senate. Even with-
out ratification, we have gotten to the point where treaties of this
sort can be imposed on nonparticipating nations. Presidents have,
by Executive Order, been willing to follow unratified treaties in
the past. This is a very dangerous precedent.

We already accept the WTO and its international trade court.
Trade wars are fought with this court’s supervision, and we are
only too ready to rewrite our tax laws as the WTO dictates. The
only portion of the major tax bill at the end of the last Congress to



30 Pillars of Prosperity

be rushed through for the President’s signature was the Foreign
Sales Corporation changes dictated to us by the WTO.

For years the U.S. has accepted the international financial and
currency management of the IMF —another arm of one-world gov-
ernment.

The World Bank serves as the distributor of international wel-
fare, of which the U.S. taxpayer is the biggest donor. This organi-
zation helps carry out a policy of taking money from poor Ameri-
cans and giving it to rich foreign leaders, with kickbacks to some
of our international corporations. Support for the World Bank, the
IMF, the WTO, and the International Criminal Court always comes
from the elites and almost never from the common man.

These programs run by the international institutions are sup-
posed to help the poor, but they never do. It’s all a charade, and if
left unchecked, they will bankrupt us and encourage more world
government mischief.

It's the responsibility of Congress to curtail this trend by
reestablishing the principles of the U.S. Constitution and our
national sovereignty. It's time for the United States to give up its
membership in all these international organizations.

Our foreign policy has led to an incestuous relationship
between our military and Hollywood. In December, Secretary of
Defense William S. Cohen used $295,000 of taxpayer money to
host a party in Los Angeles for Hollywood bigwigs. Pentagon
spokesman Kenneth Bacon said it was well worth it. The purpose
was to thank the movie industry for putting the military in a good
light. A similar relationship has been reported with TV stations
licensed by the U.S. government. They have been willing to accept
suggestions from the government to place political messages in
their programming. This is a dangerous trend, mixing government
and the media. Now here’s where real separation is needed!

Our policy should change for several reasons. It's wrong for
our foreign policy to serve any special interest, whether it’s for
financial benefits, ethnic pressures, or some contrived moral
imperative. Too often the policy leads to an unintended conse-
quence, and more people are killed and more property damaged
than was intended. Controlling world events is never easy. It’s bet-
ter to avoid the chance of one bad decision leading to another. The
best way to do that is to follow the advice of the Founders and
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avoid all entangling alliances and pursue a policy designed solely
to protect U.S. national security interests.

The two areas in the world that currently present the greatest
danger to the United States are Colombia and the Middle East. For
decades, we have been engulfed in the ancient wars of the Middle
East by subsidizing and supporting both sides. This policy is des-
tined to fail. We are in great danger of becoming involved in a
vicious war for oil, as well as being drawn into a religious war that
will not end in our lifetime. The potential for war in this region is
great, and the next one could make the Persian Gulf War look
small. Only a reassessment of our entire policy will keep us from
being involved in a needless and dangerous war in this region.

It will be difficult to separate any involvement in the Balkans
from a major conflict that breaks out in the Middle East. It's impos-
sible for us to maintain a policy that both supports Israel and pro-
vides security for Western-leaning secular Arab leaders, while at
the same time taunting the Islamic fundamentalists. Push will
come to shove, and when that happens in the midst of an economic
crisis, our resources will be stretched beyond the limit. This must
be prevented.

Our involvement in Colombia could easily escalate into a
regional war. For over 100 years, we have been involved in the
affairs of Central America, but the recent escalation of our pres-
ence in Colombia is inviting trouble for us.

Although the justification for our enhanced presence is the War
on Drugs, protecting U.S. oil interests and selling helicopters are
the real reasons for last years” $1.3 billion emergency funding.
Already neighboring countries have expressed concern about our
presence in Colombia. The U.S. policymakers gave their usual
response by promising more money and support to the neighbor-
ing countries that feel threatened.

Venezuela, rich in oil, is quite nervous about our enhanced pres-
ence in the region. Their foreign minister stated that if any of our
ships enter the Gulf of Venezuela they will be expelled. This state-
ment was prompted by an overly aggressive U.S. Coast Guard ves-
sel’s intrusion into Venezuelan territorial waters on a drug expedi-
tion. I know of no one who believes this expanded and insane drug
war will do anything to dampen drug usage in the United States.
Yet it will cost us plenty. Too bad our political leaders cannot take
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a hint. The war effort in Colombia is small now, but under current
conditions it will surely escalate. This is a 30-year-old civil war
being fought in the jungles of South America. We are unwelcome
by many, and we ought to have enough sense to stay out of it.
Recently new policy has led to the spraying of herbicides to
destroy the coca fields. It's already been reported that the legal
crops in nearby fields have been destroyed as well. This is no way
to win friends around the world.

There are many other areas of the world where we ought to
take a second look, and then come home. Instead of bullying the
European Union for wanting to have their own rapid deployment
force, we should praise them and bring our troops home. World
War II has been over for 55 years.

It’s time we look at Korea and ask why we have to broker, with
the use of American dollars and American soldiers, the final set-
tlement between North and South Korea.

Taiwan and China are now trading and investing in each
other’s country. Travel restrictions have been recently liberalized.
It’s time for us to let the two of them settle their border dispute.

We continue to support Turkey with dollars and weapons. We
once supported Iraq with the same. Now we permit Turkey,
armed with American weapons, to kill Kurds in Iraq, while we
bomb the Iragqis if they do the same. It makes no sense.

Selling weapons to both factions of almost all the major con-
flicts of the past 50 years reveals that our involvement is more
about selling weapons than spreading the message of freedom.
That message can never be delivered through force to others over
their objection. Only a policy of peace, friendship, trade, and our
setting a good example can inspire others to look to what once was
the American tradition of liberty and justice for all. Entangling
alliances won’t do it. It’s time for Congress and the American peo-
ple to wake up.

Social Discord

The political system of interventionism always leads to social
discord. Interventionism is based on relative rights, majoritarian-
ism, and disrespect for the Constitution. Degenerating moral
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standards of the people encourages and feeds on this system of
special-interest favoritism, all of which contribute to the friction.

Thomas Jefferson was worried that future generations might
squander the liberties the American Revolution secured. Writing
about future generations, Jefferson wondered if: “in the enjoyment
of plenty, they would lose the memory of freedom.” He believed:
“Material abundance without character is the path to destruction.”

The challenge to America today is clearly evident. We lack
character, and we also suffer from a loss of respect, understanding,
and faith in the liberty that offers so much. The American Repub-
lic has been transformed and only a remnant remains. It appears
that in the midst of plenty, we have forgotten about freedom.

We have just gone through a roaring decade with many Amer-
icans enjoying prosperity beyond their wildest dreams. Because
this wealth was not always earned and instead resulted from bor-
rowing, speculation, and inflation, the correction that’s to come
will contribute to the social discord already inherent in a system of
government interventionism. If, indeed, the economy enters a
severe recession, which is highly possible, it will compound the
problems characteristic of a system that encourages government
supervision over all that we do.

Conflicts between classes, races, ethnic groups, and even gen-
erations are already apparent. This is a consequence of pitting
workers and producers against moochers and the special-interest
rich. Divvying up half of the GDP through a process of confisca-
tory taxation invites trouble. It is more easily tolerated when
wealth abounds; but when the economy slips, quiescent resent-
ment quickly turns to noisy confrontation. Those who feel slighted
become more demanding at the same time resources are dimin-
ished.

But the system of government we have become accustomed to
has, for decades, taken over responsibilities that were never
intended to be the prerogative of the federal government under
the Constitution. Although mostly well intended, the efforts at
social engineering have caused significant damage to our constitu-
tional Republic and have resulted in cynicism toward all politi-
cians. Our presidents are now elected by less than 20 percent of
those old enough to vote. Government is perceived to be in the
business of passing out favors rather than protecting individual
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liberty. The majority of the people are made up of independents
and nonvoters.

The most dramatic change in 20th century social attitudes was
the acceptance of abortion. This resulted from a change in personal
morality that then led to legalization nationally through the courts
and only occurred by perverting our constitutional system of gov-
ernment. The federal courts should never have been involved, but
the Congress compounded the problem by using taxpayer funds
to perform abortions both here and overseas. Confrontation
between the pro-life and the pro-abortion forces is far from over. If
government were used only to preserve life, rather than act as an
accomplice in the taking of life, this conflict would not be nearly so
rancorous.

Once a society and a system of laws deny the importance of life,
privacy and personal choice are difficult to protect. Since abortions
have become commonplace, it has been easier to move the issue of
active euthanasia to center stage. As government budgets become
more compromised, economic arguments will surely be used to
justify reasonable savings by not wasting vital resources on the
elderly.

Issues like abortion and euthanasia don’t disappear in a free
society but are handled quite differently. Instead of condoning or
paying for such acts, the state is responsible for protecting life,
rather than participating in taking it. This is quite a different role
for government than we currently have.

We can expect the pro-life and pro-abortion and euthanasia
groups to become more vocal and confrontational in time, as long
as government is used to commit acts that a large number of peo-
ple find abhorrent. Partial-birth abortion dramatizes the issue at
hand and clearly demonstrates how close we are to legalizing
infanticide. This problem should be dealt with by the states and
without the federal courts or U.S. Congress involvement.

The ill-conceived drug war of the past 30 years has caused great
harm to our society. It has undermined privacy and challenged the
constitutional rights of all our citizens. The accelerated attack on
drug usage since the early 1970s has not resulted in any material ben-
efit. Over $300 billion has been spent on this war, and we are all less
free and poorer because of it. Civil liberties are sacrificed in all wars,
both domestic and foreign. It’s clear that, even if it were a legitimate
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function for government to curtail drug usage, eliminating bad
habits through government regulation is not achievable. Like so
much else that government tries to do, the harm done is not always
evenly distributed. Some groups suffer more than others, further
compounding the problem by causing dissension and distrust.

Anthony Lewis of the New York Times reported last year: “The
480,000 men and women now in U.S. prisons on drug charges are
100,000 more than all prisoners in the European Union, where the
population is 100 million more than ours.”

There are ten times the number of prisoners for drug offenses
than there were in 1980, and 80 percent of the drug arrests are for
nonviolent possession. In spite of all the money spent and energy
wasted, drug usage continues at a record pace. Someday we must
wake up and realize the federal drug war is a farce. It has failed
and we must change our approach.

As bad as drug addiction is and the harm it causes, it is minis-
cule compared to the dollar cost, the loss of liberty, and social con-
flict that results from our ill-advised drug war.

Mandatory drug sentencing laws have done a great deal of
harm by limiting the discretion that judges could use in sentencing
victims in the drug war. Congress should repeal or change these
laws, just as we found it beneficial to modify seizure and forfeiture
laws two years ago.

The drug laws, I'm sure, were never meant to be discrimina-
tory, yet they are. In Massachusetts, 82.9 percent of the drug
offenders are minorities, but they make up only 9 percent of the
state population. The fact that crack-cocaine users are more likely
to land in prison than powder-cocaine users, and with harsher sen-
tences, discriminates against black Americans. A wealthy subur-
banite caught using drugs is much less likely to end up in prison
than someone from the inner city. This inequity adds to the conflict
between races and between the poor and the police. And it’s
unnecessary.

There are no documented benefits from the drug war. Even if a
reduction in drug usage could have been achieved, the cost in dol-
lars and loss of liberty would never have justified it. But we don’t
have that to deal with, since drug usage continues to get worse; in
addition we have all the problems associated with the drug war.
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The effort to diminish the use of drugs and to improve the per-
sonal habits of some of our citizens has been the excuse to under-
mine our freedoms. Ironically we spend hundreds of billions of dol-
lars waging this dangerous war on drugs while government educa-
tional policies promote a huge and dangerous over-usage of Ritalin.

Seizure and forfeiture laws, clearly in violation of the Constitu-
tion, have served as a terrible incentive for many police depart-
ments to raise money for law-enforcement projects outside the
normal budgeting process. Nationalizing the police force for vari-
ous reasons is a trend that should frighten all Americans. The drug
war has been the most important factor in this trend.

Medicinal use of illegal drugs, in particular marijuana, has been
prohibited and greater human suffering has resulted. Imprisoning
a person who is dying from cancer and AIDS for using his own
self-cultivated marijuana is absolutely bizarre and cruel.

All addiction—alcohol and illegal drugs—should be seen as a
medical problem, not a legal one. Improving behavior, just for the
sake of changing unpopular habits, never works. It should never
be the responsibility of government to do so. When government
attempts to do this, the government and its police force become the
criminals. When someone under the influence of drugs, alcohol
(also a drug), or even from a lack of sleep causes injury to another,
local law-enforcement officials have a responsibility. This is a far
cry from the Justice Department using army tanks to bomb the
Davidians because federal agents claimed an amphetamine lab
was possibly on the premises.

An interventionist government, by its nature, uses any excuse
to know what the people are doing. Drug laws are used to enhance
the IRS agent’s ability to collect every dime owed the government.
These laws are used to pressure Congress to spend more dollars
for foreign military operations in places such as Colombia. Artifi-
cially high drug prices allow government to clandestinely partici-
pate in the drug trade to raise funds to fight the secret controver-
sial wars with off-budget funding. Both our friends and foes
depend on the drug war at times for revenue to pursue their
causes, which frequently are the same as ours.

The sooner we wake up to this seriously flawed approach to
tighting drug usage the better.
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The notion that the federal government has an obligation to
protect us from ourselves drives the drug war. But this idea also
drives the do-gooders in Washington to involve themselves in
every aspect of our lives. American citizens cannot move without
being constantly reminded by consumer advocates, environmen-
talists, safety experts, and bureaucratic busybodies what they can
or cannot do.

Once government becomes our protector, there are no limits.
Federal regulations dictate the amount of water in our commodes
and the size and shape of our washing machines. Complicated
USDA regulations dictate the size of the holes in Swiss cheese. We
cannot even turn off our automobile airbags when they present a
danger to a child without federal permission. Riding in a car with-
out a seat belt may be unwise, but should it be a federal crime?
Why not make us all wear rib pads and football helmets? That
would reduce serious injury and save many dollars for the gov-
ernment health system.

Regulations on holistic medicine, natural remedies, herbs, and
vitamins are now commonplace and continue to grow. Who gave
the government the right to make these personal decisions for us?
Are the people really so ignorant that only politicians and bureau-
crats can make these delicate decisions for them?

Today if a drug shows promise for treating a serious illness,
and both patient and doctor would like to try it on an experimen-
tal basis, permission can be given only by the FDA —and only after
much begging and pleading. Permission frequently is not granted,
even if the dying patient is pleading to take the risk. The govern-
ment is not anxious to give up any of its power to make these deci-
sions. People in government think that’s what they are supposed
to do for the good of the people.

Free choice is what freedom is all about. And it means freedom
to take risks as well. As a physician deeply concerned about the
health of all Americans, I am convinced that the government
encroachment into health-care choices has been very detrimental.

There are many areas where the federal government has gotten
involved when it shouldn’t have, and created more problems than
it solved. There is no evidence that the federal government has
improved education or medicine, in spite of the massive funding
and mandates of the last 40 years. Yet all we hear is a call for



38 Pillars of Prosperity

increased spending and more mandates. How bad it will get
before we reject the big-government approach is anybody’s guess.

Welfarism and government interventionism are failed systems
and always lead to ever-more intrusive government. The issue of
privacy is paramount. Most Americans and Members of Congress
recognize the need to protect everyone’s privacy. But the loss of
privacy is merely the symptom of an authoritarian government.
Effort can and should be made, even under today’s circumstances,
to impede the government’s invasion of privacy.

We must realize that our privacy and our liberty will always be
threatened as long as we instruct our government to manage a
welfare state and to operate foreign policy as if we are the world’s
policemen.

If the trends we have witnessed over the past 70 years are not
reversed, our economic and political system will soon be trans-
posed into a fascist system. The further along we go in that direc-
tion, the more difficult it becomes to reverse the tide without
undue suffering. This cannot be done unless respect for the rule of
law is restored. That means all public officials must live up to their
promise to follow the written contract between the people and the
government: the U.S. Constitution.

For far too long, we have accepted the idea that government
can and should take care of us. But that is not what a free society
is all about. When government gives us something, it does two bad
things. First it takes it from someone else; second, it causes
dependency on government. A wealthy country can do this for
long periods of time, but eventually the process collapses. Free-
dom is always sacrificed and eventually the victims rebel. As
needs grow, the producers are unable or unwilling to provide the
goods the government demands. Wealth then hides or escapes,
going underground or overseas, prompting even more govern-
ment intrusion to stop the exodus from the system. This only com-
pounds the problem.

Endless demands and economic corrections that come with the
territory will always produce deficits. An accommodating central
bank then is forced to steal wealth through the inflation tax by
merely printing money and creating credit out of thin air. Even
though these policies may work for a while, eventually they will
fail. As wealth is diminished, recovery becomes more difficult in
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an economy operating with a fluctuating fiat currency and a mar-
ketplace overly burdened with regulation, taxes, and inflation.

The time to correct these mistakes is prior to the bad times,
before tempers flare. Congress needs to consider a new economic
and foreign policy.

Conclusion

Why should any of us be concerned about the future, especially
if prosperity is all around us? America has been truly blessed. We
are involved in no major military conflict. We remain one of the
freest nations on earth. Current economic conditions have allowed
for low unemployment and a strong dollar, with cheap purchases
from overseas further helping to keep price inflation in check. Vio-
lent crimes have been reduced and civil disorder, such as we saw
in the 1960s, is absent.

But we have good reason to be concerned for our future. Pros-
perity can persist, even after the principles of a sound market econ-
omy have been undermined, but only for a limited period of time.

Our economic, military, and political power, second to none,
has perpetuated a system of government no longer dependent on
the principles that brought our Republic to greatness. Private-
property rights, sound money, and self-reliance have been eroded,
and they have been replaced with welfarism, paper money, and
collective management of property. The new system condones
special-interest cronyism and rejects individualism, profits, and
voluntary contracts.

Concern for the future is real, because it's unreasonable to
believe that the prosperity and relative tranquility can be main-
tained with the current system. Not being concerned means that
one must be content with the status quo and that current conditions
can be maintained with no negative consequences. That, I main-
tain, is a dream.

There is growing concern about our future by more and more
Americans. They are especially concerned about the moral condi-
tions expressed in our movies, music, and television programs. Less
concern is expressed regarding the political and economic system. A
nation’s moral foundation inevitably reflects the type of govern-
ment and, in turn, affects the entire economic and political system.
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In some ways I am pleasantly surprised by the concern
expressed about America’s future, considering the prosperity we
enjoy. Many Americans sense a serious problem in general, without
specifically understanding the economic and political ramifications.

Inflation, the erosion of the dollar, is always worse than the
government admits. It may be that more Americans are suffering
than is generally admitted. Government intrusion in our lives is
commonplace. Some unemployed aren’t even counted. Lower-
middle-class citizens have not enjoyed an increase in the standard
of living many others have. The fluctuation in the stock market
may have undermined confidence.

Most Americans still believe everyone has a right to a free edu-
cation, but they don’t connect this concept to the evidence: that
getting a good education is difficult; that drugs are rampant in
public schools; that safety in public schools is a serious problem;
and that the cost is amazing for a system of education if one wants
a real education.

The quality of medical care is slipping, and the benefits pro-
vided by government are seen by more and more people to not
really be benefits at all. This trend does not make America feel
more confident about the future of health care.

Let there be no doubt, many Americans are concerned about
their future, even though many still argue that the problem is only
that government has not done enough.

I have expressed concern that our policies are prone to lead to
war, economic weakness, and social discord. Understanding the
cause of these problems is crucial to finding a solution. If we opt for
more government benevolence and meddling in our lives, along
with more military adventurism, we have to expect an even greater
attack on the civil liberties of all Americans, both rich and poor.

America continues to be a great country, and we remain pros-
perous. We have a system of freedom and opportunities that moti-
vate many in the world to risk their lives trying to get here.

The question remains: can we afford to be lax in the defense of
liberty at this juncture in our history? I don’t think so.

The problems are not complex, and even the big ones can be eas-
ily handled if we pursue the right course. Prosperity and peace can
be continued, but not with the current system that permeates Wash-
ington. To blindly hope our freedom will remain intact, without any
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renewed effort in its defense, or to expect that the good times will
automatically continue, places our political system in great danger.

Basic morality, free markets, sound money, living within the
rule of law, and adhering to the fundamental precepts that made
the American Republic great are what we need. And it’s worth the
effort. m

Has Capitalism Failed?

Congressional Record — U.S. House of Representatives
July 9, 2002

It is now commonplace and politically correct to blame what is
referred to as the excesses of capitalism for the economic problems we
face, and especially for the Wall Street fraud that dominates the
business news. Politicians are having a field day with demagoguing
the issue while, of course, failing to address the fraud and deceit
found in the budgetary shenanigans of the federal government—
for which they are directly responsible. Instead, it gives the Key-
nesian crowd that runs the show a chance to attack free markets
and ignore the issue of sound money.

So once again we hear the chant: “Capitalism has failed; we need
more government controls over the entire financial market.” No one
asks why the billions that have been spent and thousands of pages
of regulations that have been written since the last major attack on
capitalism in the 1930s didn’t prevent the fraud and deception of
Enron, WorldCom, and Global Crossings. That failure surely
couldn’t have come from a dearth of regulations.

What is distinctively absent is any mention that all financial
bubbles are saturated with excesses in hype, speculation, debt,
greed, fraud, gross errors in investment judgment, carelessness on
the part of analysts and investors, huge paper profits, conviction
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that a new era economy has arrived and, above all else, pie-in-the-
sky expectations.

When the bubble is inflating, there are no complaints. When it
bursts, the blame game begins. This is especially true in the age of
victimization, and is done on a grand scale. It quickly becomes a
philosophic, partisan, class, generational, and even a racial issue.
While avoiding the real cause, all the finger pointing makes it dif-
ficult to resolve the crisis and further undermines the principles
upon which freedom and prosperity rest.

Nixon was right —once —when he declared “We're all Keynes-
ians now.” All of Washington is in sync in declaring that too much
capitalism has brought us to where we are today. The only deci-
sion now before the central planners in Washington is whose spe-
cial interests will continue to benefit from the coming pretense at
reform. The various special interests will be lobbying heavily like
the Wall Street investors, the corporations, the military-industrial
complex, the banks, the workers, the unions, the farmers, the
politicians, and everybody else.

But what is not discussed is the actual cause and perpetration
of the excesses now unraveling at a frantic pace. This same
response occurred in the 1930s in the United States as our policy-
makers responded to the very similar excesses that developed and
collapsed in 1929. Because of the failure to understand the problem
then, the depression was prolonged. These mistakes allowed our
current problems to develop to a much greater degree. Consider
the failure to come to grips with the cause of the 1980s bubble, as
Japan’s economy continues to linger at no-growth and recession
level, with their stock market at approximately one-fourth of its
peak 13 years ago. If we're not careful —and so far we’ve not
been —we will make the same errors that will prevent the correc-
tion needed before economic growth can be resumed.

In the 1930s, it was quite popular to condemn the greed of cap-
italism, the gold standard, lack of regulation, and a lack govern-
ment insurance on bank deposits for the disaster. Businessmen
became the scapegoat. Changes were made as a result, and the
welfare/warfare state was institutionalized. Easy credit became
the holy grail of monetary policy, especially under Alan
Greenspan, “the ultimate Maestro.” Today, despite the presumed
protection from these government programs built into the system,
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we find ourselves in a bigger mess than ever before. The bubble is
bigger, the boom lasted longer, and the gold price has been delib-
erately undermined as an economic signal. Monetary inflation
continues at a rate never seen before in a frantic effort to prop up
stock prices and continue the housing bubble, while avoiding the
consequences that inevitably come from easy credit. This is all
done because we are unwilling to acknowledge that current policy
is only setting the stage for a huge drop in the value of the dollar.
Everyone fears it, but no one wants to deal with it.

Ignorance, as well as disapproval for the natural restraints
placed on market excesses that capitalism and sound markets
impose, cause our present leaders to reject capitalism and blame it
for all the problems we face. If this fallacy is not corrected and cap-
italism is even further undermined, the prosperity that the free
market generates will be destroyed.

Corruption and fraud in the accounting practices of many com-
panies are coming to light. There are those who would have us
believe this is an integral part of free-market capitalism. If we did
have free-market capitalism, there would be no guarantees that
some fraud wouldn’t occur. When it did, it would then be dealt
with by local law-enforcement authority and not by the politicians
in Congress, who had their chance to “prevent” such problems but
chose instead to politicize the issue, while using the opportunity to
promote more Keynesian useless regulations.

Capitalism should not be condemned, since we haven’t had
capitalism. A system of capitalism presumes sound money, not fiat
money manipulated by a central bank. Capitalism cherishes vol-
untary contracts and interest rates that are determined by savings,
not credit creation by a central bank. It's not capitalism when the
system is plagued with incomprehensible rules regarding mergers,
acquisitions, and stock sales, along with wage controls, price con-
trols, protectionism, corporate subsidies, international manage-
ment of trade, complex and punishing corporate taxes, privileged
government contracts to the military-industrial complex, and a
foreign policy controlled by corporate interests and overseas
investments. Add to this centralized federal mismanagement of
farming, education, medicine, insurance, banking and welfare.
This is not capitalism!
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To condemn free-market capitalism because of anything going
on today makes no sense. There is no evidence that capitalism
exists today. We are deeply involved in an interventionist-planned
economy that allows major benefits to accrue to the politically con-
nected of both political spectrums. One may condemn the fraud
and the current system, but it must be called by its proper names —
Keynesian inflationism, interventionism, and corporatism.

What is not discussed is that the current crop of bankruptcies
reveals that the blatant distortions and lies emanating from years
of speculative orgy were predictable.

First, Congress should be investigating the federal govern-
ment’s fraud and deception in accounting, especially in reporting
future obligations such as Social Security, and how the monetary
system destroys wealth. Those problems are bigger than anything
in the corporate world and are the responsibility of Congress.
Besides, it’s the standard set by the government and the monetary
system it operates that are major contributing causes to all that’s
wrong on Wall Street today. Where fraud does exist, it’s a state
rather than a federal matter, and state authorities can enforce these
laws without any help from Congress.

Second, we do know why financial bubbles occur, and we
know from history that they are routinely associated with specu-
lation, excessive debt, wild promises, greed, lying, and cheating.
These problems were described by quite a few observers as the
problems were developing throughout the ‘90s, but the warnings
were ignored for one reason. Everybody was making a killing and
no one cared, and those who were reminded of history were reas-
sured by the Fed Chairman that “this time” a new economic era
had arrived and not to worry. Productivity increases, it was said,
could explain it all.

But now we know that'’s just not so. Speculative bubbles and all
that we’ve been witnessing are a consequence of huge amounts of
easy credit, created out of thin air by the Federal Reserve. We've
had essentially no savings, which is one of the most significant
driving forces in capitalism. The illusion created by low interest
rates perpetuates the bubble and all the bad stuff that goes along
with it. And that’s not a fault of capitalism. We are dealing with a
system of inflationism and interventionism that always produces a
bubble economy that must end badly.
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So far the assessment made by the administration, Congress,
and the Fed bodes badly for our economic future. All they offer is
more of the same, which can’t possibly help. All it will do is drive
us closer to national bankruptcy, a sharply lower dollar, and a
lower standard of living for most Americans, as well as less free-
dom for everyone.

This is a bad scenario that need not happen. But preserving our
system is impossible if the critics are allowed to blame capitalism
and sound monetary policy is rejected. More spending, more debt,
more easy credit, more distortion of interest rates, more regula-
tions on everything, and more foreign meddling will soon force us
into the very uncomfortable position of deciding the fate of our
entire political system.

If we were to choose freedom and capitalism, we would restore
our dollar to a commodity or a gold standard. Federal spending
would be reduced, income taxes would be lowered, and no taxes
would be levied upon savings, dividends, and capital gains. Reg-
ulations would be reduced, special-interest subsidies would be
stopped, and no protectionist measures would be permitted. Our
foreign policy would change, and we would bring our troops
home.

We cannot depend on government to restore trust to the mar-
kets; only trustworthy people can do that. Actually, the lack of
trust in Wall Street executives is healthy because it's deserved and
prompts caution. The same lack of trust in politicians, the budget-
ary process, and the monetary system would serve as a healthy
incentive for the reform in government we need.

Markets regulate better than governments can. Depending on
government regulations to protect us significantly contributes to
the bubble mentality.

These moves would produce the climate for releasing the cre-
ative energy necessary to simply serve consumers, which is what
capitalism is all about. The system that inevitably breeds the cor-
porate-government cronyism that created our current ongoing dis-
aster would end.

Capitalism didn’t give us this crisis of confidence now existing
in the corporate world. The lack of free markets and sound money
did. Congress does have a role to play, but it's not proactive. Con-
gress’s job is to get out of the way. m






PART TWO

Mises and Austrian Economics:
A Personal View

[Ulnder the predominance of interventionist ideas, a
political career is open only to men who identify them-
selves with the interests of a pressure group. . . . Service
to the short-run interests of a pressure group is not con-
ducive to the development of those qualities which
make a great statesman. Statesmanship is invariably
long-run policy; pressure groups do not bother about
the long-run.!

I decided to run for Congress because of the disaster of wage
and price controls imposed by the Nixon administration in 1971.
When the stock market responded euphorically to the imposition of
these controls and the closing of the gold window, and the U.S.
Chamber of Commerce and many other big business groups gave
enthusiastic support, I decided that someone in politics had to con-
demn the controls, and offer the alternative that could explain the

Originally published in 1984 by the Ludwig von Mises Institute.

1Ludwig von Mises, Human Action, Scholar’s Edition (Auburn, Ala.: Lud-
wig von Mises Institute, 1998), p. 866.
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past and give hope for the future: the Austrian economists” defense
of the free market. At the time I was convinced, like Ludwig von
Mises, that no one could succeed in politics without serving the
special interests of some politically powerful pressure group.

Although I was eventually elected, in terms of a conventional
political career with real Washington impact, he was absolutely
right. I have not developed legislative influence with the leader-
ship of the Congress or the administration. Monies are deliberately
deleted from routine water works bills for my district because I do
not condone the system, nor vote for any of the appropriations.

My influence, such as it is, comes only by educating others
about the rightness of the free market. The majority of the voters
in my district have approved, as have those familiar with free-mar-
ket economics. And voters in other districts, encouraged by my
speaking out for freedom and sound money, influence their repre-
sentatives in the direction of a free market. My influence comes
through education, not the usual techniques of a politician. But the
more usual politicians in Congress will hardly solve our problems.
Americans need a better understanding of Austrian economics.
Only then will politicians become more statesmanlike.

My introduction to Austrian economics came when I was
studying medicine at Duke University and came across a copy of
Hayek’s The Road to Serfdom.2 After devouring this, I was deter-
mined to read whatever I could find on what I thought was this
new school of economic thought—especially the work of Mises.
Although the works were magnificent, and clarified many issues
for me, it was more of a revelation to find intellectuals who could
confirm what I “already knew” — that the free market is superior to
a centrally planned economy. I did not know how a free market
accomplished its work, and so the study of economics showed me
this, and how to build a case for it. But, like many people, I did not
need to be convinced of the merits of individual freedom —for me
that came naturally.

*Friedrich A. Hayek, The Road to Serfdom (Chicago: Univesity of Chicago
Press, 1944).
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For as long as I can remember, I wanted to be free from govern-
ment coercion in any form. All my natural instincts toward free-
dom were inevitably challenged by the established school system,
the media, and the government. These systems tried to cast doubt
on my conviction that only an unhampered market is consonant
with individual liberty. Although reassured that intellectual giants
like Mises agreed with a laissez-faire system, I was frustrated by
knowing what was right, while watching a disaster developing for
our economy. The better I came to understand how the market
worked, the more I saw the need to implement these ideas through
political action.

Political action aimed at change can, of course, take various
forms. In 1776, in America, it was a war for independence from
British oppression. In 1917, in Russia, violence was used to
strengthen oppression.

Fortunately, it is possible to accomplish the proper sort of
change through education, persuasion, and the democratic
process. Our rights of free speech, assembly, religion, petition, and
privacy remain essentially intact. Before our rights are lost, we
must work to change the policies of 70 years of government inter-
ventionism. And the longer we wait the harder it will be.

Because of my interest in individual liberty and the free market,
I became closely associated over the years with friends and stu-
dents of Mises, those who knew the greatness of Mises from a
long-term personal friendship with him. My contact, however,
was always through his writings, except on one occasion. In 1971,
during a busy day in my medical office, I took a long lunch to
drive 60 miles to the University of Houston to hear one of the last
formal lectures Mises gave — this one on socialism. Although 90 at
the time, he was most impressive, and his presentation inspired
me to more study of Austrian economics.

My subsequent meetings and friendship with the late Leonard
Read and his Foundation for Economic Education also inspired me
to work harder for a society unhampered by government intrusion
into our personal and economic lives. My knowledge has been
encouraged and bolstered through the extraordinary work of the
Mises Institute, with its many publications and conferences, and
its inspiring work among students choosing academic careers.
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My friendships with two important students of Mises, Hans
Sennholz and Murray Rothbard, were especially helpful in getting
firsthand explanations of how the market functions. They helped me
to refine my answers to the continual barrage of statist legislation
that dominates the U.S. Congress. Their personal assistance was
invaluable to me in my educational and political endeavors.

Such friendships are valuable, but the reassurance that sound
thinkers were on my side was inspirational. It gave me the confi-
dence I needed to intellectually defend my political and economic
positions on the campaign trail and on the House floor.

Mises’s Character and Its Influence

My association with the Austrian School of economic thought
has been invaluable to me, but so have the personal testimonials as
to the character of Mises. He never yielded to any temptation to
soften his stand to be more acceptable to the conventional eco-
nomic community, which proved him to be a man of strong will
and character. If he had softened his stands, his recognition during
his lifetime would have been enhanced. But his goal was economic
truth, not a prestigious academic position and superficial acclaim.
His determination and consistency were buoyed by the confidence
that he was right, and that rectitude was all that mattered. Mises
was always a gentleman, kind and considerate of all, and I have
tried to emulate him. When the world of economists and politi-
cians is going mad, it is difficult to respond with quiet and delib-
erate discussion. Yet this response served him well and enhanced
his ability to teach. In due time, his quiet voice and those of his
students will be heard, despite the shouting and demagoguery
that afflicts Washington, D.C.

When exasperated with the current state of affairs, we must
remember Mises’s admonishment: “No one should expect that any
logical argument or any experience could shake the almost religious
fervor of those who believe in salvation through spending and
credit expansion.”’

3Ludwig von Mises, “Stones into Bread: The Keynesian Miracle,” Plan-
ning for Freedom (South Holland, Ill.: Libertarian Press, 1974), p. 63.
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But we must also remember that it is the acceptance of eco-
nomic interventionism that breeds this disease of demagoguery
that plagues the thinking and speech of the politicians.

After coming to believe in themselves as planners and decision-
makers for consumers, businesspeople, and working people, the
politicians soon can arrogantly rationalize any position for any rea-
son. It wouldn’t be as bad if they knew they were demagogues —at
least this would be honest. But this arrogance becomes a way of life,
and the tool to achieve their next “important and necessary” inter-
vention.

It is only with full assurance gained from Austrian economics,
and the example of Mises’s character, that I am able to tolerate the
daily circus of Congress.

Economic knowledge is not nearly as scarce in Washington as
one might suspect from a superficial observation of Congress.
Other Congressmen frequently express sound judgments to me
privately regarding deficits and runaway expenditures. What they
lack is the will to resist the pressure groups. As desperately as we
need a better economic understanding, even more we need Mises’s
trait of gentlemanly firmness on issues of principle. Character is
more necessary than eloquence in economic theory.

Jacques Rueff described well this quality of Mises's:

With an indefatigable enthusiasm, and with courage
and faith undaunted, he has never ceased to denounce
the fallacious reasons and untruths offered to justify
most of our new institutions. . . . No consideration what-
ever can divert him in the least from the straight steep
path where his cold reason guides him. In the irrational-
ism of our era he has remained a person of pure reason.”

Murray Rothbard in The Essential Ludwig von Mises writes that
Mises:

4]acques Rueff, “The Intransigence of Ludwig von Mises,” in On Freedom
and Free Enterprise, Mary Sennholz, ed. (Princeton, N.J.: D. Van Nostrand,
1956), p. 15.
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reacted to the darkening economic world around him
with a lifetime of high courage and personal integrity.
Never would Ludwig von Mises bend to the winds of
change that he saw to the unfortunate and disastrous;
neither changes in political economy nor in the discipline
of economics could bring him to swerve a single iota
from pursuing and propounding the truth as he saw it.”

The Subjective Theory of Value

The study of Austrian economics has helped me in many ways
to understand what happens in our economy, and the excuses of
the establishment economists as to why we’re not achieving the
paradise that politicians promised if only their legislation were
passed. It is time, of course, for them to do some serious explain-
ing, since after 70 years of intervention, conditions have gotten
worse, and we face an international banking crisis unprecedented
in all of history.

Of all the important contributions of the Austrian School, the
subjective theory of value has proven most helpful to me in under-
standing why things aren’t as the interventionists say they ought
to be. According to the soothsayers, there’s always an easy excuse.
In Russia, it’s always the weather. In the interventionist United
States, it's “timing,” “the technicians,” “the residuals of capital-
ism,” “tax policy,” “too little spending,” “assistance to the wrong
special interest,” etc. The excuses are endless.

V/awi

a

Except for a few other Members, no one in Congress has ever
heard of the subjective theory of value (or the labor theory of
value, for that matter), and none really care. Yet I believe it is cru-
cial for them to understand the theory if true reform is to be
achieved. Since little thought has been given to the fundamentals,
smatterings of the labor theory of value still motivate many in
Congress to promote legislation that will secure a “fair” return for
the working man. The explanation of how individuals, acting

5Murray Rothbard, The Essential Ludwig von Mises (Auburn, Ala.: Ludwig
von Mises Institute, 1983), p. 25.
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freely in the market, determine values and prices of specific goods,
dispels the myths spread by both the Keynesians and the mone-
tarists. Keynesians blame the Arabs for the inflation; the monetarists,
limiting their thoughts to quantity of money as the sole determinant
of prices, raise more questions than they answer. It has only been
through a basic understanding of how price is determined subjec-
tively that I have not yielded to the “plausible” arguments of the
planners who are able to dwell on partial truths and short-term
consequences. When viewed from an Austrian viewpoint,
“stagflation” is hardly the mystery it was proclaimed to be in the
recession of 1974 to 1976.

There are some who have heard of the subjective theory of
value but are hesitant to accept it because they prefer “objectiv-
ity” to “subjectivity.” Yet if consumers subjectively set prices and
values by affecting supply and demand (and thus sales), this is an
important objective finding. Just because we can measure monetary
aggregates, or hours spent producing a product, we decide these
objective facts can be used to determine value. Yet it is really not
the way prices are determined, so these facts are not objectively use-
ful for this purpose. Those who would use these “objective” facts
for calculating future “price levels” are quick to reject the objectiv-
ity of certain economic laws that are glaringly apparent, e.g., gov-
ernment planning leads to chaos; printing money creates no new
wealth; fiat money cannot replace commodity money without
force and fraud, etc. They thus reject subjectivity where it is impor-
tant—in understanding how individual prices are set—and ignore
objective economic laws so that their schemes of planning can be
pursued. This is a mechanism of both convenience and ignorance.
It allows planners in Washington to persistently defy all economic
laws so the politicians can pursue preconceived and erroneous
notions of what is best for everyone.

Once they accept the idea that prices are an “objective” conse-
quence of certain previous events—money supply, oil boycotts,
wage settlements, or farm policy — they naturally feel that prices can
be altered easily. Legislation to establish wage, price, credit, divi-
dend, and profit controls have been introduced in the House and
conceivably could be passed if conditions “warrant” it. Although
free-market pricing is crucial for sending necessary messages to
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entrepreneurs and consumers, its origin is totally misunderstood in
Washington, so it is no wonder our economy remains threatened.

If there is no general understanding of the essentials of a free
pricing structure, the market economy will always be threatened.
And without a free pricing structure, the market cannot function.
To understand how prices are determined, one must understand
the subjective theory of value.

The Importance of Money

Today, it’s hard to believe that it was a major breakthrough in
economics for Mises to show logically that under socialism prices
cannot be established and economic calculation is impossible. Is it
any wonder that socialist nations, without subsidies from a capi-
talist nation, are unable to feed themselves? This is why the threat
of communism would be greatly reduced if only we could stop our
elected officials from bailing these countries out. Only force
enables a system to survive without a free-market pricing mecha-
nism.

Against a background in free-market economics, the disastrous
effects of wage and price controls are never a surprise. In spite of
both recent and ancient failures of wage and price controls, they —
as well as credit controls, currency controls, and an attack on hard
assets —will be used to our great economic detriment, because the
political pressures to continue the tremendous deficits are so
strong in Washington and, inevitably, the dollar will be destroyed.

Since we cannot predict the future because we cannot know the
subjective decisions of millions of consumers and producers, we
cannot know exactly when this will come about. Yet we can be cer-
tain, from history, that the politicians will continue to destroy our
money, and that they will put off for as long as possible the conse-
quences that must follow.

Mises writes that eventually we must make a choice:

Men must choose between the market economy and
socialism. The state can preserve the market economy
in protecting life, health, and private property against
violent or fraudulent aggression; or it can itself control
the conduct of all production activities. Some agency
must determine what should be produced. If it is not
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the consumers by means of demand and supply on the
market, it must be the government by compulsion.

Understanding money is the key to restoring a sound economy.
Since entering politics, I have spent more time on the money issue
than any other. Austrian economics, and especially Mises’s writ-
ings, have been especially helpful to me. Mises’s explanation of
how money originated in the market as a useful commodity con-
vinced me that money once again must be returned to the market
as a commodity.

Politicians inevitably destroy money when they gain control of
it, and attempt to make it a mere product of the State, completely
separate from any commodity sought by the consumer. Mises
understood how the money issue became as much a political issue
as an economic one. His insights helped me to oppose both liberal
and conservative excuses for deficits. Both factions, regardless of
rhetoric, depend on a fiat money system and inflation. These hide
the exactions necessary to continue government financing while
serving the special interests who get the new money before the
depreciation is recognized by the general public.

My support for legalizing competition in currencies has obvi-
ously been influenced by the Misesian explanation of money. This
is one area where we can even get the monetarists to agree. Mises
explains that money —like any commodity —has a marginal utility,
and its value is set subjectively. This has helped me refute the pure
quantity theory of money as presented by the Chicago School.
Money as a commodity must have a quality to it, and consumers
must trust the money for it to function —something increasingly
absent today. Once this is understood, there is no mystery as to
why the bond market acts as it does, and why interest rates are
“too high,” as the monetarists and Keynesians have proclaimed.

The most common misunderstanding in Washington regarding
money is the conviction that economic growth depends on money
growth. Ricardo mentioned this, but it was Mises who emphasized
and clarified this point—duplication of money units bestows no

6Ludwig von Mises, Planned Chaos (Irvington-on-Hudson, N.Y.: Founda-
tion for Economic Education, 1947), p. 34.



56 Pillars of Prosperity

social benefit. If it did, we’d have a hard time explaining why eco-
nomic growth did so poorly in the 1970s when the Federal Reserve
Board nearly tripled the money supply (M3). Yet today, the vast
majority of the bureaucrats and politicians believe that without
money growth, economic growth cannot occur. They see money
as separate from taxing, spending, and regulatory policies; with-
out an understanding of value, pricing, and money quality, it is
virtually impossible to explain to them that prices can easily adjust
downward if a free market requires it. The prevailing opinion is
that falling prices are synonymous with depression —an obviously
erroneous idea. Those who believe this do not understand the
nature of capital —that it comes from productive effort and sav-
ings. They believe capital is something you get when the Fed
increases the money supply.
In A Critique of Interventionism, Mises wrote:

By its very nature, a government decree that “it be” can-
not create anything that has not been created before.
Only the naive inflationists could believe that govern-
ment could enrich mankind through fiat money.
Government cannot create anything; its orders cannot
even evict anything from the world of reality, but they
can evict him from the world of the permissible. Gov-
ernment cannot make man richer, but it can make him
poorer.

In applying the concept of the marginal utility of money, Mises
superbly explains the befuddlement expressed by the conven-
tional economist about government’s velocity statistics. The
propensity of consumers to hold cash or to spend explains why
sometimes prices go up more slowly than some say they “should,”
and why they go up more rapidly than they “should” at the end of
a currency destruction, in spite of the slowing of new money cre-
ation. Only Austrian economics can adequately explain these eco-
nomic occurrences.

7'Ludwig von Mises, A Critique of Interventionism (New Rochelle, N.Y.:
Arlington House, 1977), p. 23.
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In 1913, Mises published The Theory of Money and Credit.8 In this
masterpiece he gave us all we would have needed to avoid the
financial calamities of the 20th century and possibly even the wars
fought with the weapon of inflation. Tragically, the U.S. took
another course; with Colonel House advising President Wilson, we
established a powerful central bank and introduced the destructive
graduated income tax, all in that same year. The subsequent cost in
human suffering and loss of freedom has been immeasurable.

Several Special Points

The clear explanation provided by Mises of the nature of
money and inflation has served me well in defending a hard
money system. Understanding the subjective theory of value has
been most helpful to me personally in understanding all the con-
tradictions pressed by the establishment economists, but it does
not lend itself to popular expression on the House floor. In con-
trast, the truth about money and inflation, and how inflation ben-
efits the politicians and special interests, and serves as a hidden
tax, is much easier to present in ordinary language.

Understanding the concept of “time preference” in explaining
and defending profits and interest is not practical in general
debate, but it is useful in providing the information to show that
the liberal welfarists and socialists are absurd in their contentions
that working people are injured by a free-market economy.

In a similar way, Mises’s refutation of the Marxian theory of the
inevitability of class struggle is beneficial for reassurance but not
useful practically, since those who are in charge in Congress nei-
ther understand nor care to understand something they would
consider esoteric. Nevertheless, it is important for a defender of
capitalism to understand the Austrian explanation that capitalism
ends class struggle, builds a huge middle class, and raises the stan-
dard of living of everyone. The specific choices of consumers
become key in a free market —which can exist only in a nation that
has a high regard for individual liberty. Although the politicians in
Washington refuse to think in these terms, the fact is that positive
change will only come when our intellectual leaders accept the

8Ludwig von Mises, The Theory of Money and Credit (New Haven, Conn.:
Yale University Press, 1953).
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importance of concepts like time preference, the nature of class
conflicts, and subjective valuations. When the Austrian view
becomes commonly accepted, capitalism will result from a politi-
cal order that holds individual liberty in high esteem.

The Business Cycle

There are some in the U.S. Congress who are knowledgeable
and enthusiastic about socialism, and who fight for it as tena-
ciously as I fight for the free market. But their numbers are few.
For the most part, the Members are well-intentioned, ostensibly
pragmatic do-gooders—“pragmatic” enough to latch on to the
interventionism most beneficial to their particular political needs
and to provide an intellectual defense. Whether Keynesians, sup-
ply-siders, or monetarists, there is always an explanation for
deficits, taxes, central banks, fiat money, inflation, and all flavors
of interventionism. Yet the bulk of the Members remain well-
intentioned, but, by their compromises, seriously misled. Actually,
compromise becomes a “beneficial philosophy” in itself. If one
does not compromise, he becomes “rigid,” “sterile,” “impractical,”
“egotistical,” “ideological,” and “ineffectual.” Politics becomes the
art of compromise. Yet with closer scrutiny, it’s easily seen that it
is the compromisers who are rigid, sterile, impractical, ideological,
and egotistical in their defense of the very dangerous system of
interventionism and inflation.

It is rare in Washington for anyone to be accused of deliberately
hurting the poor. No one deliberately creates unemployment. No
one likes high interest rates, rising prices, or a falling standard of
living. They all claim they know how to prevent suffering brought
on by the business cycle — yet nearly all accept the proposition that
the cycle comes out of uncontrolled capitalism. Since only a hand-
ful ever studied Mises’s superb explanation of how government
monetary policy creates the cycle, only foolish, political solutions
are offered. Even monetarism offers no help, since commodity
money is condemned and the subjective theory of value rejected.

It’s tragic to watch, day after day, the flow of statist solutions
from both parties in Washington while knowing the answers are
readily available if our current leaders would only open their eyes,
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reject demagogues, and restore order with a sound monetary sys-
tem and a free-market economy.

I found Rothbard’s and Sennholz’s Austrian explanation of the
Great Depression truly eye-opening. Convinced of the cause of the
Depression both from the theoretical (Mises) and the more practical
(Rothbard and Sennholz) viewpoint, I became more determined
than ever to work for a sound monetary system —without a central
bank or political (paper) money. All people concerned with the suf-
fering and degradation of unemployment should study the Aus-
trian explanation of how distorted interest rates, malinvestment,
skewed economic calculation, and preferential treatment for
favored business and government constituencies, cause the crime of
the business cycle.

Politicians are easily misled and conveniently tempted by the
boom phase of the cycle. As Mises points out:

[t]hus it conclusively proved that the slump, whose
appearance the inflationists attributed to an insuffi-
ciency of the supply of money, is on the contrary the nec-
essary outcome of attempts to remove such an alleged
scarcity of money through credit expansion. . . . This
demonstration could appeal to statesmen intent on pro-
moting the enduring well-being of their nation. It could
not influence demagogues who care for nothing but suc-
cess in the impending election campaign and are not in
the least troubled about what will happen the day after
tomorrow.

Obviously one cannot deal in politics without being aware of
human nature and how interventionism attracts demagogues. Re-
futing the demagogues who prate about their great skills during
the boom, and shout louder and louder for statism as the busts get
more severe with each cycle, seems an overwhelming task. It is
easy to see that many economic “recoveries” are nothing but more
of the same—spending and inflating our way into a new cycle,

9Ludwig von Mises, “Lord Keynes and Say’s Law,” Planning for Freedom
(South Holland, I11.: Libertarian Press, 1974), p. 68.
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hoping for yet another boom, which may or may not materialize.
Eventually, the deceitful trick of inflation will fail to create “pros-
perity.” When that time comes, due to the sustained period of
inflation that we have endured, we can expect a serious political
and economic crisis for Western civilization. The incantations of
supply-sidism, monetarism, or Keynesianism will not suffice, and
the fascist and socialist voices of oppression will grow louder and
more influential.

International Politics

My main motivation in entering politics was to contribute
something toward establishing a free society. This desire, com-
bined with the Austrian arguments for the efficient functioning of
the market economy, has served me well. The particular interest
that has occupied my time and interest has been the issue of
money and inflation.

It is impossible to concentrate on money and inflation and
ignore foreign affairs, however. The two are intertwined. The fact
that economic interventionism leads to a lowering of our standard
of living is bad enough, but its breeding of excessive nationalism,
protectionism, economic isolationism, militarism, and war should
prompt us all to fear for the fate of freedom and even civilization
itself. Mises’s prediction that the U.S. type of interventionism will
lead to a German type of national socialism appears to be accurate.
In Human Action Mises states:

An essential point in the social philosophy of interven-
tionism is the existence of an inexhaustible fund which
can be squeezed forever. The whole doctrine of
interventionism collapses when this fountain is drained
off. The Santa Claus principle liquidates itself."

Evidence of his prediction is all around us today. We can only
hope that we can turn things around before his prediction that it
leads to a German-type fascism comes true.

10Mises, Human Action, p. 854.



Mises and Austrian Economics: A Personal View 61

The nonliberals who admit to the failure of their brand of inter-
ventionism now plot schemes for “reindustrialization” —a euphe-
mism for fascism (government “partnership” with business).
Banking Regulation Number One and the Defense Production Act,
already on the books, allow under emergency conditions for an
economic despot to take charge almost immediately. In a panic, it
will not take much to topple us over. Since Americans dislike out-
right government ownership we will have the deception of private
ownership in combination with government’s authoritarian con-
trol over the economy. And some businessmen, under this system,
will always hope to secure greater profits at the expense of inno-
cent (and unknown) victims.

In Human Action, Mises points out:

Aggressive nationalism is the necessary derivative of
the policies of interventionism and national planning.
While laissez faire eliminates the causes of international
conflict, government interference with business and
socialism create conflicts for which no peaceful solution
can be found. While under free trade and freedom of
migration no individual is concerned about the territo-
rial size of his country, under the protective measures of
economic nationalism nearly every citizen has a
substantial interest in these territorial issues. The
enlargement of the territory subject to the sovereignty of
his own government means material improvement for
him or at least relief from restrictions which a foreign
government has imposed upon his well-being. What has
transformed the limited war between royal armies into
total war, the clash between peoples, is not technicalities
of military art, but the substitution of the welfare state
for the laissez-faire state.'"

And again on page 828, he reiterates:

Interventionism generates economic nationalism, and
economic nationalism generates bellicosity. If men and
commodities are prevented from crossing the border-
lines, why should not the armies try to pave the way for

"bid., p. 819.
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them? . . . The root of the evil is not the construction of
new, or dreadful weapons. It is the spirit of conquest.

As Mises shows, the “spirit of conquest” is the problem, not the
weapons themselves. For this reason, he places no confidence
whatever in treaties and conferences, which to him were all
bureaucratic nonsense.

International tensions are building as never before, with the
war on terrorism fueling more terrorism, which provides more
rationale for the war. The magnitude of these tensions is even
greater than in the 1930s. International debt is deeper; the degree
of worldwide inflation is more ominous.

Gold has been “discredited” by all governments. The engines of
inflation throughout the world are running at full throttle, strug-
gling to keep the debt pyramid from collapsing. True capital
formation diminishes yearly. Military build-ups continue at
unprecedented rates. Western governments continue to finance
ruthless regimes, loaning more than $100 billion. As foreign mili-
tary capability is enhanced by our financing, we hear urgent
requests from both Democrats and Republicans to increase our
military expenditures massively. We never question our subsidies
to our “allies and friends” through massive military and economic
aid. We tear down Texas’s Gulf Coast airbases, and send AWACs
aircraft to Europe and the Mideast, leaving our coastlines vulnera-
ble. All of Japan’s defense needs are paid for by the American tax-
payer and the savings are passed on to their car companies and
other exporters. American car and steel industries then ask for
more protectionism through quotas and tariffs.

All this insanity, of course, is financed through massive taxa-
tion and inflation borne by our taxpayers. Without fiat money,
these wild schemes would be impossible. And, more inflation and
more planning only makes things worse. We are now in the midst
of compensating for the problems we have created with trade bar-
riers, devaluations, floating exchange rates, bank bailouts, and
Third World and foreign government bailouts. The only answer
given to the deteriorating conditions is to either spend more on
bombs or sign worthless treaties with untrustworthy govern-
ments, and yet there is clearly another option.

No one wants to consider seriously sound money and free
trade as an alternative. Central banking and fiat money bring us
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the business cycle and unemployment. They also give us interna-
tional crises and war. To achieve peace and prosperity, we must
accept the ideas of the free market and honest money.

Natural Rights

Ludwig von Mises was the greatest economist of all time. But
he never convinced me that it

is metaphysical nonsense to link together the “slippery”
and vague notion of liberty and the unchangeable
absolute laws of cosmic order. Thus the fundamental
idea of liberalism [that all men are created equal and
endowed by their creator with certain unalienable
rights] is unmasked as a fallacy. . . . There is no room left
in the framework of an experimental observation of nat-
ural phenomena for such a concept of natural rights.12

Mises also wrote:

The Utilitarians do not combat arbitrary government
and privileges because they are against natural law but
because they are detrimental to prosperity. They recom-
mend equality under the civil law not because men are
equal but because such a policy is beneficial to the com-
monweal. In rejecting the illusory notions of natural law
and human equality modern biology only repeated
what the utilitarian champions of liberalism and democ-
racy long before had taught in a much more persuasive
way. It is obvious that no biological doctrine can invali-
date what utilitarian philosophy says about the social
utility of democratic government, private property, free-
dom and the equality under the law.

Though Mises states that the “idea of natural law is quite arbi-
trary,” I might suggest that so are the interpretations of utility. Infla-
tion is very “useful” to those in power. Only a concept of natural
rights can condemn the “perceived” utility of interventionism. In
an effort to refute those who cautioned about policy consequences

PIbid., p. 174.
Bibid., p. 175.
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“in the long run,” Keynes relied upon utilitarianism by replying
that “in the long run, we are all dead.” Every argument I have ever
heard on the House floor is presented as utilitarian and —for the
pressure groups represented —the proposals certainly are “utilitar-
ian.” These arguments are never based on the moral principles of
people’s natural right to run their own lives. Santa Claus wins the
“utilitarian” argument until it’s too late to do anything about it.

The interventionist’'s reliance on the appeal of Santa Claus,
“utilitarianism,” and an ostensibly high-minded concern for the
downtrodden can only be countered by a more truly utilitarian
defense of the free market and the concept of natural rights—
which allows the noninterventionists to take the true moral high
ground. In the absence of a natural rights argument, a moral vac-
uum exists, into which the socialists rush, winning every time.
They have won throughout the 20th century, while the concept of
God-given rights has been almost obliterated. Austerity for the
benefit of the next generation won’t get enough votes in a demo-
cratic political system. Combine it with a moral argument for nat-
ural rights, and the chances of success are greatly enhanced.

Mises’s rejection of natural rights allowed him to be “utilitar-
ian” on the conscription issue:

The essential task of government is defense of the social
system not only against domestic gangsters but also
against external foes. He who in our age opposes arma-
ments and conscription is, perhaps unbeknown to him-
selfl,4 an abettor of those aiming at the enslavement of
all.

Conscription challenges the idea of the truly free society. But
ironically, an in-depth study of the draft reveals that it is not prac-
tical or efficient but eminently dangerous. The utilitarian argu-
ment for conscription is an “arbitrary” argument. A natural rights
philosophy is not arbitrary on the issue of the draft, which is espe-
cially dangerous in an age when economic interventionism has set
the stage for war. Conscription under these conditions provides
the actors.

14Ludwig von Mises, Human Action, 3rd rev. ed. (Chicago: Henry Regn-
ery, 1966), p. 282.
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Yes, interventionism leads to militant nationalism and eco-
nomic isolationism. The wars that usually follow foolish economic
policy depend on a fiat monetary system for financing and on con-
scription for the participants. A truly defensive war by a free soci-
ety must be fought with volunteers. Only by combining a free-
market economy based on a natural rights philosophy can we
expect to minimize the likelihood of war.

Summary

Austrian economics has provided me with the intellectual am-
munition to support my natural tendency to say “no” to all forms
of government intervention. Mises provides an inspiration to stick
to principle and to argue quietly and confidently in favor of the supe-
riority of a decentralized, consumer-oriented market, in contrast to
a bureaucratic centrally planned economy.

Mises is clear about the responsibility we all have in establish-
ing a free society. He concludes Socialism with this advice:

Everyone carries a part of society on his shoulders; no
one is relieved of his share of responsibility by others.
And no one can find a safe way out for himself if society
is sweeping towards destruction. Therefore everyone, in
his own interests, must thrust himself vigorously into
the intellectual battle. None can stand aside with uncon-
cern; the interests of everyone hang on the result.
Whether he chooses or not, every man is drawn into the
great historical struggle, the decisive battle into which
our epoch has plunged us.”

And in Human Action he states:

There is no means by which anyone can evade his per-
sonal responsibility. Whoever neglects to examine to the
best of his abilities all the problems involved voluntarily
surrenders his birthright to a self-appointed elite of
supermen. In such vital matters blind reliance upon

15Ludwig von Mises, Socialism (New Haven, Conn.: Yale University
Press, 1951), p. 151.
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“experts” and uncritical acceptance of popular catch-
words and prejudices is tantamount to the abandon-
ment of self-determination and to yielding to other peo-
ple’s domination. As conditions are today, nothing can
be more important to every intelligent man than eco-
nomi(:1s6. His own fate and that of his progeny is at
stake.

I'm convinced, as was Mises, that the solutions to the crisis we
face must be positive (which is just one reason I am so pleased by
the establishment of the Ludwig von Mises Institute). He stated in
The Anti-Capitalistic Mentality that the “anti-movement” has “no
chance whatever to succeed” and that “what alone can prevent the
civilized nations of western Europe, America and Australia from
being enslaved by the barbarism of Moscow is open and unre-
stricted support of laissez-faire capitalism.”17

Without Austrian economics, I would not have had my politi-
cal career. The strongest motivating force in my political activities
is to live free since I was born free. Liberty is my first goal. The free
market is the only result that can be expected from a free society. I
do not accept individual freedom because the market is efficient.
Even if the free market were less “efficient” than central planning,
I would still prefer my personal freedom to coercion. Fortunately,
I don’t need to make a choice. Austrian economics upholds the
market’s efficiency, and that reinforces my overwhelming desire
and right to be free.

If no adequate intellectual explanation existed as to the effi-
ciency of the free market, no political activism of any sort would
be possible for any pro-freedom person. Our position would only
be a theoretical pipe dream.

I see no conflict however between a utilitarian defense of the
market economy and the argument for a free market as a conse-
quence of a moral commitment to natural God-given rights, for
there is no conflict. The economist’s approval of the market for

16Mises, Human Action, Scholar’s Edition, pp. 874-75.

17Ludwig von Mises, The Anti-Capitalistic Mentality (South Holland, IIL:
Libertarian Press, 1972), p. 112.
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purely utilitarian reasons actually becomes a more “objective”
analysis if not approached from a natural rights standpoint. But
when combined with a natural-rights philosophy, it is even more
powerful. No choice must be made. The utilitarian argument does
not exclude the belief that life and liberty originate with the Cre-
ator. When they are added together they become doubly important.

When one argues for the free market on utilitarian grounds, one
starts with particular actions by the individual. In starting with a
natural rights argument the “a priori” becomes “the gift of life and
liberty” as natural or God-given.

The utilitarians may be neutral or antagonistic regarding the
origins of life and liberty, but this in no way weakens their
explanation of the technical advantages of a free economic system.
However, those who accept a natural rights philosophy have no
choice whatsoever but to accept laissez-faire capitalism.

Mises’s utilitarian defense of the market opens political careers
for those who believe in liberty, courage, and even dares one who
truly believes in the system to present it in political terms.

Mises in Human Action says:

The flowering of human society depends on two factors:
the intellectual power of outstanding men to conceive
sound social and economic theories, and the ability of
these or other men to make these ideologies palatable to
the majority.18

Ludwig von Mises certainly provided sound economic and
social theories. I hope that my modest success in politics may
encourage others to try it, and help prove Mises “wrong,” show-
ing that a political career is open to men and women who do not
identify themselves with the interests of a pressure group, but
with the liberty of all. m

18Mises, Human Action, Scholar’s Edition, p. 860.






PART THREE

Reforming Social Security

Everyone concedes that Social Security needs to be reformed or it will
soon be insolvent. However, what analysts often omit is that the so-called
“trust fund” consists of IOUs from the government. Right now when the
federal government takes in more money from Social Security withhold-
ing than it pays out to current beneficiaries, it still spends the difference,
and “sells” a government bond into the Social Security trust fund. All
this smoke-and-mirrors doesn’t evade the fact that the government has
made trillions of dollars of promises that it can’t keep. In this section I
outline some of my proposals to restore sanity to Social Security.






Senior Citizens’ Freedom to Work
Act of 1999

Congressional Record — U.S. House of Representatives
March 1, 2000

Mr. Speaker, I am pleased to offer my support to the Senior Cit-
izens’ Freedom to Work Act (H.R. 5), which repeals the Social
Security “earnings limitations.” During a time when an increasing
number of senior citizens are able to enjoy productive lives well
past retirement age and businesses are in desperate need of expe-
rienced workers, it makes no sense to punish seniors for working.
Yet the federal government does just that by deducting a portion
of seniors” monthly Social Security check should they continue to
work and earn income above an arbitrary government-set level.

When the government takes money every month from people’s
paychecks for the Social Security Trust Fund, it promises retirees
that the money will be there for them when they retire. The gov-
ernment should keep that promise and not reduce benefits simply
because a senior chooses to work.

Furthermore, Mr. Speaker, by providing a disincentive to
remaining in the workforce, the earnings limitation deprives the
American economy of the benefits of senior citizens who wish to
continue working but are discouraged from doing so by fear of los-
ing part of their Social Security benefits. The federal government
should not discourage any citizen from seeking or holding pro-
ductive employment.

The underlying issue of the earnings limitation goes back to the
fact that money from the trust fund is routinely spent for things
other than paying pensions to beneficiaries. This is why the first

71
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bill I introduced in the 106th Congress was the Social Security
Preservation Act (H.R. 219), which forbids Congress from spend-
ing Social Security funds on anything other than paying Social
Security pensions.

In conclusion, Mr. Speaker, I wish to reiterate my strong sup-
port for the Senior Citizens” Freedom to Work Act. Repealing the
“earnings limitation” will help ensure that America’s seniors can
continue to enjoy fulfilling and productive lives in their “golden
years.” I also urge my colleagues to protect the integrity of the
Social Security Trust Fund by cosponsoring the Social Security
Preservation Act (H.R. 219). m

Social Security Tax Relief Act

Congressional Record — U.S. House of Representatives
September 6, 2000

Mr. Speaker, I am pleased to rise in support of the Social Secu-
rity Tax Relief Act (H.R. 4865). By repealing the 1993 tax increase
on Social Security benefits, Congress will take a good first step
toward eliminating one of the most unfair taxes imposed on sen-
iors: the tax on Social Security benefits.

Eliminating the 1993 tax on Social Security benefits has long been
one of my goals in Congress. In fact, I introduced legislation to repeal
this tax increase in 1997, and I am pleased to see Congress acting on
this issue. I would remind my colleagues that the justification for
increasing this tax in 1993 was to reduce the budget deficit. Now,
President Clinton, who first proposed the tax increase, and most
members of Congress say the deficit is gone. So, by the President’s
own reasoning, there is no need to keep this tax hike in place.

Because Social Security benefits are financed with tax dollars,
taxing these benefits is yet another incidence of “double taxation.”
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Furthermore, “taxing” benefits paid by the government is merely an
accounting trick, a “shell game” which allows members of Congress
to reduce benefits by subterfuge. This allows Congress to continue
using the Social Security trust fund as a means of financing other
government programs and mask the true size of the federal deficit.

Mr. Speaker, the Social Security Tax Relief Act, combined with
our action earlier this year to repeal the earnings limitation, goes a
long way toward reducing the burden imposed by the federal gov-
ernment on senior citizens. However, I hope my colleagues will
not stop at repealing the 1993 tax increase, but will work to repeal
all taxes on Social Security benefits. I am cosponsoring legislation
to achieve this goal, H.R. 761.

Congress should also act on my Social Security Preservation
Act (H.R. 219), which ensures that all money in the Social Security
Trust Fund is spent solely on Social Security. When the govern-
ment takes money for the Social Security Trust Fund, it promises
the American people that the money will be there for them when
they retire. Congress has a moral obligation to keep that promise.

In conclusion, Mr. Speaker, I urge my colleagues to help free
senior citizens from oppressive taxation by supporting the Social
Security Benefits Tax Relief Act (H.R. 4865). I also urge my col-
leagues to join me in working to repeal all taxes on Social Security
benefits and ensuring that monies from the Social Security trust
fund are used solely for Social Security and not wasted on frivo-
lous government programs. m
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Social Security Preservation Act
Congressional Record — U.S. House of Representatives
January 8, 2003

Mr. Speaker, I rise to protect the integrity of the Social Security
trust fund by introducing the Social Security Preservation Act. The
Social Security Preservation Act is a rather simple bill which states
that all monies raised by the Social Security trust fund will be
spent in payments to beneficiaries, with excess receipts invested in
interest-bearing certificates of deposit. This will help keep Social
Security trust fund monies from being diverted to other programs,
as well as allow the fund to grow by providing for investment in
interest-bearing instruments.

The Social Security Preservation Act ensures that the govern-
ment will keep its promises to America’s seniors that taxes col-
lected for Social Security will be used for Social Security. When
the government taxes Americans to fund Social Security, it prom-
ises the American people that the money will be there for them
when they retire. Congress has a moral obligation to keep that
promise.

The return of massive federal deficits, and the accompanying
pressure for massive new raids on the trust fund, make it more
important than ever that Congress protect the trust fund from big
spending, pork-barrel politics. I call upon all my colleagues,
regardless of which proposal for long-term Social Security reform
they support, to stand up for America’s seniors by cosponsoring
the Social Security Preservation Act. m
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Social Security for American Citizens Only!

Congressional Record — U.S. House of Representatives
January 30, 2003

Mr. Speaker, today I introduce the Social Security for American
Citizens Only Act. This act forbids the federal government from
providing Social Security benefits to noncitizens. It also ends the
practice of totalization. Totalization is where the Social Security
Administration takes into account the number of years an individ-
ual worked abroad, and thus was not paying payroll taxes, in
determining that individual’s eligibility for Social Security bene-
fits!

Hard as it may be to believe, the United States government
already provides Social Security benefits to citizens of 17 other
countries. Under current law, citizens of those countries covered
by these agreements may have an easier time getting Social Secu-
rity benefits than public school teachers or policemen!

Obviously, this program provides a threat to the already frag-
ile Social Security system, and the threat is looming larger. Just
before Christmas, the press reported on a pending deal between
the United States and the government of Mexico, which would
make hundreds of thousands of Mexican citizens eligible for U.S.
Social Security benefits. Totalization is the centerpiece of this pro-
posal, so even if a Mexican citizen did not work in the United
States long enough to qualify for Social Security, the number of
years worked in Mexico would be added to bring up the total and
thus make the Mexican worker eligible for cash transfers from the
United States.

Mr. Speaker, press reports also indicate that thousands of for-
eigners who would qualify for U.S. Social Security benefits actu-
ally came to the United States and worked here illegally. That's
right: The federal government may actually allow someone who
came to the United States illegally, worked less than the required
number of years to qualify for Social Security, and then returned
to Mexico for the rest of his working years, to collect full U.S. Social
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Security benefits while living in Mexico. That is an insult to the
millions of Americans who pay their entire working lives into the
system and now face the possibility that there may be nothing left
when it is their turn to retire.

The proposed agreement is nothing more than a financial
reward to those who have willingly and knowingly violated our
own immigration laws. Talk about an incentive for illegal immi-
gration! How many more would break the law to come to this
country if promised U.S. government paychecks for life? Is creat-
ing a global welfare state on the back of the American taxpayer a
good idea? The program also establishes a very disturbing prece-
dent of U.S. foreign aid to individual citizens rather than to states.

Estimates of what this deal with the Mexican government
would cost top one billion dollars per year. Supporters of the
Social Security to Mexico deal may attempt to downplay the effect
the agreement would have on the system, but actions speak louder
than words: According to several press reports, the State Depart-
ment and the Social Security Administration are already negotiat-
ing to build a new building in Mexico City to handle the expected
rush of applicants for this new program!

As the system braces for a steep increase in those who will be
drawing from the Social Security trust fund, it makes no sense to
expand it into a global welfare system. Social Security was
designed to provide support for retired American citizens who
worked in the United States. We should be shoring up the system
for those Americans who have paid in for decades, not expanding
it to cover foreigners who have not.

It is long past time for Congress to stand up to the internation-
alist bureaucrats and start looking out for the American worker. I
therefore call upon my colleagues to stop the use of the Social Secu-
rity trust fund as yet another vehicle for foreign aid by cosponsor-
ing the Social Security for American Citizens Only Act. m



PART FOUR

Giving Money Back
to the Taxpayers

These selections are some of my attempts over the years to return income
back to its rightful owners. Many of my colleagues in Congress share my
goals to provide assistance to education, health care, and volunteering.
But unfortunately they don’t understand the crucial difference between
giving people a tax credit, versus giving them a government subsidy. But
of course there’s all the difference in the world between letting Paul keep
more of his paycheck, versus robbing Peter to give a subsidy to Paul.
Another point I stress is that if the federal government would simply
respect the limits set forth in the Constitution, we could easily abolish the
income tax and IRS forever.






The Agriculture Education Freedom Act

Congressional Record — U.S. House of Representatives
February 16, 2000

Mr. Speaker, I rise to introduce the Agriculture Education
Freedom Act. This bill addresses a great injustice being perpe-
trated by the federal government on those youngsters who partic-
ipate in programs such as 4-H or the Future Farmers of America.
Under current tax law, children are forced to pay federal income
tax when they sell livestock they have raised as part of an agri-
cultural education program. Think of this for a moment. These
kids are trying to better themselves, earn some money, save some
money, and what does Congress do? We pick on these kids by
taxing them.

It is truly amazing that with all the hand-wringing in this Con-
gress over the alleged need to further restrict liberty and grow the
size of government “for the children” we would continue to tax
young people who are trying to lead responsible lives and prepare
for the future. Even if the serious social problems today’s youth
face could be solved by new federal bureaucracies and programs,
it is still unfair to pick on those kids who are trying to do the right
thing.

These children are not even old enough to vote, yet we are forc-
ing them to pay taxes! What ever happened to no taxation without
representation? No wonder young people are so cynical about
government!

79



80 Pillars of Prosperity

It is time we stopped taxing youngsters who are trying to earn
money to go to college by selling livestock they have raised
through their participation in programs such as 4-H or Future
Farmers of America. Therefore I call on my colleagues to join me
in supporting the Agriculture Education Freedom Act. m

The Family Health Tax Cut Act

Congressional Record — U.S. House of Representatives
June 30, 2000

Mr. Speaker, today I attempted to help working Americans
provide for their children’s health care needs by introducing the
Family Health Tax Cut Act. The Family Health Tax Cut Act pro-
vides parents with a tax credit of up to $500 for health care
expenses of dependent children. Parents caring for a child with a
disability, terminal disease, cancer, or any other health condition
requiring specialized care would receive a tax credit of up to
$3,000 to help cover their child’s health care expenses. The tax
credit would be available to all citizens regardless of whether or
not they itemize their deductions.

The tax credits provided in this bill will be especially helpful to
those Americans whose employers cannot afford to provide their
employees health insurance. These workers must struggle to meet
the medical bills of themselves and their families. This burden is
especially heavy on parents whose children have a medical condi-
tion, such as cancer or a physical disability, which requires long-
term or specialized health care.

As an OB-GYN who has had the privilege of delivering more
than four thousand babies, I know how important it is that parents
have the resources to provide adequate health care for their chil-
dren. The inability of many working Americans to provide health
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care for their children is rooted in one of the great inequities of the
tax code: Congress’s failure to allow individuals the same ability to
deduct health care costs that it grants to businesses. As a direct
result of Congress’s refusal to provide individuals with health care
related tax credits, parents whose employers do not provide health
insurance have to struggle to provide health care for their children.
Many of these parents work in low-income jobs; oftentimes their
only recourse to health care is the local emergency room.

Sometimes parents are forced to delay seeking care for their
children until minor health concerns that could have been easily
treated become serious problems requiring expensive treatment! If
these parents had access to the type of tax credits provided in the
Family Health Tax Cut Act they would be better able to provide
care for their children and our nation’s already overcrowded
emergency room facilities would be relieved of the burden of hav-
ing to provide routine care for people who otherwise cannot afford
any other alternative.

According to research on the effects of this bill done by my staff
and legislative counsel, the benefit of these tax credits would begin
to be felt by joint filers with incomes slightly above $18,000 a year
or single income filers with incomes slightly above $15,000 per
year. Clearly this bill will be of the most benefit to low-income
Americans balancing the demands of taxation with the needs of
their children.

Under the Family Health Tax Cut Act, a struggling single
mother with an asthmatic child would at last be able to provide for
her child’s needs, while a working-class family will not have to
worry about how they will pay the bills if one of their children
requires lengthy hospitalization or some other form of specialized
care.

Mr. Speaker, this Congress has a moral responsibility to pro-
vide low-income parents struggling to care for a sick child tax
relief in order to help them better meet their child’s medical
expenses. | would ask any of my colleagues who would say that
we cannot enact the Family Tax Cut Act because it would cause the
government to lose too much revenue, who is more deserving of
this money, Congress or the working-class parents of a sick child?

The Family Health Tax Cut Act takes a major step toward help-
ing working Americans meet their health care needs by providing



82 Pillars of Prosperity

them with generous health care related tax cuts and tax credits. I
urge my colleagues to support the pro-family, pro-health care tax
cuts contained in the Family Health Tax Cut Act. m

The Public Safety Tax Cut Act

Congressional Record — U.S. House of Representatives
June 25, 2002

Mr. Speaker, I am pleased to introduce the Public Safety Tax Cut
Act. This legislation will achieve two important public policy goals.
First, it will effectively overturn a ruling of the Internal Revenue Ser-
vice which has declared as taxable income the waiving of fees by
local governments who provide service for public safety volunteers.

Many local governments use volunteer firefighters and auxil-
iary police either in place of, or as a supplement to, their public
safety professionals. Often as an incentive to would-be volunteers,
the local entities waive all or a portion of the fees typically charged
for city services such as the provision of drinking water, sewer
charges, or debris pick up.

Local entities make these decisions for the purpose of encour-
aging folks to volunteer, and seldom do these benefits come any-
where near the level of a true compensation for the many hours of
training and service required of the volunteers. This, of course,
does not even mention the fact that these volunteers very possibly
could be called into a situation where they have to put their lives
on the line.

Rather than encouraging this type of volunteerism, which is so
crucial, particularly to America’s rural communities, the IRS has
decided that the provision of the benefits described above amounts
to taxable income. Not only does this adversely affect the financial
position of the volunteer by imposing new taxes upon him or her, it
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has in fact led local entities to stop providing these benefits, thus
taking away a key tool they have used to recruit volunteers. That is
why the IRS ruling in this instance has a substantial negative impact
on the spirit of American volunteerism. How far could this go? For
example, would consistent application mean that a local Salvation
Army volunteer must be taxed for the value of a complimentary
ticket to that organization’s annual county dinner? This is obvi-
ously bad policy.

This legislation would rectify the situation by specifically
exempting these types of benefits from federal taxation.

Next, this legislation would also provide paid professional police
and fire officers with a $1,000 per year tax credit. These professional
public safety officers put their lives on the line each and every day,
and I think we all agree that there is no way to properly compensate
them for the fabulous services they provide. In America we have a
tradition of local, as opposed to federal, law enforcement and pub-
lic safety provision. So, while it is not the role of our federal gov-
ernment to increase the salaries of local officers, it certainly is within
our authority to increase their take-home pay by reducing the
amount of money that we take from their pockets via federal taxa-
tion, and that is something this bill specifically does as well.

President George Bush has called on Americans to volunteer
their time and energy to enhance public safety. Shouldn’t Congress
do its part by reducing taxes that discourage public safety volun-
teerism? Shouldn’t Congress also show its appreciation to police
officers and fire fighters by reducing their taxes? I believe the
answer to both of these questions is a resounding “Yes,” and there-
fore I am proud to introduce the Public Safety Tax Cut Act. I request
that my fellow Members join in support of this key legislation. m
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End the Income Tax— Pass the Liberty
Amendment

Congressional Record — U.S. House of Representatives
January 30, 2003

Mr. Speaker, I am pleased to introduce the Liberty Amend-
ment, which repeals the 16th Amendment, thus paving the way for
real change in the way government collects and spends the peo-
ple’s hard-earned money. The Liberty Amendment also explicitly
forbids the federal government from performing any action not
explicitly authorized by the United States Constitution.

The 16th Amendment gives the federal government a direct
claim on the lives of American citizens by enabling Congress to
levy a direct income tax on individuals. Until the passage of the
16th Amendment, the Supreme Court had consistently held that
Congress had no power to impose an income tax.

Income taxes are responsible for the transformation of the fed-
eral government from one of limited powers into a vast leviathan
whose tentacles reach into almost every aspect of American life.
Thanks to the income tax, today the federal government routinely
invades our privacy, and penalizes our every endeavor.

The Founding Fathers realized that “the power to tax is the
power to destroy,” which is why they did not give the federal gov-
ernment the power to impose an income tax. Needless to say, the
Founders would be horrified to know that Americans today give
more than a third of their income to the federal government.

Income taxes not only diminish liberty, they retard economic
growth by discouraging work and production. Our current tax
system also forces Americans to waste valuable time and money
on compliance with an ever-more complex tax code. The increased
interest in flat-tax and national sales tax proposals, as well as the
increasing number of small businesses that question the Internal
Revenue Service’s (IRS) “withholding” system provides further
proof that America is tired of the labyrinthine tax code. Americans
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are also increasingly fed up with an IRS that continues to ride
roughshod over their civil liberties, despite recent “pro-taxpayer”
reforms.

Mr. Speaker, America survived and prospered for 140 years
without an income tax, and with a federal government that gener-
ally adhered to strictly constitutional functions, operating with
modest excise revenues. The income tax opened the door to the era
(and errors) of Big government. I hope my colleagues will help
close that door by cosponsoring the Liberty Amendment. m

Teacher Tax Cut Act

Congressional Record — U.S. House of Representatives
February 11, 2003

Mr. Speaker, I am pleased to introduce two pieces of legislation
that raise the pay of teachers and other educators by cutting their
taxes. I am sure that all my colleagues agree that it is long past time
to begin treating those who have dedicated their lives to educating
America’s children with the respect they deserve. Compared to
other professionals, educators are under-appreciated and under-
paid. This must change if America is to have the finest education
system in the world!

Quality education is impossible without quality teaching. If we
continue to undervalue educators, it will become harder to attract,
and keep, good people in the education profession. While educa-
tors” pay is primarily a local issue, Congress can, and should, help
raise educators’ take home pay by reducing educators’ taxes.

This is why I am introducing the Teachers Tax Cut Act. This
legislation provides every teacher in America with a $1,000 tax
credit. I am also introducing the Professional Educators Tax Relief
Act, which extends the $1,000 tax credit to counselors, librarians,
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and all school personnel involved in any aspect of the K-12 aca-
demic program.

The Teacher Tax Cut Act and the Professional Educators Tax
Relief Act increase the salaries of teachers and other education pro-
fessionals without raising federal expenditures. By raising the
take-home pay of professional educators, these bills encourage
highly qualified people to enter, and remain in, education. These
bills also let America’s professional educators know that the
American people and the Congress respect their work.

I hope all my colleagues join me in supporting our nation’s
teachers and other professional educators by cosponsoring the
Teacher Tax Cut Act and the Professional Educators Tax Relief
Act. m

The Family Education Freedom Act

Congressional Record — U.S. House of Representatives
February 11, 2003

Mr. Speaker, I rise today to introduce the Family Education
Freedom Act, a bill to empower millions of working and middle-
class Americans to choose a nonpublic education for their chil-
dren, as well as making it easier for parents to actively participate
in improving public schools. The Family Education Freedom Act
accomplishes its goals by allowing American parents a tax credit
of up to $3,000 for the expenses incurred in sending their child to
private, public, parochial, other religious school, or for home
schooling their children.

The Family Education Freedom Act returns the fundamental
principle of a truly free economy to America’s education system:
what the great economist Ludwig von Mises called “consumer
sovereignty.” Consumer sovereignty simply means consumers
decide who succeeds or fails in the market. Businesses that best
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satisfy consumer demand will be the most successful. Consumer
sovereignty is the means by which the free market maximizes
human happiness.

Currently, consumers are less than sovereign in the education
market. Funding decisions are increasingly controlled by the fed-
eral government. Because “he who pays the piper calls the tune,”
public, and even private schools, are paying greater attention to
the dictates of federal “educrats” while ignoring the wishes of the
parents to an ever-greater degree. As such, the lack of consumer
sovereignty in education is destroying parental control of educa-
tion and replacing it with state control. Loss of control is a key rea-
son why so many of America’s parents express dissatisfaction with
the educational system.

According to a study by The Polling Company, over 70 percent
of all Americans support education tax credits! This is just one of
numerous studies and public opinion polls showing that Ameri-
cans want Congress to get the federal bureaucracy out of the
schoolroom and give parents more control over their children’s
education.

Today, Congress can fulfill the wishes of the American people
for greater control over their children’s education by simply allow-
ing parents to keep more of their hard-earned money to spend on
education rather than force them to send it to Washington to sup-
port education programs reflective only of the values and priori-
ties of Congress and the federal bureaucracy.

The $3,000 tax credit will make a better education affordable for
millions of parents. Mr. Speaker, many parents who would choose
to send their children to private, religious, or parochial schools are
unable to afford the tuition, in large part because of the enormous
tax burden imposed on the American family by Washington.

The Family Education Freedom Act also benefits parents who
choose to send their children to public schools. Parents of children
in public schools may use this credit to help improve their local
schools by helping finance the purchase of educational tools such
as computers or to ensure their local schools can offer enriching
extracurricular activities such as music programs. Parents of pub-
lic school students may also wish to use the credit to pay for spe-
cial services, such as tutoring, for their children.
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Increasing parental control of education is superior to funnel-
ing more federal tax dollars, followed by greater federal control,
into the schools. According to a Manhattan Institute study of the
effects of state policies promoting parental control over education,
a minimal increase in parental control boosts students’ average
SAT verbal score by 21 points and students” SAT math score by 22
points! The Manhattan Institute study also found that increasing
parental control of education is the best way to improve student
performance on the National Assessment of Education Progress
(NAEDP) tests.

Clearly, enactment of the Family Education Freedom Act is the
best thing this Congress could do to improve public education.
Furthermore, a greater reliance on parental expenditures rather
than government tax dollars will help make the public schools into
true community schools that reflect the wishes of parents and the
interests of the students.

The Family Education Freedom Act will also aid those parents
who choose to educate their children at home. Home schooling has
become an increasingly popular, and successful, method of edu-
cating children. Home schooled children outperform their public
school peers by 30 to 37 percentile points across all subjects on
nationally standardized achievement exams. Home schooling par-
ents spend thousands of dollars annually, in addition to the wages
forgone by the spouse who forgoes outside employment, in order
to educate their children in the loving environment of the home.

Ultimately, Mr. Speaker, this bill is about freedom. Parental
control of child rearing, especially education, is one of the bul-
warks of liberty. No nation can remain free when the state has
greater influence over the knowledge and values transmitted to
children than the family.

By moving to restore the primacy of parents to education, the
Family Education Freedom Act will not only improve America’s
education, it will restore a parent’s right to choose how best to edu-
cate one’s own child, a fundamental freedom that has been eroded
by the increase in federal education expenditures and the corre-
sponding decrease in the ability of parents to provide for their chil-
dren’s education out of their own pockets. I call on all my colleagues
to join me in allowing parents to devote more of their resources to
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their children’s education and less to feed the wasteful Washington
bureaucracy by supporting the Family Education Freedom Act. m

The False Tax Cut Debate

Congressional Record — U.S. House of Representatives
May 6, 2003

The current tax cut debate is more about politics than serious
economics. Both sides use demagoguery but don’t propose signif-
icant tax cuts. The benefits that could come from the current tax
cut proposal unfortunately are quite small and not immediate.

Some say tax cuts raise revenues by increasing economic activ-
ity, thus providing Congress with even more money to spend.
Others say lowering taxes simply lowers revenues and increases
deficits.

Some say we must target tax cuts to the poor and middle class
so they will spend the money. Others say tax cuts should be tar-
geted to the rich so they can invest and create jobs.

We must accept that it’s hard to give tax cuts to people who
don’t pay taxes. But, we could, if we wanted, cut payroll taxes for
lower income workers.

The truth is, government officials can’t know what consumers
and investors will do if they get a tax cut. Plugging tax cut data
into a computer and expecting an accurate projection of the eco-
nomic outcome is about as reliable as asking Congress to project
government surpluses.

Two important points are purposely ignored:

1. The money people earn is their own and they have a moral

right to keep as much of it as possible. It is not Congress’s
money to spend.
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2. Government spending is the problem! Taking a big chunk
of the people’s earnings out of the economy, whether
through taxes or borrowing, is always harmful.

Taxation is more honest and direct, and the harm is less hidden.
Borrowing, especially since the Federal Reserve creates credit out
of thin air to loan to big spenders in Congress, is more deceitful. It
hides the effects and delays the consequences. But over the long
term this method of financing is much more dangerous.

The process by which the Fed monetizes debt and accommo-
dates Congress contributes to, if not causes, most of our problems.

This process of government financing;:

1. Generates the business cycle and thus increases unemploy-
ment;

2. Destroys the value of the dollar and thus causes price infla-
tion;

3. Encourages deficits by reducing restraints on congres-
sional spending;

4. Encourages an increase in the current account deficit (the
dollar being the reserve currency) and causes huge foreign
indebtedness;

5. Reflects a philosophy of instant gratification that says,
“Live for the pleasures of today and have future genera-
tions pay the bills.”

Two points to remember:

1. Whether or not people can keep what they earn is first a
moral issue and second an economic issue. Tax cuts
should never be referred to as a “cost to government.” Tax
cuts should be much bigger and come much sooner for
everyone.

2. The real issue is total spending by government, yet this
issue is ignored or politicized by both sides of the aisle in
Congress.

The political discussion about whether to cut taxes avoids the
real issues and instead degenerates into charges of class and party
warfare, with both sides lusting for power.

Of course the real issue for the ages, namely “What is the
proper role for government in a constitutional republic?” is totally
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ignored. And yet the bigger question is: “Are the American peo-
ple determined they still wish to have a constitutional republic?”

Police Security Protection Act

Congressional Record — U.S. House of Representatives
August 1, 2007

Mr. Speaker, I am pleased to help America’s law enforcement
officers by introducing the Police Security Protection Act. This leg-
islation provides police officers a tax credit for the purchase of
armored vests.

Professional law enforcement officers put their lives on the line
each and every day. Reducing the tax liability of law enforcement
officers so they can afford armored vests is one of the best ways
Congress can help and encourage these brave men and women.
After all, an armored vest could literally make the difference
between life or death for a police officer. I hope my colleagues will
join me in helping our nation’s law enforcement officers by
cosponsoring the Police Security Protection Act. m






PART FIVE

Money and Banking:
Gold versus Fiat

These selections show my overriding concern throughout my political
career for sound money. Only an honest dollar backed up by gold can pro-
vide a solid foundation for sustainable economic growth. As theory and
history show, politicians can’t be trusted with the printing press. Inflat-
ing the currency not only causes prices to rise, but the Fed’s manipula-
tion of interest rates leads to the boom-bust cycle in the economy.






To Provide for Amendment of the Bretton
Woods Agreement Act, and for Other
Purposes

Hearing before the Subcommittee on International Finance
of the Committee on Banking, Housing and Urban Affairs
Congressional Record — U.S. House of Representatives
August 27, 1976

In the Banking Committee I was the one who voted against this
bill. It was a 24-to-1 vote.

By the time it got to the floor, ten members of the Banking
Committee voted against this bill. So I think this goes to show that
there were some reconsiderations and second thoughts on this bill.

It was stated in our committee that these were some technical
changes in the Bretton Woods Agreement.

This is the size of it, and I would like to emphasize this. This is
more than technical.

The Senate statement in one of the introductions I read said that
they were fundamental changes, and I would have to agree with
that, that these are fundamental changes, that we are going
through fundamental changes in the International Monetary Fund.

I feel as though a vote for this bill is a vote for inflation, espe-
cially on an international level.

I do not agree with the sale of the gold. I do not think that is the
proper way to handle this.

I think what they are doing also with the profits from this gold,
funds that they get, they are using them to give to the Third World

95
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nations is truly foreign aid and should be under control of the Con-
gress and not through some international body.

I believe in international monetary issues, we find a good bit of
ignorance floating about.

I think there are several reasons for this. It is boring to many
people. They do not involve themselves in the issues. And it is also
a nonpolitical issue. You don’t gain votes by talking about IMF
back in your district.

So for this reason people do not interest themselves in a politi-
cal sense and there is disinterest in subjects such as this.

We have had statements made in the past on monetary policy
that disturb me. I think they reflect the disinterest they have.

At one meeting Kennedy walked into, he said, “Tell me again;
how does the Federal Reserve System finance our debt.” He was
confused about exactly how the financing worked.

Mr. Johnson one time said that, “We will see that there are so
many silver half-dollars in circulation that nobody will hold
them,” not understanding that bad money drives out good money.
So he produced more half-dollars in one year than had been
minted in approximately 100 years. Yet the silver half-dollars dis-
appeared. He could not defy the laws of economics.

I understand on one of the Watergate tapes Mr. Nixon said,
“Don’t bother me with devaluation. Just take care of it. Do what
you have to do.” To him it was unimportant.

But I do believe that this is a general problem. There is a good
bit of economic ignorance that floats around.

After the Smithsonian agreement, which was in 1971 —it was
heralded by the President, “The greatest monetary agreement in
the history of the world.” It lasted a little over a year.

People are heralding this as a fundamental basic good change.
I don’t think it will be any better than the changes made in the
Smithsonian agreement.

This bill, in essence, ratifies floating, phasing out the gold,
increases quotas, and establishes a new powerful executive coun-
cil.

I think the phasing out of the gold problem is a continual
harassment and continual hostility toward sound money, honest
money, commodity money, and I disagree with this.
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The opposite of honest commodity money is inflation, inflation
either at a local governmental/national level or on a scale such as
we are talking about later in the IMF.

The sales of gold, I consider illegal. This was backed up by a
statement from the Library of Congress; they use the scarce cur-
rency clause to sell this gold. If anybody knows anything about
dollars these days they are not too scarce so they are really stretch-
ing the point about the scarce currency clause.

And the method they are using in selling the gold, by first giv-
ing it to the Treasury for $42, then the Treasury resells it to the
Fund at $42 and the Fund sells it at market price using the profit
for foreign aid. They have disrupted the market so much that the
price of gold has been driven down to such a degree that what it is
trying to accomplish it is not doing because they are not having
near the funds they once thought they would accumulate for these
foreign aid projects.

I think what they don’t want is the discipline and integrity of an
honest money system. This is the reason that they must go and be
on record and be registered saying that we do not want to have
anything to do with gold and restraints and disciplines.

On the subject of quotas; I disagree that it is a transfer of assets.
If the American taxpayer wants those $2 billion, he cannot get
them back. It is only under very special circumstances that we can
benefit once that $2 billion gets into the fund. I think it should be
in the budget.

I know Mr. Proxmire has always been concerned about budg-
etary matters and watches fiscal policy and I would hope he would
agree it must be put into the budget because I think it is dereliction
of our duty if we do not.

It was in the budget up until 1969 and it should be put back.
The Executive Council bothers me. You mentioned your concern
about getting information and materials from the IMF. Let me tell
you, when this goes into effect, the information is going to go in
one direction. It is going to go from us to the IMF.

Mr. Simon stated the amendment

provides broad new authority for the IMF to oversee the

compliance of each member with its obligation. This
authority for fund surveillance gives the fund the tactic
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of applying a global perspective to action of those mem-
bers that cause adjustments or other problems for other
nations.

Members are obliged to provide the fund with infor-
mation necessary for surveillance of these exchange rate
policies.

The other thing that is very important here, it isn’t only the
deficit countries they want to control and tell them what to do with
their fiscal and monetary policies, it is the surplus countries.

If we ever went back in this country to sound monetary policy
and sound fiscal policy, and had a sound dollar and did not inflate,
we could become a surplus country again. Even if we kept our
house in order under these arrangements, they will have the right
to come in and supervise our fiscal policy so that they can take the
benefits we have had in this country from good monetary policy
and export them to somebody such as England or Italy that may be
needing some help due to an inflationary policy.

This act also ratifies floating. We have been floating since 1973,
officially. We do not need an IMF to float. The float evidently is
necessary as a market adjustment for different nations inflating at
different rates. We cannot go back to arbitrarily fixed rates.

The only way you could get a fixed rate is if you related each
individual currency to some relatively fixed commodity such as
silver and gold. So you cannot arbitrarily set fixed rates but try to
supervise floating rates and set up a lot of rules and regulations
and then you have England inflating at a certain rate and us at
another rate. It's doomed to failure.

The devaluation that everybody heralded as a tremendous help
to us a couple years ago has not really helped. Devaluation in this
way is a temporary device that helps just for a short time. Right
now, if you look in the papers in the Wall Street Journal, it shows
our deficit in our balance of trade was up over $800 million last
month.

Just because you lowered the cost of exports, the cost of imports
go up. It also increases demands because your prices went down
temporarily. With the increase in demands and increase in the cost
of your imports, you go back to the need for higher prices in your
country and then a need and incentive to inflate the currency
again.
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Switzerland hasn’t belonged to the IMF. They have a relatively
sound currency. They do not have inflation. They do not have this
kind of problem. To think that a system, an international system
can work on floating is like arguing for 50 currencies in this coun-
try.

If we can realize that, the benefit of the sound currency or one
currency that we can relate to in 50 States, then we can realize why
we need one currency of soundness throughout the world. The
problem here is a moral problem as well as an economic problem.

The problem is that of inflation. The unwillingness of nations to
pay for what they are spending. We inflate because we have a
deficit, $75 billion, $80 billion a year because we pass out to people
things that they want and we don’t have the guts and the courage
to tax them if that is what truly is necessary.

So, what do we do, we increase the monetary supply and that
is inflation. Now, we are planning to condone it and do it on an
international scale. I am convinced it will not work. Within a few
years we will know that I don’t think there is any doubt that we
cannot defy the laws of economics.

Sound money has always been the rallying point, 5,000 years of
history has proven that. Even though we have gotten away with
this for a good many years, even though we arbitrarily kept the
dollar related to gold at $35 an ounce, it was because we were so
wealthy that we got away with it. Eventually the system fell apart
and now we are in worse shape than we have ever been.

We do not have a store of wealth like we had before. We have
an economy that is very shaky. Nobody is sure that we will com-
pletely get out of this recession that we have just gotten over. How
can we support an unsound dollar and unsound currency and an
international monetary scheme that we are working on here now,
I say that we have serious considerations for what is going on and
it is our obligation and duty as Representatives in this nation to
study it closely. m
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Inflation— The Overriding Concern of All
Americans

Congressional Record — U.S. House of Representatives
February 15, 1979

Mr. Speaker, today the overriding concern of all Americans is
the inflation with which they have been forced to live. In recent
years concern about inflation has been transformed into fear. If we,
as their representatives, do not do something quickly to stop this
destructive process, this fear will turn to panic.

Not one Member of this House publicly endorses inflation as a
proper economic policy. We all denounce the evil that it brings,
and yet the inflation continues at an unprecedented rate.

If all our colleagues are well intended, as I sincerely believe,
why are we so unsuccessful in providing an economy with falling
or stable prices?

I would like to suggest to you and to my colleagues that per-
haps the conventional definition of inflation is incorrect. If it could
be shown that our basic assumption about the cause of inflation is
wrong, it would help us to understand why the concerted efforts
of Republicans, Democrats, liberals, and conservatives, have failed
so miserably in the past ten years, in accomplishing anything
whatsoever in restraining the destructive forces of inflation. m
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Curtailing the Discretionary Powers of the
Federal Reserve

Congressional Record — U.S. House of Representatives
March 15, 1979

Mr. Speaker, while I applaud the committee’s recognition of
the fact that “reducing inflation will require persistent, measured,
monetary and fiscal restraint,” I believe that the committee is still
looking at the Federal Reserve through rose-colored glasses.
Throughout its 65-year history, the Federal Reserve has pursued
a policy of deliberate inflation and manipulation of the money
supply, a policy which has caused numerous recessions, massive
unemployment, double-digit price inflation, international
exchange crises, and the largest and longest depression in our na-
tional history. The committee does note that the Federal Reserve
had promised moderation and consistency in monetary policy
before, but that it has been either “unwilling or unable” to keep its
promise. I concur with the committee’s view of the importance
and necessity of the Federal Reserve keeping its promises on mon-
etary policy, but I am skeptical nonetheless. We need only look at
the record of the Federal Reserve, which I have briefly recapitu-
lated above, in order to understand my skepticism. The only per-
manent and practical solution to the problem of inflation—the
only way to implement the Federal Reserve’s and this committee’s
goal of persistent monetary restraint—is to decouple money and
politics altogether, removing control over the money supply from
any governmental or quasi-governmental institution. The deregu-
lation of money, not simply a slowing in the growth of the money
supply, must be our goal. The committee is looking in the right
direction, but it has not yet seen the correct destination.

There seems to be a growing consensus among economists that
the American people will suffer through another government-
caused recession later this year or early next year. The committee
takes note of this view and expresses its concern. What it does not
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seem to realize, however, is that the persistent policy of monetary
inflation pursued by the Federal Reserve makes these recessions in-
evitable. The timing of the next recession may be a matter of guess-
ing; the fact of the next recession is not. In view of this fact, it is not
enough to express concern and then declare that the Federal
Reserve’s monetary growth targets are appropriate. They are not. If
we intend to pursue a genuine anti-inflationary policy, it is not
appropriate to endorse a growth in the money supply. Nor is it
appropriate for the committee to endorse even greater inflation
should “measurements reveal that the Federal Reserve’s target
ranges for the growth of the other monetary and credit aggregates
are not being met.”

The committee is correct in demanding monetary restraint from
the Federal Reserve; the problem is that it does not demand
enough restraint and allows the Federal Reserve to exercise
entirely too much discretion in its control of the money supply.
This, of course, is not to argue for congressional control of the
money supply, but it is to argue that discretionary and arbitrary
control over the money supply by any governmental agency must
be abolished. If any responsibility is granted to the government
with respect to money, it should be to insure that the value of the
money is maintained, not systematically destroyed through a pol-
icy of deliberate inflation. In medicine there is a term for diseases
caused by physicians: iatrogenic. Inflation might correctly be
called politico-genic, for it is caused by the politicians (including
the officers of the Federal Reserve) who for 65 years have declared
that they intend to cure inflation.

One hopes that the Federal Reserve abides by its promise to
decrease the rate of monetary growth; it definitely should keep its
word. But its past record is not encouraging, and the committee
should consider legislation to curtail the Federal Reserve’s discre-
tionary powers and to begin the process of depoliticizing money
altogether. Fiat money, with which we have been forced to live, re-
quires extensive control and management at all times, with the hope
of not disrupting the functioning of the economy too greatly. As the
failure of the money managers becomes more and more apparent,
other programs will be declared “necessary” and “required” by
those same managers: price and wage controls, rationing, import
controls, capital market controls, and so on. All these programs will
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be imposed on the people at the sacrifice of personal freedom and
the destruction of a market economy, should our present policies of
monetary management continue. Sound, honest money needs no
managers. The integrity of our leaders should ensure money of
real value. If this were so, inflation would disappear and our
economy could be put on the road to recovery. m

Print 3 Million and Take 1 Million
for Yourself

Congressional Record — U.S. House of Representatives
May 31, 1979

Mr. Speaker, David Ottaway, in writing about Idi Amin’s eco-
nomic atrocities, discussed with a salesman for a British banknote
firm who personally negotiated a contract with the former dictator
of Uganda for printing up 2 million Ugandan shillings worth of
100 shilling notes. “At the close of their conversation,” said Mr.
Ottaway, the salesman “gingerly asked how he was to be paid.”

“Print 3 million and take 1 million for yourself,” Amin angrily
retorted.

Inflation, the expansion of the money supply, helped destroy
Uganda’s economy, along with other forms of government regula-
tion and interference. Amin doubled the money supply in his last
two years as dictator, flooding the country with paper money.
Prices naturally skyrocketed.

Idi Amin is no longer oppressing the people of Uganda, but his
monetary policies live on, in more moderate form, at the U.S. Fed-
eral Reserve Board.

We will never have stable prices until we stop flooding our
country with paper dollars, and solving—or trying to solve—our
problems by printing more money. It will not work for us, any
more than it did for Idi Amin. m



104 Pillars of Prosperity

Gold Prices Soar; Dollar Declines

Congressional Record — U.S. House of Representatives
September 28, 1979

Mr. Speaker, gold prices continue to soar — or rather, the dollar
continues to decline in value. In terms of gold, the dollar has now
been devalued by 92 percent since 1971. It is not coincidental that
1971 was the last time the dollar had an official relationship with
gold, until Nixon closed the gold window and ushered in the first
official devaluation of the dollar since the Depression.

What are the currency trading and gold panic telling us? We are
now witnessing the remonetization of gold, in disregard of the
official U.S. government position concerning the precious metal.
The surge in gold prices is the world’s vote of no confidence in
paper currencies and the governments that promote fiat monetary
policies.

People, as they have throughout history, want and demand
money with intrinsic value. Governments are always resorting to
inflation to fulfill the desires of special interest groups for some-
thing for nothing, but the majority will eventually insist on a
return to commodity money —gold or silver.

Some try to brush off the skyrocketing price of gold as irrational
panic. Panic there is, but it is neither irrational nor led by the unin-
formed. It is a logical reaction to the discovery that paper money is
ultimately worthless.

The decision of millions of people in their attempt to protect
themselves from the onslaught of inflation means they no longer
trust the politicians nor the politicians” money.

The panic will end when we shut off the printing presses and
make our dollar redeemable in gold once more. m
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Government Should Stop Destroying
Value of the Dollar

Congressional Record — U.S. House of Representatives
July 20, 1979

Mr. Speaker, in 1964, you could buy a suit of clothes for $35: 1
ounce of gold. Today, you can buy a very nice suit for 1 ounce of
gold: $300.

Prices have not gone up in terms of real values. And the hours
of labor it takes to earn enough Federal Reserve notes to buy a
good suit are not significantly different from 15 years ago.

Dollar prices have zoomed, however, because the government
has increased the supply of money and credit. This is inflation.

Just last week, M2 went up $4.5 billion. In the past three
months, it has risen at an annual rate of 11.7 percent.

Is this Chairman Miller’s parting gift to the American people as
head of the Federal Reserve System?

Now he is going to the Treasury Department, to manage all of
our financial affairs.

We will never have stable prices, until the government— Con-
gress, President, Treasury, and Federal Reserve —ceases the poli-
cies of increasing money and credit that are destroying the value
of every dollar that belongs to the American people. m
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Increased Money Supply Cause of Inflation

Congressional Record — U.S. House of Representatives
November 16, 1979

Mr. Speaker, interest rates are a hot subject in Washington these
days, and no wonder. The record-high prime rate of 13 1/4 percent
and discount rate of 11 percent have made even the most unso-
phisticated realize that something is drastically wrong.

But just what these high rates actually mean seems to be a mys-
tery to those in charge in this city. This tells me something about
why a solution to inflation has been so elusive.

The New York Times two days ago complained bitterly about the
“tight” monetary policy of our new Fed Chairman, and charged
that he has “a leaden foot on the monetary brakes.”

In the Senate Banking Committee yesterday Chairman Volcker
was praised for his tight monetary policy, and his use of high
interest rates to fight inflation.

Recently in this Chamber a member of the House Banking
Committee condemned high interest rates as the cause of inflation,
insinuating that a lowering of these rates would go a long way to-
ward solving the problem.

The truth is that the money supply, as measured by the mone-
tary base, has increased during the last month at the astounding
rate of 15.1 percent. We are inflating —increasing the supply of
money and credit—at a record rate, and this is why interest rates
are also at record rates.

Until we realize that rising interest rates and prices are caused
by inflation, and not the other way around, our patchwork finan-
cial and monetary policies will only continue to add to our prob-
lems, instead of solving them. m
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The Recent Strength of the Dollar
and Inflation

Congressional Record — U.S. House of Representatives
October 17, 1979

Mr. Speaker, in the last several days we have read a lot in the
newspapers about the strong dollar that we have had since the
Federal Reserve took action last week to raise the interest rates.

I'would like to suggest that these high interest rates and what the
Fed has done are only a result of inflation and really will not do a
whole lot to solve the problem of inflation unless the Fed continues
with a very long and determined effort to curb the increase in the
money supply. The strength of the dollar as reported in recent days
is very much a deception to us because it is not telling us a whole lot.

We have to decide this: What are we talking about, and in terms
of what? In terms of other currencies, it is true we can get more
Japanese yen today than we could a week or two ago. But the
American housewife who has to go to the grocery store does not
understand this because her dollar is still very weak and buys as
little or less today than it did one month ago.

So it is only a deception to think that we have a stronger dollar
as a result of the recent Fed action. This is only reflecting the fact
that other countries are inflating as well. In the traditional sense, as
in days gone by when we measured the strength of the dollar in
terms of gold, we find that the dollar is very, very weak.

In recession and in bad economic times prices drop. In terms of
gold, prices today are at historic lows. Ten years ago one ounce of
gold bought 100 gallons of gasoline, today it will buy nearly 400
gallons.

Until we in the Congress realize our problem is the depreciat-
ing American dollar and not the high prices that are merely the
consequence of our spendthrift ways, we will never solve the
problems of inflation that is eating away at the earnings and sav-
ings of every American citizen. m
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Inflation is Caused by Government

Congressional Record — U.S. House of Representatives
November 16, 1979

Mr. Speaker, a recent survey of the people of the 22nd district
of Texas revealed that their overwhelming concern is inflation.
And with good reason.

Will prices ever stop rising? The government admits to 13 per-
cent inflation, but every homemaker knows that the real rate is
much higher.

The politicians try to blame inflation on labor unions, business-
men, Arabs, and consumers, but only the federal government can
cause inflation, and only it is responsible.

When the federal government spends money it does not have —
some $30 to $50 billion this fiscal year alone —and pays the bills by
creating new dollars out of thin air, the value of each existing dol-
lar must fall. Even worse, off-budget and other hidden expendi-
tures have added $99 billion to the national debt, which is also
financed with inflation.

At the Bureau of Engraving and Printing in Washington, D.C.,
giant printing presses run 24 hours a day, 7 days a week, 365 days
a year, printing up new paper money. The government also creates
new money in the banking system, by a complicated process called
monetizing the debt. What this all amounts to is inflation.

The can of peas that you buy today isn’t more valuable than the
can you bought a year ago. But your money is worth less. This is
what causes prices to go up. High prices are a consequence of
inflation, not its cause.

Business Does Not Cause Inflation

Some argue that greedy businessmen are the cause of inflation.
Are businessmen today more “greedy” than they were in the
1950s and early 1960s, when prices rose much more slowly? If
greed can cause prices to rise 13 percent, why not 130 percent or
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1,300 percent? If businessmen tried it, they would go out of busi-
ness. The reason is that nobody would pay $10 for a can of peas
with the number of dollars in circulation today. But if that number
continues to increase, peas may be $10 per can in the near future.
Competition tends to keep the price as low as possible.

Union Workers Do Not Cause Inflation

Others say that greedy union workers demand wages that
cause businesses to raise their prices, and this is what brings about
inflation. But in all inflationary periods, unionized workers —like
all working people —fall behind the rising cost of living. How can
it be fair for government to hold raises to 7 percent when inflation
is at least twice that? If unions are so greedy, and have this power,
why do they not push up wages 100 percent instead of 10 percent?

If a company allowed this, it would have to pass on the
increased costs to the consumers in much higher prices. But this
wouldn’t be possible, because again you wouldn’t pay $10 for a
can of peas. In fact, for working people to stay even with the cost
of living — given our inflation and tax system — they would have to
get raises of 18 percent or 20 percent a year. No union is getting
these kinds of increases.

Any person who works for a living deserves to be paid in a cur-
rency that maintains its value and not have part of his pay stolen
by loss of purchasing power.

Consumers Do Not Cause Inflation

A few years ago, the government ran an expensive advertising
campaign blaming inflation on consumers for being too greedy.
TV commercials —produced at your expense—showed snorting
people with the heads of pigs, asking for more and more.

People have always wanted a better life for themselves and their
families, and only government—constantly grasping for more
money and power from the people—could condemn this as wrong.

Are people today more “greedy” than in the past? To ask the
question is to answer it. Human nature is not different today than
it was 1,000 years ago.

But people can spend only so much without ending up in bank-
ruptcy.
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Arabs Do Not Cause Inflation

The government blames inflation on the Arabs. Oil is getting
more and more expensive, and the Arabs do want every dollar
they can get.

But if the money supply were not increasing, and we had to
spend more on foreign oil, we would have less to spend on every-
thing else, which would mean less demand and lower prices for
nonpetroleum-related products. The overall cost of living would
not increase.

We import about half our oil. Switzerland, West Germany, and
Japan—with much lower inflation rates—import all their oil. If
OPEC caused inflation, they would be in worse shape than we are.
But they aren’t because their governments inflate less.

Printing Paper Dollars will Not Help

Just since 1970, we have seen the U.S. money supply more than
double. This has meant more paper dollars in circulation, but not,
of course, more wealth. This is the reason prices go up.

Inflation Is a Tax

Since the federal government uses inflation—the creation of
new money — to pay its bills, we can look on it as a tax, a tax we all
pay in higher prices.

But inflation is an exceedingly unfair and regressive tax. Not all
sectors of the economy suffer equally. In fact, some benefit, since
inflation results in a transfer of wealth from savers and workers to
speculators, bureaucrats, and the special interests favored by gov-
ernment.

Inflation also breeds mistrust. Its economic effects are so
destructive, because it leads—as it has in our country—to rising
prices and rising unemployment.

It misdirects the economy and prevents accurate assessment of
future business conditions, thus contributing to bankruptcies of
cities and corporations, like New York City, Cleveland, and
Chrysler.
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At first, inflation does “stimulate” the economy, in the same
way a dose of heroin stimulates a drug addict. It feels great for a
while, but there is a price to be paid.

Eventually, the economic conditions created by inflation lead to
social discontent and anger, as classes, races, and regions are set
against one another. Everybody grows irritable and uncertain
about the future, as they find it harder and harder to make ends
meet.

Plans become difficult to make, and everyone directs his efforts
toward day-to-day survival, rather than the long-term efforts that
build an economy and a society.

Inflation is Theft

People who worked hard and saved, the retired, and others on
fixed incomes, are robbed, just as surely as if an armed criminal
mugged them on the street. The very people who should be
rewarded for their effort in caring for themselves are the ones hurt
the most.

Morally, inflation is not different from the private counterfeiter
printing up notes in his basement, and buying goods and services
with them. Everyone sees this as stealing —fraudulently exchang-
ing something worthless for something valuable. And this is
exactly what the government does through inflation. If a private
counterfeiter were never caught, his counterfeiting would “stimu-
late” the economy as much as the government’s.

Inflation is Not a Modern Invention

Long before big business, labor unions, and OPEC, there was
inflation. Governments well realize that people will pay only so
much in outright taxes (inflation usually starts when taxes reach 25
percent), and the later Roman emperors, for example, routinely
diluted their silver and gold coins by adding more and more cheap
alloys. This expanded the money supply and enabled them to pay
for more welfare programs—for a time. But prices rose dramati-
cally, and the resultant economic distortions helped lead to the
breakdown of the empire and the coming of the Dark Ages.

During our Revolutionary War, the Continental Congress
printed $240 million of paper money to pay the government’s
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expenses. Prices rose, and by the time we had won, a paper dollar
was worth 2 cents in silver or gold money, leading to the saying,
“Not worth a Continental.”

During the Civil War, both the North and South inflated. Prices
doubled in Washington, D.C., from 1861 to 1865, thanks, to the
$400 million worth of paper greenbacks. After the war, it took
three paper dollars to buy one gold dollar.

The South went on even more of an inflationary binge, so the
region was not only devastated militarily, it was also wiped out
economically. It was generations before the South recovered.

Falling Prices are Normal in a Free-Market Economy

During the 19th century in America, except in times of war,
prices fell. In fact, this is the normal condition in a free market
economy. Some of the modern economists claim that without
inflation we cannot have economic growth. But this is just not true.
Wages, in the 19th century, bought more and more each year, as
economic growth and industrialization continued at the greatest
pace in the history of mankind.

It is only government that gives us what today seems normal —
constantly rising prices. Constantly rising prices are not a “fact of
life,” they are an act of government. This inflation undermines
growth, so we are all much less well off than would otherwise
have been the case; without constant printing of billions of paper
dollars.

Price and Wage Controls Do Not Stop Inflation

Price and wage controls, which have been tried for more than
4,000 years by inflating governments, have always failed, because
they attack a symptom of inflation, not its cause.

Controls make as much sense as a doctor dipping a thermome-
ter in ice water to cure a fever.

In fact, controls cause shortages, black markets, and rationing,
as the government continues to pump out paper money.

Price and wage controls—or even guidelines —are like sealing
the hole on a pressure cooker while keeping the burner on high.
Something has to give. The only way to lower the inflationary
pressure is by turning off the monetary heat.
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What if the Texas State government, as a “solution” to rising
housing prices, told everyone that he couldn’t sell his house for
more than it would have brought in 1969.

Would this make housing cheaper, or would it kill the housing
market, making houses unavailable for buyers and violating the
constitutional rights of sellers? The answer is obvious. A few
house sales would take place, but in secret on the black market.
Law-abiding Texans would be turned into criminals.

Sound Money is the Answer to Inflation

The Founding Fathers, after their experience with inflation dur-
ing the Revolution, said that real money was gold or silver.

A dollar was about 1/20th of an ounce of gold. But we have had
so much inflation that today’s dollar —which is only a piece of
paper backed by nothing —is worth less than 1/400th of an ounce
of gold.

To end inflation, we need to stop deficit spending and have a
dollar that is tied to a specific commodity, like gold or silver.

The government has now brought on a recession deliberately,
in an attempt to lower prices. It may do so for a time, but at what
a cost in human suffering.

It also, in an absurd attempt to “stop inflation,” dumps the gold
that once backed our dollar in hopes that it will lower the price of
gold and somehow miraculously lower all other prices. All it
accomplishes is the loss of our gold to Arabs and European banks,
and the inflation rages on.

We can have strong economic growth, more jobs and prosper-
ity, and an end to rising prices only with a sound dollar that can’t
be inflated.

Let us pull the plug on the printing presses, stop the destruc-
tion of our money and our country through inflation, and encour-
age the healthy economic growth we need. m
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Debasement

Congressional Record — U.S. House of Representatives
December 12, 1979

Mr. Speaker, the inflation debate rages on. Everyone’s against
inflation, but that does not do much good unless we can agree on
its cause. Those most responsible for it would have us believe there
are multiple causes, ranging from consumer greed to Arab oil
prices, business profits to union demands. Their insistence on
using consumer price levels instead of the value of the currency is
the principal source of confusion.

We fail to use one particular word often enough in describing
the inflation fraud. That word is debasement. It is to the debase-
ment of the dollar that we should direct our attention, not to the
price levels that merely reflect the debasement.

Webster defines debase as:

loss of soundness, purity, and integrity through forces
that break down, pollute, or destroy; to reduce from a
high quality, purity, worth, and value to a lower one; to
corrupt, to debauch; moral deterioration by evil influ-
ence.

A more descriptive explanation of what we have done to our
money could not be given.

To debase the currency is to inflate it. To inflate the currency is
to distend, swell, and expand the money supply, and thereby
destroy its value. To destroy the currency is to undermine and
attack freedom. Without a sound and honest money, a free society
cannot long exist.

Only one instrumentality is capable of swelling the money
supply, and that is the federal government. It is on Congress, the
Executive, and the Federal Reserve that the blame for inflation
must rest, not on consumers, union members, businessmen, or
Arabs.
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Walter Wriston, chairman of Citicorp, gave a recent speech in
which he compared the drive to control prices and wages with gov-
ernment attempts to suppress the media because politicians do not
like the bad news being reported. Rising prices report the bad news
of inflation. The answer is not to cut the messenger’s head off, and
destroy the free market with price and wage controls, but to blame
the party responsible for the bad news. To quote Pogo, “the enemy
is us.” It is Congress that bears the responsibility, under the Con-
stitution, for protecting the soundness of the dollar, and it is Con-
gress which has abandoned that responsibility, with consequences
that may be terrifying for the cause of freedom. m

Congressional Inflation

Congressional Record — U.S. House of Representatives
March 6, 1980

Mr. Speaker, in 1954, a small can of frozen orange juice cost 12
cents. A pound of hamburger was 37 cents. The best sirloin steak
was 75 cents a pound.

Since then as we all know, congressionally caused inflation has
driven working and middle-class Americans to the wall.

Congress tries to blame unions, businessmen, Arabs, and even
consumers themselves for inflation, but only Congress —working
through the Federal Reserve System —is responsible.

Inflation is the expansion of the supply of money and credit.
This expansion depreciates the value of each existing dollar. For
many years, Congress has gotten away with inflation, which it
used to pay for deficits and to stimulate the economy. This infla-
tion has stolen hundreds of billions of dollars from orphans and
widows, from the aged and the poor, from the thrifty and hard
working.
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Congress is guilty of this crime, and Congress must be
reformed. We need many new faces here next year, if we are to
have a chance of preventing disaster for our country. I predict the
people will clean this House. It needs a thorough cleaning. m

Gold versus Paper

Congressional Record — U.S. House of Representatives
July 1, 1980

Mr. Speaker, governments for thousands of years abused their
power and held the people in check with various forms of infla-
tion. Originally, inflation was accomplished by coin clipping, but
today the theft through monetary destruction is a highly sophis-
ticated procedure involving the politicians, the bureaucrats, and
the Federal Reserve System —our present-day central bank. All
inflation involves the rejection of commodity money and accept-
ance of the arbitrary expansion of money and/or credit by gov-
ernment officials. The conflict is between gold and paper, honest
money and dishonest money. The power hungry have insisted on
paper and the people have demanded honest money such as
gold.

It is disturbing to see so many present-day experts call
unbacked currency modern and scientific and label gold archaic or
mystical. As long ago as 2000 B.C., the Hammurabic code man-
dated wage and price controls in an unsuccessful attempt to con-
trol inflation. The failure of the Roman Emperor Diocletian in A.D.
301 to stop inflation with wage and price controls is another well-
known example of the failure of an unsound currency. The past
200 years also reveal the serious harm brought on by wage and
price controls which hide the real cause of inflation. Our most
recent example is the imposition of controls by Nixon in 1971. I
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am convinced if we do not look at the fundamental nature of
money itself, all other attempts to thwart our impending eco-
nomic crisis will fail. I recall first reading about the dangers of
inflation in the 1950s. There were economists even then predicting
serious consequences from the inflationary programs that were
growing by leaps and bounds. But the consequence about which
of these predictions never seemed to materialize. Even though the
exact timing of our crisis is not known, it is becoming apparent to
more people every day that the day of reckoning is coming, that
prolonged inflation has consequences, and that a nation living
beyond its means suffers penalties; these are accepted by almost
everyone.

Balanced Budgets

Today there is a clamor for a balanced budget. Already, we
have 30 states demanding a constitutional convention to compel
the Congress to stop spending more than it takes in. Since the chief
reason for inflation is the printing of money and the creation of
credit to pay for federal deficits, this restriction would be a big step
in the right direction. It's also healthy because it would mean the
people themselves would be speaking out and going around the
Congress to implement a constitutional change for the first time. If
four more States request the convention, we can place this restraint
on the politicians into the Constitution.

I have two reservations, however, regarding this amendment.
First, I do not believe that instructing the politicians to balance the
budget through a constitutional amendment will accomplish all
that is hoped. The amendments proposed have a clause in them
saying that in a time of emergency, by a vote of three-fourths of the
Congress, the requirement to balance the budget can be sus-
pended. All it would take is an increased rate of unemployment
and the Congress would succumb to the temptation to inflate. The
prevailing economic understanding in the Congress, the adminis-
tration, and the Federal Reserve is that the only correction avail-
able to them is to stimulate the economy with deficits, and the
spending of more and more new money. I am convinced this will
happen with or without an amendment that provides for a bal-
anced budget.
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With our economic downturn, the deficits will probably top the
$100 billion per year mark in a vain effort to hold off the impend-
ing collapse. Government programs will be coming out our ears
and the rhetoric about a balanced budget will soon be forgotten.

My other reservation is this: Even if by some miracle Congress
should balance the budget, the Federal Reserve can inflate without
deficits. The Federal Reserve has the means whereby it can do
pretty much what it wants, with or without a balanced budget. For
this reason, we need a more fundamental change in the nature of
our money.

The monetary unit cannot remain as it is today, a tool of the
rich, the powerful, the politicians, the central bankers, and the
international corporations. For the middle class to survive and the
poor to gain an opportunity to improve their lot, a sound currency
is a must. Destructive wealth redistribution through inflation
should not be tolerated any longer. Although eventually all eco-
nomic classes will suffer with economic upheaval and loss of polit-
ical freedom, up to a point certain groups do benefit at the expense
of others. Many a businessman has expressed his acceptance and
approval of the inflationary process to me since it affords him a
chance to accumulate more material wealth. The unscrupulous
businessman, banker, politician, or union leader who encourages
inflation for personal gain is guilty of committing the serious crime
of theft, and must bear the responsibility of participating in the
destruction of our market economy and what remains of our free
society. Those who understand inflation and protect themselves
and their families to the best of their abilities should be compli-
mented and not criticized; only the perpetrators of the inflationary
process are deserving of our harsh condemnation.

If a balanced budget cannot achieve all that is necessary to stop
the inflation, what exactly is required? Will tax reduction as pro-
posed by the Roth-Kemp bill provide enough incentive to stimu-
late production, lower prices and raise government revenues?
Hardly. Tax reduction is a key element in correcting our economic
ills and must be done as soon as possible. Tax reduction should
exceed the 30-percent proposed by the Roth-Kemp bill, but not for
the purpose of providing revenue for the government. Govern-
ment revenues must be reduced, not increased. A balanced budget
must be achieved through reduction of government spending, not
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through raising its income at the taxpayer’s expense. Government
programs almost never achieve what is intended and usually do
the opposite. Less government spending, rather than being reces-
sionary or less stimulating to the economy, would provide a
tremendous boost toward producing higher employment and
lower prices. When one hears the promotion of increasing govern-
ment revenues through either direct taxation or miraculously
through tax reduction, it reminds me of the poem by Sir Allen
Patrick Herbert:

Well, fancy giving money to the Government
Might as well put it down the drain.

Fancy giving money to the Government
Nobody will ever see the stuff again.

Well, they’ve no idea what money’s for

Ten to one they’ll start another war.

I've heard a lot of silly things, but Lord,
Fancy giving money to the Government.

My idea of taxation is to limit the maximum overall taxation for
everyone to 10 percent of his income. The church only asks for 10
percent; why should the government demand more?

Massive tax reduction, elimination of all abusive regulations,
reduction of government spending, and a balanced budget are all
absolute musts if we expect to pull our economy out of its down-
ward spiral. This needs to be done quickly and completely if we
expect to avert the coming crises in the delivery of energy, medical
care, food, clothing, and housing to our people.

Even if all this were achieved overnight by Congress and by
some strange occurrence accepted by our President, it would not
be enough. In many ways, this would help alleviate the bad effect
of inflation, that is, it would tend to lower prices, but would do
nothing to change the basic problem in stopping inflation. If any-
thing, it would hide the problem because it would direct the atten-
tion away from the real cause of inflation. Just as wage and price
controls divert our attention from the real cause, responsible pro-
grams that would lessen government control on the economy —
and these should be encouraged —could actually delay the basic
changes needed. Already, the productive capacity of our relatively
free enterprise system rather astoundingly achieves lower prices
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and provides many bargains in spite of the inflationary world in
which we live.

Basic Change Needed

The basic change needed is to provide for a commodity-backed
currency. Commodity money, in contrast to the archaic, destruc-
tive, unbacked, paper currency which circulates throughout the
world today, is an absolute must if the inflation is to stop and
prices are to stabilize or fall.

Although the productive era of Western civilization was asso-
ciated with gold backing to both the dollar and to the British
pound, total refinement of a gold currency was never achieved.
History has given us many more examples where money was
unrelated to gold than the other way around. The 20th century
free-market economists, such as Hayek, defend capably the differ-
ent ways whereby a better currency can be devised. There is no
reason to return to an old gold standard; we must be progressive
enough to consider new and enlightened ideas about money and
the age-old problem of inflation. Previous knowledge of how gold-
related currencies functioned so much better than the fiat curren-
cies must be coupled with new ideas for providing an even better
currency than ever used before.

Unfortunately, it is hard for mankind to accept new ideas. Pref-
erence for the old ideas, no matter how disastrous they have been,
seems to prevail. Sacrificing to the state the people’s right to deter-
mine the nature of their money — through legal tender laws, and so
forth, is carelessly accepted by most people today. Although there
are those in authority who promote the use of paper money for
their own personal benefits, the masses, the poor, and the middle
class fail to demand a halt to the theft and loss of freedom that
occurs through the rotten system of monetary expansion and
credit creation. The little people and the honest people of the coun-
try must demand a halt to the inflation and insist on a gold-backed
currency. No other alternative exists.

Milton Friedman claims that paper money will work, if gov-
ernment is just told to limit the monetary expansion to a fixed rate
of 4 to 5 percent a year. This indicates little understanding about
human nature. Even if we had such a law on the books, we would
not be able to restrain the politicians from abusing this prerogative
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and arbitrarily increasing the number of dollars in circulation.
Power is corrupting. Do not tempt anyone with a purchasing
medium made of something artificial, without intrinsic value, and
ask that a limited supply be allowed. It just will not work. If we
found perfection in our elected officials, possibly Friedman’s mon-
etary ideas would have merit; but, believe me, there is such a
scarcity of even the “good guys” in Washington, let alone any that
are considered perfect, that it precludes any such dream.

I do not know whether or not a gold-backed currency provided
and protected by the government is superior to the Hayek free-
market money, but either one would be far superior to what we
have now. I would be delighted with a serious consideration of
any form of commodity-backed currency that would put brakes on
the rapidly expanding money supply. Unless this happens, the
real solution to the inflation problem will not be available to us;
and we must face up to the fact that the consumer price index will
continue to soar to ever-higher levels. Unemployment will rise; the
standard of living will decrease for the majority of us; the rich will
become richer, and our freedoms will be threatened. If history is of
any significance to us, our preparations and our concerns should
be paramount.

On the optimistic side is the fact that we are now legally per-
mitted to practice economic self-protection by owning gold. Gold
clause contracts are now permissible after 35 years of repression.
Our government is now compelled by law to use a small percent-
age of the gold they dump into foreign markets each year to mint
coins for purchase by American citizens. More citizens are becom-
ing knowledgeable about the value of buying gold.

Only the government officials and the conventional economists
deny the significance of gold. True economic protection on an indi-
vidual level can be achieved with gold; however, if our total pro-
gram of a free economy and a sound dollar is not achieved, the
inevitable loss of freedom will wipe out any personal protection
that one may achieve with the ownership of gold.

Understanding, promoting, and achieving a free society should
top our list of priorities. If this is done, material abundance and
economic security can be achieved by all who desire them and are
willing to work for them. m
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Five Myths of the Gold Standard

Testimony Before the Subcommittee on Mines and Mining
Committee on Interior and Insular Affairs

Congressional Record — U.S. House of Representatives
October 2, 1980

Throughout my remarks this morning when I refer to a gold
standard I will be referring to a full 100 percent gold coin standard
unless otherwise noted.

I would like to begin by discussing what might be called five
myths about the gold standard. A few years ago, there was a book
published called Nine Lies About America. Although I did not read
the book, I felt the title was an excellent way for the author to make
his point that America was being attacked by people who hated
her and who were doing their best to spread discontent and dis-
loyalty among the American people. Today we see the same thing
happening with regard to the gold standard. What are these five
myths? Let me list them briefly and discuss each one. The first
myth is “There isn’t enough gold.” The second myth is “Since the
Soviet Union and South Africa are the world’s principal producers
of gold, they could hold our economic system hostage and benefit
tremendously if we were to return to a gold standard.” The third
myth is “The gold standard would cause a depression.” The fourth
myth is, “The gold standard will cause inflation.” And the fifth
myth is “The gold standard is subject to undesirable speculative
influences.” Let me discuss each of these myths about the gold
standard in turn.

The first myth: “There isn’t enough gold.” I find it amazing that
economists can make statements like this, for it is an elementary
principle of economics that if one raises the price of a commodity
one will always have enough of that commodity. What we are see-
ing in the run up of gold prices in the past few months is in fact the
raising of the price of gold to match the depreciation of the dollar
that has occurred and still is occurring.
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Simply put, there will always be enough gold so long as no one
interferes with the free market mechanism.

At $700 an ounce the United States government has enough
gold reserves to more than cover all the Federal Reserve notes out-
standing. If we were to return to a gold standard by the procedure
I have outlined in my bill H.R. 7874, then the world would be fully
informed of the gold holdings of the United States government,
and the price of gold could adjust accordingly, so that when
redemption of our greenbacks—our Federal Reserve notes—
began, the price would be the market-clearing price. Quite simply,
the statement that there is not enough gold is false. It is a scare tac-
tic used by opponents of the gold standard, and it deserves to be
laid to rest as soon as possible.

The second myth that should be challenged is that “The Soviet
Union and South Africa could hold us hostage” were we to return
to the gold standard. It is true that the Soviet Union and South
Africa, because they have vast gold deposits, have reaped a wind-
fall in the past decade. We are not today on a gold standard in any
sense of the word, and the Soviet Union and South Africa are reap-
ing windfalls because of the climbing price of gold on world mar-
kets. It is the present inflationary policies of governments the
world over that are creating these windfalls. Rather than giving
them windfalls, we should institute the gold standard.

I think stabilization of our monetary system —and perhaps the
world monetary system, if the world emulated our practices—
would remove any speculative premium that the Soviet Union and
South Africa presently receive. We would see a stabilization of the
world price of gold and an end to inflation throughout the world.
In such a condition, the Soviet Union and South Africa would no
longer be in positions to reap enormous windfall benefits as they
presently are.

During the first several months of this year the Soviet Union
has withheld gold from the international gold markets. It has
recently been rumored that they have sold several hundred tons to
Saudi Arabia at a premium price. Whether or not that is the case,
it is easy to see that the current inflationary problems that beset us
and the rest of the world create the conditions in which it is easy
for Russia and South Africa to reap vast economic benefit. The
present inflation causes fear and panic among the world’s peoples.
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Were we to return to a sound money system — that is a full 100
percent gold coin standard — the fear and the panic would be elim-
inated. There would be no premium to be reaped by the Soviet
Union and South Africa, and they would not receive any windfall
from the sale of their gold and their coins. Nor would Russia and
South Africa be able to hold us hostage.

The gold reserves of the United States are immense, but no mat-
ter their size, it would be extremely difficult to see how Russia and
South Africa, either by restraining their production or by dumping
gold, could seriously affect us here in the United States.

When we reach a full gold coin standard and our unit of
account is a weight of gold, as I have indicated in my bill, H.R.
7874, the world’s entire production for one year will not influence
significantly the value of that weight of gold.

I would point out, however, that the activities of the Soviet
Union and South Africa might affect a proposal such as the one Dr.
Laffer has made. As I understand it, his proposal is not a gold coin
standard, but rather is a hybrid between our present system and a
gold bullion standard. In that system, the activities of the Soviet
Union and South Africa could affect our domestic monetary sys-
tem to our detriment, but if we were to disengage government
from money entirely, then there would be no such effect felt. It is
only the continuing linkage between politically-printed paper
money and a fractional gold reserve that allows the threat posed
by the Soviet Union and South Africa to have any force. If we elim-
inate that politically-printed paper altogether, then no threat
would remain, for our government would be under no pressure to
maintain a link between paper and our gold reserves. We would
simply have a weight of gold as our unit of account and nothing
else.

Dr. Laffer has proposed a novel mechanism for instituting a
fractional reserve system that has complex ties to gold. His intri-
cate proposal provides for a fractional gold reserve together with
gold holidays, when there would be no link between paper cur-
rency and gold. I do not believe Dr. Laffer’s proposal is a genuine
gold standard, nor has anything like it been attempted in our his-
tory, to my knowledge.

Let me turn to the third myth about the gold standard. The
third myth is that “A return to the gold standard will cause a
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depression.” Now this statement is a half-truth, for if we improp-
erly return to a gold standard, then we might in fact have a depres-
sion. Following World War I, the government of Great Britain
attempted to return to a gold standard, but it did so in such a fash-
ion that it caused deflation. It did so by trying to reestablish the
link that existed between the pound and gold prior to World War
I, not taking into the account the increase in the number of pounds
that had occurred during World War I when Great Britain was off
the gold standard. The result was a depression, because the politi-
cal experts completely ignored the damage that had been done by
their policies during the war.

Were we to return to the gold standard, we must pursue a
course that would not result in deflation and would not cause a
depression. We must redeem at the market price for a period of
one year the greenbacks we have printed, and then cease redemp-
tion, allowing the gold coins we have put into circulation to func-
tion as our money of account.

We must not attempt to return to a gold standard at $35 an ounce
or even at $42.22 an ounce or any other figure besides the market
price for gold. Should we attempt to return to the gold standard
based upon an arbitrarily fixed price, such as $42 an ounce, we will
cause a depression, and that is certainly not what I propose.

If we proceed to a gold standard in an orderly fashion, such as
I have proposed in my bill H.R. 7874, then there will be no depres-
sion. I must also tell the Subcommittee that it's imperative,
because I believe that a return to a gold standard cannot be
achieved if we do not end our budget deficits. It must be accom-
panied by tax cuts, an end to the printing of paper money, and
significant reduction of federal regulations if we expect a restora-
tion of a sound economy.

Unless we are committed to all these things, even the establish-
ment of a 100 percent gold coin standard cannot stop our descent
into economic chaos. We must cut the federal government down to
constitutional size, and the establishment of a full gold standard is
part of that process. After all, the Constitution does forbid any
state government from making anything except gold or silver coin
a legal tender in payment of debt.

The fourth myth about the gold standard that “It will cause
inflation.” Opponents of the gold standard point out that the
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world supply of gold increases by about 2 or 3 percent per year,
and such an increase in supply would result in inflation in any
country that adopts a gold standard.

I do not wish to challenge the proposition that the world gold
supply increases by 2 to 3 percent per year. For the sake of argu-
ment, I will accept that as given. The result of such an increase is
that prices might stay stable rather than falling. It is useful in this
regard to point out the behavior of prices during our past history.
For most of the 19th century we had an imperfect gold coin stan-
dard. In the 67 years prior to the beginning of the Federal Reserve
System in 1913 the consumer price index in this country increased
by 10 percent, and in the 67 years subsequent to 1913 the CPI
increased 625 percent. This growth has accelerated since 1971
when President Nixon cut our last link to gold by closing the gold
window.

In 1833 the index of wholesale commodity prices in the U.S.
was 75.3. In 1933, just prior to our going off the gold coin standard,
the index of wholesale commodity prices in the U.S. was 76.2. A
change in 100 years of 9/10ths of 1 percent. The index of wholesale
commodity prices in 1976 was 410.2. Today, the index is 612.3. For
100 years on the gold standard wholesale prices rose only 9/10ths
of 1 percent. In the last 45 years of paper money they have gone up
537 percent.

At this point, Mr. Chairman I would like a table showing the
index of wholesale commodity prices in the United States from
1800 to 1976 to be entered into the record of this hearing. This table
is taken from the book called The Golden Constant, by Professor Roy
Jastram [the table was not recorded —Ed.].

As you can see, the indices emphasize the stability of wholesale
commodity prices during the entire 19th century. This stability
was first overturned during the Civil War—the Greenback
period —then in World War I and once again in World War II and
the inflation that has persisted since that war.

I think you'll find these figures extraordinary and enlightening,
for they show that the gold standard does promise a way out of
our current inflationary impasse. Rather than causing inflation, the
gold standard has historically been a bulwark against inflation. It
is politically-manipulated money such as we have had since 1934
that causes our inflation.
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People today have come to expect that the prices will continue
to rise and we see the beginnings of a hyperinflationary psychol-
ogy setting in.

If we are to avoid the horrendous consequences such a psy-
chology will lead to, we must take dramatic action and return this
country to a historically proven system, a full gold coin standard.

The last myth about the gold coin standard that I would like to
address is the assertion that such a standard would be subject to
undesirable speculative influences.

This assertion was most recently made in a letter sent by the
Federal Reserve to Chairman William Proxmire of the Senate
Banking Committee. The letter argued that because gold is a com-
modity used in jewelry and in industry it is subject to speculative
influences that are undesirable in setting up a stable monetary sys-
tem.

I find such an argument amazing, for it is precisely because it is
a commodity and not subject to the manipulation of a bureaucracy
in Washington or London that it is desirable. If one wishes to
speak of undesirable speculative influences, one need only look at
the speculation that occurs daily in the U.S. dollar.

A gold standard would eliminate all speculation about the
political motivations of the monetary authorities in governing the
supply of money. The great virtue of the gold standard is that it
removes discretionary power over the money supply from any one
agency, thus ending the most fertile source of speculation. A gold
standard puts the power of the monetary system into the hands of
its people and takes it away from the politicians and the bankers,
thus removing a potential vehicle for establishing a tyranny.

Gold cannot be mined as cheaply as Federal Reserve notes can
be printed. Nor can its supply be manipulated on a daily basis.
There is a great dispersion of power in a gold standard system.
That is the strength of the system, for it allows the people to check
any monetary excesses of their governors and does not allow the
governors to exploit the people by debasing the money.

The letter from the Federal Reserve System to Chairman Prox-
mire closed with a call for more faith in the System and its good
intentions. For over 60 years the American people have been exer-
cising such faith and they have suffered the worst depression and
the worst inflations in their history. Let us hear no more of faith in
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men, but bind them down with the chains of an honest monetary
system — the full gold coin standard.

It is interesting that in the Coinage Act of 1792 the founders
provided the penalty of death for any government employee who
debased the money. One wonders that if such a penalty were
enforced today how many members of the Federal Open Market
Committee would survive the month.

In his Tract on Monetary Reform published in 1923 the father of the
age of inflation, John Maynard Keynes, wrote: “The individualistic
capitalism of today . . . presumes a stable measuring rod of value. It
cannot be efficient— perhaps cannot survive —without one.”

Lord Keynes was correct. Unless we have a stable measuring
rod of value, a rod such as a gold coin standard, capitalism and
freedom as we have known them cannot survive. If not vigilant we
will evolve into the sort of fascism that resulted from the great Ger-
man inflation following World War 1.

The choice before us is quite simple: Shall we have gold and
political freedom or shall we have paper and political tyranny?

I thank you very much for holding this hearing, and I'm glad
that I could testify.

You are performing a great service for the American people.

Thank you. m

Audit of the Federal Reserve

Congressional Record — U.S. House of Representatives
March 4, 1981

Mr. Speaker, today I am introducing a bill to require the Gen-
eral Accounting Office to conduct a complete and thorough audit
of the Federal Reserve System and banks. This is not just any bill,
for it was last introduced in 1915 by Representative Wright Pat-
man of Texas, who fought for years to have the Fed audited.
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This bill provides that

the Comptroller General . . . shall make . . . an audit for
each fiscal year of the Federal Reserve Board, the Fed-
eral Advisory Council, the Federal Open Market Com-
mittee, and all Federal Reserve banks and their
branches, including transactions of the system open
market account conducted through recognized dealers.

The bill further provides that the General Accounting Office shall
have access to all books and records of the Federal Reserve.

The audit of the Federal Reserve is necessary. In considering a
bill to audit the Federal Reserve in 1978, the Senate Committee on
Governmental Affairs declared that:

The three federal banking regulatory agencies are at the
present time the only exceptions to audit by the GAO.
Yet they are empowered to carry out functions crucial to
our system of government and to our nation’s economy.
Last year the three agencies incurred operating expenses
exceeding $920 million. None of these expenditures
were subjected to an audit by the GAO which, as the
investigative arm of the Congress, serves to insure the
effectiveness of governmental programs as well as
appropriate and legal expenditure of funds.

Amazingly, despite this declaration that the Federal Reserve,
the FDIC, and the Office of the Comptroller of the Currency “are
empowered to carry out functions crucial to our system of gov-
ernment and to our nation’s economy,” the Congress went on to
enact a law that prevents the GAO from auditing those functions,
functions which are “crucial to our system of government and our
nation’s economy.” I quote from the 1978 Act:

An audit made under paragraph (1)(A) shall not
include —

(A) transactions conducted on behalf of or with: foreign
central banks, foreign governments, and nonprivate
international financing organizations;

(B) deliberations, decisions, and actions on monetary
policy matters, including discount window operations,



130 Pillars of Prosperity

reserves of members banks, securities, credit, interest on
deposits, and open market operations;

(C) transactions made under the direction of the Federal
Open Market Committee including transactions of the
Federal Reserve System Open Market Account; and

(D) those portions of oral, written, telegraphic, or tele-
phonic discussions and communications among or
between Members, of the Board of Governors, and offi-
cers and employees of the Federal Reserve System
which deal with topics listed in subparagraphs (A) (B)
and (C) of this paragraph.

As the law now stands, the GAO is forbidden to look into those
functions of the Federal Reserve which are “crucial to our system
of government and our nation’s economy.” The reasons stated by
the Senate committee for auditing the Fed are sound ones, but the
present law explicitly forbids any investigation of the functions of
the Fed which are so important in our economy.

Auditing the expenditures of the Fed is, of course, an important
function. It would be nice to know how they spend the billion dol-
lars per year that are not returned to the Treasury. I have seen their
marble palace uptown and heard about their caches of cash out in
Virginia, and as important as these things are, it is far more im-
portant that the Congress and the American people be provided
with the results of an investigation of the essential operations of
the Fed.

This is especially so since the passage last year of the Monetary
Control Act, which empowered the Fed to purchase the paper obli-
gations of foreign governments and use them as collateral for Fed-
eral Reserve notes. This extraordinary provision of the law was not
debated in the House nor the Senate, nor was testimony taken on
it. Yet it is just one example of the sort of power that the Federal
Reserve has, and which remains beyond the reach of the investi-
gatory arm of the Congress.

In stating a reason for excluding these “crucial functions” from
the purview of the GAO audit, the Senate Committee on Govern-
mental Affairs wrote: “. . . the Federal Reserve Board must be able
to independently conduct the nation’s monetary policy. . ..”
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The independence of the Fed has long been used as a device to
shield the Fed from congressional investigation. It is time that we
recognized that the independence of the Fed is a legal fiction. One
can trace the policies of the Federal Reserve merely by tracing the
histories of Presidential elections. I will use the most recent cam-
paign as an example, but one could just as easily select the earlier
campaigns of Ford, or Nixon, or Johnson for illustrations of the fact
that the Fed takes its cues from the White House.

Last May, when the Presidential campaign was beginning in
earnest, and it was becoming increasingly clear that Ronald Rea-
gan would be the nominee of the Republican Party, the Federal
Reserve Board began a six-month expansion of the money supply
that was almost unprecedented in our history. During the last six
months of the year, M1B increased $25.8 billion, or 13.4 percent.
Actually the increase prior to the election was greater: The Fed
took the money supply up almost $29 billion before scaling back in
December, after the Presidential election was over. If one excludes
the decrease in December, M1B grew at a 16.4-percent rate in the
five months prior to the election.

Why? Simply because restraint in the growth of the money sup-
ply during a Presidential campaign might lead to the defeat of the
incumbent. The Fed knows that it can give the economy a tempo-
rary “high” by jacking up the money supply, and it does so, even
though the long-run consequences of such an opportunistic policy
will be severe.

But it is not only the long-run consequences that will be severe.
The ups and downs in interest rates in 1980 followed the ups and
downs in the Fed’s manipulation of the money supply. Easy
money causes high interest rates, and no better illustration of this
can be found than the prime rate peaking at 21.5 percent last
December, and now falling off as the Fed ceases to expand the
growth in the money supply.

Yet it is decisions such as these, decisions which drive interest
rates to record levels that are fatal to many businesses, decisions
that increase prices at record rates in double-digit inflation, and
decisions which will soon affect the unemployment rate by driving
it up, that are not permitted to be included in the GAO audit.

I think it is time that the Congress and the American people
found out exactly what the Fed is up to. Is there any insider dealing
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based on the decisions the Fed makes in its secret meetings? What
is the relationship between the Fed and foreign governments and
international banks? The sooner we find out the better off we will
be. The system deserves no more blind faith and support from the
American people. m

High Interest Rates

Congressional Record — U.S. House of Representatives
February 25, 1982

Mr. Speaker, everyone decries the high interest rates that have
stifled the economy. Many are perplexed that although prices are
rising less rapidly than a year ago, interest rates have not had a
corresponding drop. For decades now interest rates have generally
followed the rate of price inflation. As prices rose during boom
periods, interest rates also rose. As the recession set in, as a reac-
tion to monetary policy, interest rates dropped. Many economic
projections were in error because it was assumed that this rela-
tionship would persist.

However, the economists who understand the nature of money
anticipated the dilemma we now face. Interest, the cost of using
another’s capital for a period of time, is not set by computers, or
measurements of some mysterious M. It is determined by the sub-
jective interpretations of all borrowers and lenders.

When money has no precise definition, as is the case with the
dollar today, anticipated future value is predictably going to be
less. Without convertibility to something of real value like gold,
the inflation premium will dominate in setting interest rates.
Increasing the supply of money and credit may lower the rates
temporarily, but will only serve to fuel the fires of inflation and
raise interest rates even further. Lowering interest rates by credit
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allocation will only lead to a controlled and a further collapse of
the economy.

Only with money of real value, where there is no inflation pre-
mium, will we solve this problem, Until we have a gold standard,
we can expect interest rates to go even higher. m

At the Brink

Congressional Record — U.S. House of Representatives
September 22, 1982

Mr. Speaker, the International Monetary Fund (IMF) recently
finished its annual meeting in Toronto, Canada. The IMF was orig-
inally designed to smooth out the balance-of-payments problems
among its members, but today it serves essentially as a social wel-
fare agency lending to nations whose economies have been crip-
pled by socialist and fascist central planning,.

As should be expected, the United States contributes more
funds than any other nation. In Toronto the international banking
crisis could not be ignored, yet attempts to downplay it were
made. The collapse of the Mexican peso and the threat of an
Argentinean default dramatize the urgency of the situation and
are omens of things to come. Mexico owes $81 billion and
Argentina $39 billion, but this is only a small fraction of the total
debt owed to Western governments and Western banks. Eastern
bloc Communist nations and Third World nations owe over $850
billion, and reasonable people do not expect that this sum will be
repaid.

The race going on now is to finance all this debt through gov-
ernments — principally the United States—and bail out the inter-
national banking system. The default which many pretend can be
avoided is inevitable; the only question that remains is who the
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victims are to be. The question is, shall it be the bankers or the
innocent uninformed American citizens?

The elite attending the international conference minimized the
crisis only by admitting that yes, indeed, a problem did exist, but
it is manageable. We cannot manage nor ever pay our own debt let
alone the world’s debt, yet we continue to play the game and pre-
tend a calamitous banking crisis does not really exist and that we
will work our way out of it. That is impossible. The big default will
come. Mexico has been insolvent for years but it was only recently
that a panic occurred and the peso collapsed. It took a lot of years,
a lot of borrowing, a lot of money creation by the Mexican central
bank, to set the stage that allowed the crisis to occur.

Mexico’s banking problems make the dollar look strong — com-
pared to the peso—but compared to its former purchasing power
the dollar is weak and hanging precariously on the brink of col-
lapse. The dollar collapse which now stares us in the face brings
shudders to those knowledgeable and honest about currency mat-
ters. The dollar is the most vital currency of the world, and its fail-
ure will wreak havoc on Western civilization. We can no longer
ignore the threat.

It is estimated that the contingent liabilities of the U.S. govern-
ment are now over $11 trillion. Fulfilling this commitment is not
possible. The Social Security system alone exists only by robbing
young Peter to pay elderly Paul. It is insolvent and we ought to
admit it. The national debt is now over $1.1 trillion, our annual
interest payment on this debt is more than $115 billion, and both
are growing rapidly even under an administration which has been
declared the most fiscally conservative of the 20th century. The
reason for this inconsistency —whether it is deception, inept man-
agement, or the impossibility of controlling the runaway system —
is economically unimportant. The fact that the floodgates of spend-
ing, taxing, and inflating are open and that debt repudiation has
begun must be accepted before plans can be laid for reforming our
banking institutions and preserving a free society.

In the old days, an event such as a dollar devaluation made big
news. A jump of gold prices from $35 to $38 required surprise
weekend announcements that only the insiders knew about.
Today the price of gold —the barometer of monetary distrust as it
has been for 5,000 years —can increase by one-third in a few weeks
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with no specific announcement and with the authorities pretend-
ing that this has little to do with devaluation and lost trust in the
dollar. Fear is building, debt repudiation is occurring daily
through dollar depreciation, and nominal dollar debt is expanding
rapidly. As all this occurs, inflation and patching the system
together at the expense of the innocent proceed.

The mountain of debt can be repudiated by default; that is,
declared bankruptcies and subsequent liquidation of debt, but
every effort conceivable will be made to prevent this from occur-
ring on a massive scale. If this did occur it would be an old-fash-
ioned 1929 deflation and everyone knows the politicians and the
bankers will not let this happen, which is understandable, yet the
alternative method of debt liquidation offers little benefit or reas-
surance.

The other method of defaulting on the debt is a 1923-style Ger-
man inflation. Pay the debt with rapidly depreciating newly cre-
ated dollars. When the dollar is worthless, or approaching worth-
lessness, real debt disappears and the holder of debt instruments
have their assets liquidated even though someone may still owe
them many dollars. As new money appears out of thin air, real
assets of the savers and the debt denominated dollars evaporate
into thin air. Both forms of debt liquidation are terribly dangerous.
Economic law demands the debt be paid, the pyramiding of debt
cannot last forever — the drinking binge always comes to an end. In
the end the patient must sober up or face an alcoholic’s death.

It is similar with an economy, and we must either give up
depending on new money creation—inflation—in our efforts to
achieve a false sense of well being, or face the consequences. It
appears to me that we are determined to follow the course of his-
tory, failing to learn from it, and commit the errors that have
brought many nations to their knees. That error is the policy of
currency destruction through the inflationary process. The task of
limiting government size and its expenditures far outweighs the
superficial expression of sympathy for a balanced budget here in
Washington. Many do not have courage for it. Those Americans
who care and are still struggling to make some sense out of our
political and economic system must give backbone to the public
officials who have the authority to legislate wisely and constitu-
tionally and stop the monetary catastrophe that is occurring.
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In 1980, radical changes were made in the Federal Reserve
Act—the Monetary Control Act of 1980—allowing a massive
increase in the power of the Federal Reserve System. Among those
powers was the authority of the Fed to use the debt of foreign
nations as collateral for the printing of Federal Reserve notes. This
is of the greatest significance in light of the $850 billion Third
World and Communist nations” debt to the West. To begin with,
the foreign bonds that the Fed purchases are purchased with paper
money backed by our own debt—bonds and Treasury bills. Then
we turn around and use the newly purchased foreign bonds as col-
lateral to print up more Federal Reserve notes. This system of
money creation is unbelievable to rational human beings. It cannot
but lead to a disastrous end for the American dollar.

Under current law the recently purchased Mexican pesos could
be used to back the printing of more Federal Reserve notes. The
fact that the debt structure is so large and the banks holding the
debt so influential causes me to predict that government will do a
lot more inflating to bail out the private holders of foreign debt
through this mechanism. We sent money to Poland when they
were unable to meet their interest payments to the large banks; we
did it with Mexico; and there is no reason we should not expect it
to be done for Brazil, Argentina, Zaire, or whomever. The banks
will get their payments, the socialist dictators will get our dollars,
and the American middle class will get the bill. The bill will not be
paid by raising taxes further, for there is a limit to how high taxes
can be pushed, but it will be paid through inflation and dollar
depreciation.

As so often occurs with economic problems originating in mis-
managed centrally planned economies built on paper money, the
seeds of economic isolationism have been planted. The decade of
the 1930s certainly was a period when isolationism, nationalism,
and militarism followed on the heels of depression, inflation,
deflation, and disruption to the normally smooth functioning of a
market economy. Today, we hear strong demands daily to take
away the American consumers’ right to purchase foreign goods,
claiming this will somehow miraculously rectify the ills created by
government intervention and inflation. Nothing could be further
from the truth. It will only make the economy worse, international
relationships tense, and all at the expense of the individual’s right
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to negotiate unmolested in the purchase of a particular product.
The scapegoat is not Japanese efficiency and competitiveness; they
serve us economically in providing for our needs. The unfairness
of course is the fact that American taxpayers are forced to subsi-
dize our competitors. Not only do we subsidize countries who
need a bailout and others who just want a grant through the inter-
national banking system —all causing more inflation since we cre-
ate money to fund these international development banks—we
help our rich allies like Germany and Japan by providing large
sums for their defense. We literally supply all Japan’s defense,
allowing the Japanese to have lower taxes on their car and steel
companies and other subsidies. Our free gifts to them should all be
stopped. It is suicidal to continue the process. It is no longer 1945,
itis 1982, and a new generation of Americans are now demanding
a new relationship with our allies and our enemies.

We all want a strong defense, and we want to live in peace. Free
trade with potential enemies when they pay for the goods they
buy cannot make war more certain than it would be otherwise.
Trade barriers create ill will, new enemies, and arouse feelings of
nationalism and militarism. Economic isolationism, a consequence
of inflation and central planning, is to be feared and rejected as a
viable policy for any freedom-loving nation.

The American people, whenever they have had the chance,
have spoken out for peace and free trade, balanced budgets, and
sound money. And they are today as well. Yet our policies do not
reflect this. On August 16, the Chinese communiqué was signed
with the Chinese Communist dictators and our administration. On
August 30, an Export-Import Bank loan of $68.5 million was
authorized by the President because it was “in our national inter-
est” to help build a steel plant for them. What for? So they can sell
cheap steel to the United States? Just what we need. American steel
plants are closing down, unemployment is sky high, and we sub-
sidize Communist steel plants. It is absurd. Instead of helping the
steel industry by stopping inflation and lowering taxes, we make
inflation worse by more credit creation to help our competition
and in this case our political enemies. The wisdom of this policy I
fail to see. I venture to guess most Americans fail to see the wis-
dom of self-sacrifice and economic suicide as well.
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The current policies of inflation, taxation, central planning,
protectionism, and economic isolationism are certainly bad in that
Americans and the people of the world are going to suffer from the
inevitable lowering of everyone’s standard of living. But a much
greater threat hangs over our head. The loss of personal liberty in
an age of rampant inflation, money destruction, and economic tur-
moil is well known. Liberty, based on a belief that it is a gift of the
Creator, requires our constant and utmost vigilance. This re-
sponsibility should motivate us in all that we do, and the threat of
any loss of liberty must concern us all. The material benefits of a
free society are obvious, and their loss that comes with a rise in sta-
tism cannot be ignored, but the concern for the rights of each citi-
zen must become the principal motivating force in our political
actions.

Closely paralleling the loss of liberty and the economic stagna-
tion that is also a consequence of inflation and central planning is
the great danger that attempts at compensating for all previous
errors of government intervention will be made with more infla-
tion and more government programs. If this continues and eco-
nomic isolationism and international resentment develop, nations
are driven to producing massive armaments —and not necessarily
defensive armaments —out of fear and confusion as well as eco-
nomic justifications. History shows that great danger of war rises
out of the very conditions we are experiencing today.

How is it that the people cry out for less taxes and they get
more? How is it that the people cry out for balanced budgets and
they get greater deficits? How is it that the people cry out for
sound money and they get more inflation and higher interest
rates? They cry out for peace and they get war. This need not be;
war and famine are not inevitable. Freedom and sound money
bring peace and prosperity. But if freedom is lost and honest
money relegated to the underground economy, war and famine
will follow even for the United States. Although the United States
has been exempt from famine for most of its history, if we pursue
foolish policies based on the immoral use of government force, we
will reap the economic whirlwind of hunger and poverty and suf-
fer the rattle of machine guns, the blast of bombs, and the cry of
human suffering.
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If we accept the notion that government should not exert unjust
force on any person, that no one should be made a slave to
another, and that the fraud of paper money must be outlawed, this
tragedy will be averted.

A bold step is required, for a timid response with more of the
same, more inflation and more government intervention, will
prove disastrous. The opportunity for positive change is available
to us in this decade, and if we fail to respond in a positive way, it
could be years or decades before the damage can be undone and a
free society restored. It is literally up to us. m

The Folly of Current Monetary Policy

Congressional Record — U.S. House of Representatives
December 1, 1982

Mr. Speaker, the stock market is soaring and so is the money
supply. In the last three months, checking account and cash money
(M1) rose at a rate of 17.6 percent. The Federal Reserve has assured
the market that its restrictive money policy of the past three years
is a thing of the past. No tears should be shed over dropping the ex-
periment with monetarism, but no joy should be expressed over the
return to interest rate manipulation by massive monetary inflation.
It is true the economy will feel better for a short while with more
inflation, but so does the alcoholic as he returns to drinking after a
short period of abstinence. This is not to say that the cure for our
economic malaise is prolonged agony with monetarism, but it is
important for all of us to realize that these are not the only two
options available to us. We will never achieve a sound monetary
system by jumping back and forth between concentrating on the
money supply one year, and manipulating interest rates the next.
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The ultimate solution will only come when we realize that cen-
tral planning in money is no more efficient than the five-year plans
in Russia for agriculture. We can talk forever about controlling the
supply of money and controlling interest rates, but if we continue
to ignore the fact that the quality of money is that which instills the
trust in money, we will get nowhere. Manipulating monetary
aggregates and interest rates is economically identical to the plan-
ner’s obsession with controlling production, wage rates, prices,
and profit levels. It is based on the illusion that politicians and
bureaucrats somehow know what only the freely operating mar-
ketplace can determine. The monetary policy of today can create a
false euphoria, but it is a guarantee that tomorrow’s price inflation
will return with a vengeance.

It guarantees that in the long run economic stagnation, high
rates of unemployment, soaring interest rates, and the threat of
runaway inflation will be with us until we admit the truth—that
paper cannot serve as money, and only commodity money such as
silver and gold will suffice. m

Back Into the Woods

Congressional Record — U.S. House of Representatives
May 26, 1983

Mr. Speaker, in the past few weeks and even today on the
House floor the chorus of voices urging the convening of another
international monetary conference has risen to deafening levels.
The President has now announced that if the subject is raised at the
Williamsburg Conference this weekend —as it most certainly will
be raised by Francois Mitterand —he will agree to discuss it.

The only model used however for such a conference is the Bret-
ton Woods Conference held July 1-22, 1944, in the hills of New
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Hampshire. I am convinced a new international monetary confer-
ence, like the first one 39 years ago, will lead us back into the
woods.

The Bretton Woods Conference established a very unstable
international monetary system known as a gold exchange stan-
dard. The link to gold was rather weak, and it finally snapped in
1971, after a decade of international monetary crises. Simply put,
the system established by the 1944 Conference made the dollar the
foundation of the international system and all other currencies
were directly fixed to the dollar, and only indirectly fixed to gold.

Even though the dollar was loosely linked to gold, only certain
privileged holders of dollars—non-U.S. citizens—could get gold
for their dollars. The result was predictable. During the period
1945-71, the U.S. Treasury lost over 400 million ounces of gold
worth over $14,000,000,000 at the fixed price of $35 per ounce. One
would have thought that this gold flight from the Treasury would
have caused a few policy changes, but the only two of importance
until 1968 were the establishment of the Exchange Stabilization
Fund in 1961 in a futile attempt to bolster the dollar in interna-
tional currency markets, and the creation of the London Gold Pool
in the same year in an effort to suppress the price of gold.

In 1968 the situation became intolerable. The market price of
gold exceeded $35 per ounce, and a “two-tier” price system — offi-
cial and market prices —emerged. This inherently unstable rigged
price system collapsed completely in 1971, and President Nixon
ended the Bretton Woods experiment in a 30-minute speech one
Sunday afternoon in August.

Even while it lasted, the Bretton Woods agreement did not
work. Billed as a system of fixed exchange rates, there were thou-
sands of devaluations in the 1945-71 period and dozens of deval-
uations even among the major currencies. What the agreement
accomplished was the exporting of American inflation—the Con-
sumer Price Index rose at roughly a 2-percent per year rate for the
period —and the loss of American gold.

Now we are being told that this conference is the model for the
reformation of the chaotic world financial system. But rather than
leading us to a sound world financial system, it will probably lead
us to a global system controlled by a world central bank. Robert
Mundell, the supply-side economist, has already called for the
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establishment of a world central bank to administer a new Bretton
Woods agreement.

Such a policy would be a catastrophe. Today conditions are
even less favorable than in 1944. The gold is gone and the produc-
tivity of the United States is on the wane. Rather than government
control of the world’s financial system, we need less control and
more reliance on the free market system and an honest gold stan-
dard.

Under fixed exchange rates, without a real standard of value
such as gold linking our currencies, nothing but persistent infla-
tionary and financial chaos can result.

We can have freedom and sound money, both nationally and
internationally, by adopting a gold standard. But such a standard
would be incompatible with a world central bank or an IMF, and
it would unemploy thousands of international bureaucrats. To
achieve freedom and sound money, we do not need another sum-
mit meeting, we need only to act. Were we to adopt a gold stan-
dard, all our major trading partners would be compelled to follow
suit within a matter of months, simply to protect their own cur-
rencies from a strong dollar. The world would then be on an inter-
national gold standard —monetary stability without tears or an
elitist system managed by the international bankers.

The choice is quite clear: Shall we continue in our futile
attempts to control economies by force of international agree-
ments, or shall we choose free markets and gold?

If we reenter the Woods will we ever get out? I doubt it. m
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Conduct of Monetary Policy

Banking Committee Hearing on Conduct of Monetary Policy
Congressional Record — U. S. House of Representatives
March 5, 1997

Mr. Chairman, I want to bring up the subject again about the
CPIL. We have talked a lot about the CPI and an effort to calculate
our cost-of-living in this country, and specifically here, to measure
how much we are going to increase the benefits that we are
responsible for. But in reality, is not this attempt to measure a CPI
or a cost-of-living nothing more than an indirect method or an
effort to measure the depreciation of a currency? And that we are
looking at prices, but we are also dealing with a currency problem.

When we debase or depreciate a currency we do get higher
prices, but we also have malinvestment. We have distorted inter-
est rates. We contribute to deficits. And also, we might not always
be looking at the right prices. We have commodity prices, which is
the usual conceded figure that everybody talks about as far as
measuring inflation. But we might at times have inflated prices in
the financial instruments.

So to say that inflation is under control and we are doing very
well, I would suggest that we look at these other areas too, if
indeed we recognize that we are talking about the depreciation of
a currency.

One other thing that I would like to suggest, and it might be of
interest to my colleagues, is that one of the characteristics of a cur-
rency of a country that depreciates its currency systematically is
that the victims are not always equal. Some suffer more than oth-
ers. Some benefit from inflation of the currency and the debase-
ment of the currency. So indeed, I would expect the complaints
that I hear. I would suggest that maybe this is related to monetary
policy in a very serious manner.

The consensus now in Washington, all the important people
have conceded that we should have a commission. But when we
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designate a commission, this usually means everybody knows
what the results are. I mean, nobody complains that the CPI might
undercalculate inflation or the cost-of-living for some individuals,
which might be the case. So we have this commission.

But is it conceivable that this is nothing more than a vehicle to
raise taxes? The New York Times just this week editorialized in
favor of this because it raised taxes, and also it cuts benefits, and
they are concerned about cutting benefits. But would it not be
much more honest for Congress to deal with tax increases in an
above-board fashion, especially if we think the CPI is not calcula-
ble? I think it is very difficult.

Also, I think that if it is a currency problem as well, we cannot
concentrate only on prices. There have been some famous econo-
mists in our history who say, look to the people who talk about
prices because they do not want to discuss the root cause of our
problem, and that has to do with the inflation of the monetary sys-
tem or the depreciation of the currency.

Mr. GREENSPAN. Dr. Paul, the concept of price increase is
conceptually identical, but the inverse of the depreciation of the
value of the currency. The best way to get a judgment of the value
of the currency as such, if one could literally do it, is to separate the
two components of long-term nominal interest rates into an infla-
tion premium component and a real interest rate component. The
former would be the true measure of the expected depreciation in
the value of the currency.

We endeavor to capture that in these new index bonds that
have been issued in which the Consumer Price Index, for good or
ill, is used to approximate that. It does not exactly, and I think that
is what I have been arguing with respect to the commission is to
take the statistical bias out of the CPI and get a true cost-of-living
index.

It is certainly the case that that is a measure of inflation. There
are lots of different measures of inflation. I would argue that com-
modities, per se, steel, copper, aluminum, hides, whatever, used to
be a very good indicator of overall inflation in the economy when
we were heavily industrialized. Now they represent a very small
part of the economy and services are far more relevant to the pur-
chasing power of the currency than at any time, so that broader
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measures of price, in my judgment, are more relevant to deter-
mining what the true rate of inflation is.

Dr. PAUL. Can the inflated prices in the financial instruments
not be a reflection of this same problem?

Mr. GREENSPAN. They are. This is a very important question
and one which I was implicitly raising: do asset price changes
affect the economy? And the answer is clearly, “yes.” What you
call it, whether it is inflation or not inflation, that is a nomenclature
question. But the economics of it clearly means that if one is eval-
uating the stability of the system, you have to look at product
prices, that is, prices of goods and services, and asset prices, mean-
ing prices on items generally which have rates of return associated
with them. . ..

Dr. PAUL. Mr. Chairman, much has been said about your
statements regarding the stock market and I wanted to address
that for just one minute. In December when you stated this, of
course, the market went down and this past week there was a sud-
den drop. The implication being that if you are unhappy with it,
they assume that you will purposefully push up interest rates. But
really since the first time you made that statement it seems that
almost the opposite has occurred. M3 actually has accelerated, to
my best estimate in the last two months it has gone up at a 10 per-
cent rate. The base actually has perked up a little bit. Prior to this
time it was rising at less than a 5 percent rate and now it is rising
a little over 8 percent.

But then too we have another factor which is not easy to calcu-
late, and that is what our friends in the foreign central banks do.
During this short period of time they bought $23 billion worth of
our debt. We do know that Secretary Rubin talks to them and that
maybe there is an agreement that they help you out; they buy
some of these Treasury bills so you do not have to buy quite so
many.

Mr. GREENSPAN. There is no such agreement, Dr. Paul. . . .

Dr. PAUL. You read about that though.
Mr. GREENSPAN. Sometimes what you read is not true.
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Dr. PAUL. OK, we will get your comments on that. But any-
way, they are accommodating us, whether it is policy or not. Their
rate of increase on holding our bills are rising at over 20 percent,
and even these two months at maybe 22 percent.

My suggestion here and the question is, instead of the sudden
policy change where you may increase interest rates, it seems like
to me that you may be working to maintain interest rates from not
rising. Certainly, you would have a bigger job if we had a perfect
balance of trade. I mean, they are accumulating a lot of our dollars
and they are helping us out. So if we had a perfect balance of trade
or if their policies change, all of a sudden would this not put a
tremendous pressure on interest rates?

Mr. GREENSPAN. We have examined the issue to some extent
on the question of what foreign holdings of U.S. Treasuries have
done to U.S. interest rates. I think the best way of describing it is
that you probably have got some small effect in the short run when
very large changes in purchases occur. There is no evidence over a
long run that interest rates are in any material way affected by pur-
chases.

The reason, incidentally, is that they usually reflect shifts—in
other words, some people buy, some people sell. Interest rates will
only change if one party or the other is pressuring the market.
There is no evidence which we can find which suggests that that is
any consistent issue, so that the accumulation of U.S. Treasury
assets, for example, is also reflected in the decumulation by other
parties. We apparently cannot find any relationship which sug-
gests to us that that particular process is significantly affecting. . . .

Dr. PAUL. For the past two years, the accumulation has been
much greater.

Mr. GREENSPAN. That is correct, it has been.
Dr. PAUL. Thank you. m
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Federal Reserve has Monopoly over Money
and Credit in United States

Congressional Record — U.S. House of Representatives
April 28, 1997

Mr. Speaker, today I would like to talk about the subject of
monopolies. The American people historically have been very
much opposed to all monopolies. The one thing that generally is
not known is that monopolies only occur with government sup-
port. There is no such thing as a free market monopoly. As long as
there is free entry into the market, a true monopoly cannot exist.

The particular monopoly I am interested in talking about today
is the monopoly over money and credit, and that is our Federal
Reserve System.

The Federal Reserve System did not evolve out of the market, it
evolved out of many, many pieces of legislation that were passed
over the many years by this Congress. Our Founders debated the
issue of a central bank and they were opposed to a central bank,
but immediately after the Constitutional Convention there was an
attempt to have a central bank, and the First Bank of the United
States was established. This was repealed as soon as Jefferson was
able to do it.

Not too long thereafter the Second National Bank of the United
States was established, another attempt at centralized banking,
and it was Jackson, who abhorred the powers given to a single
bank, that abolished the Second National Bank.

Throughout the 19th century there were attempts made to
reestablish the principle of central banking, but it was not until
1913 that our current Federal Reserve System was established.
Since that time it has evolved tremendously, to the point now
where it is literally a dictatorship over money and credit.

It works in collaboration with the banking system, where not
only can the Federal Reserve create money and credit out of thin
air and manipulate interest rates, it also works closely with the
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banks through the fractional reserve banking system that allows
the money supply to expand. This is the source of a lot of mischief
and a lot of problems, and if we in the Congress could ever get
around to understanding this issue, we might be able to do some-
thing about the lowering standard of living which many Ameri-
cans are now suffering from. If we are concerned about repealing
the business cycle, we would have to finally understand the Fed-
eral Reserve and how they contribute to the business cycle.

Recently it has been in the news that Alan Greenspan had
raised interest rates, and he has received a lot of criticism. There
were some recent letters written to Greenspan saying that he
should not be raising interest rates. That may well be true, but I
think the more important thing is, why does he have the power?
Why does he have the authority to even be able to manipulate
interest rates? That is something that should be left to the market.

Not only is this a monopoly control over money and credit,
unfortunately it is a very secret monopoly. Mr. Speaker, I serve on
the Committee on Banking and Financial Services and I am on the
Subcommittee on Domestic and International Monetary Policy,
and I myself cannot attend the open market committee meetings. I
have no access to what really goes on. I have no authority to do
any oversight. There is no appropriation made for the Federal
Reserve.

The recent news revealed that the chief of the janitorial services
over at the Federal Reserve makes $163,000 a year, and yet we
have no authority over the Federal Reserve because it is a quasi-
private organization that is not responding to anything the Con-
gress says. Yes, they come and give us some reports about what
they are doing, but because Congress has reneged, they no longer
have much to say about what the Federal Reserve does.

This, to me, is pretty important when we think how important
money is. If they have the authority to manipulate interest rates,
which is the cost of borrowing, which is the price as well as the
supply of money, this is an ominous power because we use the
money in every single transaction.

It is 50 percent of every transaction. Whether it is the purchase
of a good or whether it is the selling of our labor, it is denominated
in terms of what we call the dollar, which does not have much of a
definition anymore, and yet we have reneged on our responsibility
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to monitor the Fed to determine whether or not this dollar will
maintain value.

Things have not always been this bad, and it did not happen
automatically in 1913 when the Federal Reserve was established. It
took a while. But it is worse now than it has ever been. Matter of
fact, a well-known former Chairman of the Federal Reserve,
William McChesney Martin, had interesting comments to make
about this very issue in 1953. Mr. Martin said this: “Dictated
money rates breeds dictated prices all across the board.”

Well, it is abhorrent to those who believe in free enterprise and
the marketplace. He goes on to say, “This is characteristic of dicta-
torship. It is regimentation. It is not compatible with our institu-
tions.”

So here we have a former Chairman of the Federal Reserve Sys-
tem coming down very hard on the concept of control of money
and credit, and yet today it is assumed that the Federal Reserve
has this authority. And so often it gravitates into the hands of one
individual.

So those who are levying criticism toward the Federal Reserve
today are justified, but if it is only to modify policy and not go to
the source of the problem, which means why do they have the
power in the first place, it is not going to do much good. So we will
have to someday restore the integrity of the monetary system, and
we have to have more respect for the free market if we ever expect
to undertake a reform of a monetary system which has given us a
great deal of trouble, and it is bound to give us a lot more trouble
as time goes on.

How will this be done? Some argue that the Federal Reserve is
private and out of our control. That is not exactly true. It is secret,
but it is a creature of Congress. Congress created the Federal
Reserve System and Congress has the authority to do oversight,
but it refuses and has ignored the responsibility of really monitor-
ing the value of our currency and monitoring this very, very pow-
erful central bank.

There is no doubt in my mind and in the minds of many others
that this has to be done. To say that we must just badger a little bit
to the Fed and to Mr. Greenspan, and say that interest rates should
be lowered or raised or whatever, and tinker with policy, I think
that would fall quite short of what needs to be done.
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What is the motivation behind a Federal Reserve System and a
central bank? Indeed, there is some very interesting motivation
because it does not happen accidentally. There is a good reason to
have a central bank that has this power to just with a computer cre-
ate billions of dollars. It is not an accident that Congress more or
less closes their eyes to it.

Between 1913 and 1971 there were a lot more restrictions on the
Federal Reserve to do what they are doing today, because at that
time we were still making a feeble attempt to follow the Constitu-
tion. The dollar was defined as the weight of gold. There were
restrictions in the amount of new money and credit one could cre-
ate because of the gold backing of the currency.

Although Americans were not allowed to own gold from the
1930s to 1971, foreigners could. Foreigners could come in and
deliver their dollars back into the United States and say, “Give us
$35 an ounce.” But that was a fiction, too, because by that time we
had created so many new dollars that the market knew that it took
more dollars to get one ounce of gold. In the process, we gave up
a large portion of our gold that was present in our Treasury.

Why would the Congress allow this and why would they per-
mit it? I think the reason is Congress likes to spend money, and
many here like to tax, and they have been taxing. But currently,
today, the average American works more than half the time for the
government. If we add up the cost of all the taxes and the cost of
regulations, we all work into July just to support our government,
and most Americans are not that satisfied with what they are get-
ting from the government.

The taxes cannot be raised much more, so they can go out and
borrow money. The Congress will spend too much because there
is tremendous pressure to spend on all these good things we do;
all the welfare programs, and all the military expenditures to
police the world and build bases around the world. It takes a lot of
money and there is a lot of interest behind that to spend this
money.

So, then, they go and spend the money and, lo and behold,
there is not enough money to borrow and not enough tax money
to go around, so they have to have one more vehicle, and that is
the creation of money out of thin air, and this is what they do. They
send the Treasury bills or the bonds to the Federal Reserve, and
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with a computer they can turn a switch and create a billion or $10
billion in a single day and that debases the currency. It diminishes
the value of the money and alters interest rates and causes so much
mischief that, if people are concerned about the economy or their
standard of living or rising costs of living, this is the source of the
problem.

So it is not only with the Federal Reserve manipulating the
money and the interest rates, but the responsibility falls on the
Congress as well because the Federal Reserve serves the interests
of the Congress in accommodating the Congress as we here in the
Congress spend more than we should.

Before 1971, when there were still restraints on the Federal
Reserve, there was not as much deficit spending. Since that time,
since the breakdown of the final vestiges of the gold standard in
1971, we have not balanced the budget one single time. So there is
definitely a relationship. Now we have a national debt built up to
$5.3 trillion, and we keep borrowing more and more.

We have a future obligation to future generations of $17 trillion,
and this obligation is developed in conjunction with this idea that
money is something we can create out of thin air. Now, if it were
only the accommodation for the excess spending that was the
problem, and we just had to pay interest to the Federal Reserve,
that would be a problem in itself but it would not be the entire
problem that we face today and that we face in the future.

As the Federal Reserve manipulates the economy by first low-
ering interest rates below what they should be and then raising
interest rates above what they think they should be, this causes the
business cycle. This is the source of the business cycle. So anybody
who is concerned about unemployment and downturns in the
economy and rising costs of living must eventually address the
subject of monetary policy.

As a member of the Committee on Banking and Financial Ser-
vices, I am determined that we will once again have a serious dis-
cussion about what money is all about and why it is so important
and why we in the Congress here cannot continue to ignore it and
believe that we can endlessly accommodate deficits with the creation
of new money. There is no doubt that it hurts the working man more
so than the wealthy man. The working man who has a more difficult
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time adjusting to the rising cost of living is now suffering from a
diminished standard of living because real wages are going down.

There are many, many statistics now available to show that the
real wage is down. Between 1973 and 1997, the wages of the work-
ingman have gone down approximately 20 percent. This has to do
with the changes in the economy, but it also has to do with changes
in the value of the currency and the wages do not keep up with the
cost of living.

The increase in the supply of money is called inflation, even
though there are not very many people in the news world or here
in the Congress who would accept that as a definition, because
everybody wants to say that inflation is that which we measure by
the Consumer Price Index.

The Consumer Price Index is merely a technique or a vehicle in
a feeble attempt to measure the depreciation of our money.

It is impossible to measure the money’s value by some index
like the Consumer Price Index. There are way too many variables
because the individual who is in a $20,000 tax bracket buys differ-
ent things than the individual who is in a $200,000 tax bracket.
Wages are variable and the amount of money we borrow, the
amount of money we spend on education as well as medicine
varies from one individual to another. So this Consumer Price
Index which we hang so much on is nothing more than a fiction
about what we are trying to do in evaluating and accommodating
and adjusting to the depreciating value of the dollar.

The critics of the Fed are numerous, as I said. The recent criti-
cism has erupted because a few weeks ago, after warning of about
three or four months by the Chairman of the Federal Reserve that
interest rates were going to go up and, lo and behold, he did. The
overnight interest rates that banks pay to borrow money just to
adjust their books went up one-fourth of 1 percent. This is very
disturbing to the markets. But Alan Greenspan mentioned this for
three or four months. He started talking about the threat to the
marketplace and the threat to the stock market back in December.
But instead of him being entirely in control as he would pretend to
be, actually market interest rates were already rising. Because if we
look carefully at the monetary statistics from December up until
the time he raised interest rates, he actually was doubling the
growth of the money supply.



Money and Banking: Gold versus Fiat 153

What does this mean? This means that there were pressures
already on rising interest rates, and the way to keep interest rates
down is to create more and more money. It is the supply-and-
demand effect. So if you have more money, make it more avail-
able, interest rates come down. So this was his attempt to keep
interest rates down rather than him saying, today we have to have
higher interest rates.

But the real problem is why does the Federal Reserve have this
much power over interest rates? In a free market, interest rates
would be determined by savings. People would be encouraged to
work, spend what they want, save the rest. If savings are high,
interest rates go down, people then are encouraged to borrow and
invest and build businesses. But today we have created an envi-
ronment that there is no encouragement for savings, for tax rea-
sons, and for psychological reasons, very, very little savings is
occurring in this country. Our country saves less money than
probably any country in the world. But that does not eliminate the
access to credit. Because if the banks and the businesses need
money, the Federal Reserve comes along and they crank out the
credit and they lower the interest rates artificially, which then
encourages business people and consumers to do things that they
would not otherwise do.

This is the expansion or the bubble part of the business cycle,
which then sets the stage for the next recession. So people can talk
about how to get out of the next recession when the next recession
hits and they can talk about what caused it, but the next recession
has already been scheduled. It has been scheduled by the expan-
sion of the money supply and the spending and the borrowing and
the deficits that we have accumulated here over the last six to eight
years. And so, therefore, we can anticipate, and we in the Congress
will have to deal with it, we anticipate for the next recession.

But unfortunately, because we do not look at the fundamentals
of what we have done and the spending and the deficits, the next
stage will be what we have done before. That is, if unemployment
is going up, the government has to spend more money, there has
to be more unemployment insurance. We cannot let people suffer.
So the deficits will go up, revenues will go down and as we spend
more money to try to bail ourselves out of the next recession, we
will obviously just compound the problems because that is what
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we have been doing for the past 50 years. We have not solved these
problem:s.

As a matter of fact, what has happened, because we eventually
get the economy going again, what we do is we continue to build
this huge financial bubble which exists today. It is a much bigger
bubble than ever existed in the 1920s, it is international in scope
and it is something never experienced in the history of mankind.
Yet we have to face up to this, because when that time comes, we
have to do the right things.

The 64 Members of Congress recently that signed the letter to
Alan Greenspan said, Mr. Greenspan, you should not raise inter-
est rates. Of course I just mentioned that maybe interest rates were
rising, anyway, maybe he was accommodating the market pres-
sures. But when 64 Members of Congress write to Greenspan and
say do not let interest rates rise, or lower interest rates, what they
are really saying is crank out more money, because if there is a
greater supply of money, then interest rates will be lower and
everybody is going to be happy. That is true, for the short run. On
the long run, it causes very serious problems.

Stiglitz, who used to be the chairman of the Council of Eco-
nomic Advisers, is a very strong critic of Alan Greenspan right
now. He said that there are no problems, there is no cliff we are
about to go over, do not worry about the future. I do not fault Mr.
Greenspan’s concern, believe me. I think he knows what is coming
and why adjustments have to be made. But his critics are saying,
when they talk about do not raise interest rates, what we have to
remember is what they are saying to him is make sure there is
more inflation, more money, lower interest rates and, of course,
that will add to our problems in the future.

Not only do we have Members of Congress telling the Fed what
to do, and the former Chairman of the Council of Economic Advis-
ers telling them, many others all have an opinion on what to do,
but nobody really asks the question, why are they doing all this in
secret and where did they get all this power and why do we toler-
ate this system of money?

Even the IMF, something I am very much concerned about is
the internationalization of our credit system, the IMF now has
issued a recent report, but they do not agree with the 64 Members
of Congress and they do not agree with the critics who say lower
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interest rates, create more money. They are saying to our Federal
Reserve, you are creating too much money and you are having too
much growth. Who ever heard of anything like too much growth?
What is wrong with too much growth? Some people think that too
much growth causes inflation, which is an absolute fallacy. If there
is a lot of growth and a lot of production, prices would come
down. Prices go up when the value of the money goes down. But
the IMF is saying that should not even be involved in our domes-
tic policy, and they are more involved than ever before, they are
telling our Fed, this is good, what you are doing is good, keep rais-
ing your interest rates, turn off the economy, have a little slump
here.

We do not need that kind of advice from somebody. We have
enough problems taking advice from our own people and our own
Congress about what has to happen, but we certainly do not need
the advice from the IMF telling us that we ought to have more
inflation, that we should involve overheating and that for some
reason growth is bad. In a free market, sound monetary system,
growth is good. If you have sound money and you have economic
growth of 6 or 7 or 8 percent a year, you do not have inflation. That
does not cause the inflation. It is only the debasement of the money
that causes prices to rise.

Why do we hear so much concern about interest rates and
price? Well, there is a specific reason for this according to some
very sound economic thinkers, and that is they would like for us
here in the Congress to think only about prices, either the price of
money, which is the interest rate, or other prices, because so often
it leads to the conclusion that, well, maybe what we ought to do is
have price controls, which they tried in the early 1970s and it was
a total disaster, but this is essentially what we have in medicine
today.

We create new credit, the money goes in certain areas, the gov-
ernment takes this money and channels it into education and med-
icine, so you have more price inflation. So what do you do? You
have price controls. That is what is going on. That is what we are
having today in medicine, rationing of health care. That is what
managed care is all about. Patients suffer from this because they
have less choice, and they do not have as much decision making
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on what care they are going to get. This is a consequence of gov-
ernment manipulation of money and credit.

Those who want to perpetuate this system do not want us to
think of the real cause, and that is, the real cause is the monetary
system. They would like us to think about the symptoms and not
the cause, because it is not in the interest of a lot of people, not only
not in the interest of the big spenders here in the Congress who
love the idea that the Federal Reserve is able to accommodate them
on deficits, but there are business and banking interests and inter-
national interests and even some military production interests
who like the idea that the credit is readily available and that they
will be accommodated. The little guy never benefits. The little guy
pays the taxes, he suffers from the inflation, he suffers from the
unemployment, but there is a special group of people in an infla-
tionary environment that benefits. Today of course there are a lot
of people on Wall Street benefiting from this environment.

If this type of system were really good, we would all be very,
very prosperous, and if we listened to the government statistics,
we would say there are no problems in this country. But I know
differently. A lot of people I talk to, they tell me they are having a
lot of problems making ends meet. Sometimes they work two and
three jobs to get their bills paid. It is not all feminism that makes
women go to work. A lot of women go to work because they have
to do it to make ends meet and take care of their families. So there
are a lot of problems.

But one key point that I think is important is economic growth.
If we have no economic growth and there is no productivity
growth, we cannot maintain the standard of living, we cannot
have increasing wages. If you do not produce more, you cannot
have wages going up.

Unfortunately, that is where we are really hurting in this coun-
try. We are living prosperously because we borrow a lot of money,
by individuals, by corporations, and our government borrows a lot
from overseas. But we are not producing. Productivity growth in
the last five years has averaged 0.3 percent. This is very, very low.
It is equivalent to what happened before the Industrial Revolution,
and it is going to lead to major problems in this country unless we
understand why we are not producing as we had in the past. We
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need to address this if we have any concern about the people who
suffer from these consequences.

The economic growth is slow. Predictions are that they, accord-
ing to the government statistics, are going to slow even more in
time, whether it is the end of this year or next. We will have a
recession. Even by some government statistics now, we are seeing
signs that there is a rising price level in some of our commodities.
There is belief that these prices will go up and we will be suffering
more so, even measured by the Consumer Price Index. This story
that is being passed out here in the halls of Congress and in other
places in Washington that we do not have to worry about the Con-
sumer Price Index, it overstates inflation, therefore we can make
the adjustment, I do not think that is correct at all. I think the Con-
sumer Price Index probably way underestimates inflation. If you
have private sources, there are many people who suffer the cost of
living much higher than the 3 or 4 percent that the government
reports. But there are some commodity indices that in the past two
years have gone up over 50 percent. This is a sign of the conse-
quence of the inflating of the money supply and it is starting to hit,
or will hit some of our consumer products, because it is already
hitting our commodities.

This idea that if there is a sign that prices are increasing, what
we have to do is take it under control and we have to suppress eco-
nomic growth and raise interest rates, this says something about
our policy that shows the lack of understanding. Because if we
look at all the recessions that we have had since World War 11, in
spite of the seriousness of many of these recessions, prices still go
up.

The one that we remember most clearly is in the 1970s, where
they even coined the word “stagflation.” This is not an unheard of
economic phenomenon. It is very frequent in many other nations,
where you have a lot of inflation and poor economic growth. We
have not had a serious problem with that, but it is very likely that
that is eventually what we will get, because we have absolutely no
backing and no restraint on our monetary system.

When we have an economic and monetary system as we have
today, I mention how it encourages Congress to spend beyond its
means. It spends too much, it borrows too much, it inflates too
much, and it leads to serious long-term problems, that as long as
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you can borrow again and borrow again, you sort of hide the prob-
lems, delay the consequences of the problem and prevent the
major correction that eventually comes.

But what have the American people been doing? Well, they
have been encouraged by this. They see the credit is available out
there. They keep borrowing, living beyond their means. Govern-
ment lives beyond its means, and individuals live way beyond
their means.

But some of the statistics are not very good about what is hap-
pening with our consumers, the American citizens. In 1996 per-
sonal bankruptcies were up 27 percent. It is at a record high; well
over a million bankruptcies were filed in 1996. This is a reflection
of loose credit policies, but it also is a reflection of a moral atti-
tude.

There was a time in our history where bankruptcy was looked
down upon, that we had a moral obligation to do our very best. If
we had a bad turn in our businesses, what we did was we notified
everybody, we went back to work, and we systematically did our
very best to pay off all our debts. There is no incentive for that
today. So it is very easy today to see the bankruptcies filed, and
they are increasing rapidly. I suspect that they are going to con-
tinue to increase even more dramatically.

Credit card delinquencies are at an all time high. They were at
3.72 percent in 1996, and those who have late payments, they are
also at a historic high, well over 5 percent. So the credit conditions
of this country are not very good.

Now what do we see as the signs of things changing to sort of
take care of this problem? So far, not too many good things hap-
pening. In 1995, the latest year we have measurements for, we find
out that credit card issuers, credit card companies, issued 2.7 bil-
lion credit cards, pre-approved. Pre-approved credit cards, 2.7 bil-
lion, and it was equivalent to sending every single American
between the ages of 18 and 64, 17 pre-approved credit cards. Noth-
ing like throwing out the temptation there, and many Americans
fall into the temptations. Congress does it. They keep borrowing,
and they exist. So the individual keeps borrowing, takes another
credit card, rolls them over.

Eventually, though, the banker will call. The banker will call the
individual. Who calls the Congress? Who calls a country when it
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spends beyond its means and it is way past the time when they
should be cutting back? The problem that develops then is not so
much that the government, our government, quits taxing and quits
paying the bills. We will always do that. We have control over that
because we now have this authority by the Federal Reserve to cre-
ate the money. The checks will always come.

The one thing that we do not have in the Congress and we do
not have in the Federal Reserve, and the President does not have,
is to guarantee the value of the money, and that is the problem.
Today all we hear about is the strength of the dollar, but if you
look at the dollar from 1945 on, the dollar is on a downward spi-
ral, and we are on a slight upward blip right now. Ultimately the
dollar will be attacked by the marketplace, and it will be more
powerful than any of the policy changes that our Federal Reserve
might institute.

There are a couple other things that have happened in our
financial system that are different than in the other ones. Some
would argue with me and say you are concerned about the supply
of money and credit. Well, I can show you a statistic measured by
M1, M2, and M3, and the money supply is not going up all that
rapidly. And this is the case compared to other times, that money
supply as measured by the more conventional methods are not—
those measurements are not going up as rapidly as they have in
the past. But there are other things that can accommodate the lack
of expansion of money as measured by, say, M2 and M3.

First, if an individual has an incentive not to hold the money
and save the money, but spend their money the day they get it,
that is called the velocity or the propensity to spend the money,
and if you use it more often, it is like having more dollars, and that
is one statistic that has gone up dramatically. Between 1993 and
1996 it has gone up 45 percent, so there is more desire to take the
money and spend it, and it acts as if there is a lot more money, and
we will also put pressure on the marketplace and cause the distor-
tions that can be harmful.

The other thing that we have going that is different than ever
before is that because there is no definition of the money, the dol-
lars, no definition of the dollar, we have introduced the notion of
all kinds of hedges and all kinds of speculation, and some serve
financial and economic interests to do hedging, but because there



160 Pillars of Prosperity

is no soundness to the currency there is a greater need all the time
to hedge and to try to protect against sudden changes. Some of
that would be economically driven, but other activity of that sort
is driven by speculation.

So in an age when you have tremendous excessive credit,
money and credit, you have more speculation. Consumers specu-
late they spend too much money, a businessman speculates,
invests in things he probably should not, but also governments do
the same thing. They spend money that they should not have.

But in this area of derivatives, we have things like swaps,
futures, and options, repos, and the foreign currency market. Right
now there is $20, $21 trillion worth of these derivatives floating
around out there outside of the measurement by our conventional
money supply, which means that this participates in this huge
financial bubble that exists around the world.

There is also a measurement that we make on a daily basis
which is called through the clearinghouse interbank payment sys-
tem, and this is all the electronic money that is traded throughout
the world every single day, and this again reflects how quickly we
are spending our money and how fast we are circulating and how
quickly it moves among and through our computers. Today it is
estimated that $1.4 trillion is transferred over the wire service.

Now, if there were a sound dollar and it was created only with
a proper procedure rather than out of thin air, this would not be as
bad, but the fact that this is contributing toward a financial bubble
I think is a very, very dangerous condition.

We live in an age called the Information Age; we live in a com-
puter age, and this technology is all very, very helpful to us. As a
matter of fact, it has served us in many ways to accommodate this
age of the paper money systems of the world. No money is sound
today in the entire world. So there is what we call the fluctuating
currency rates. Every single day, every single minute, the value of
the dollar versus the yen, versus the mark, versus the pound is
changing instantly.

Now in the old days each currency was defined by a weight of
gold. There was less speculation even though under those condi-
tions of government manipulation there were periodic times when
certain countries would have to devalue. But now the computer
system has really been a free market answer to those individuals
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who like the system, and it does work, it does work to a large
degree for a time. But it also allows the system to last longer, and
it allows us to create more of this financial bubble.

This is why we have been able to go along with the system of
government where we have made commitments to our future gen-
erations of $17 trillion; otherwise we could not have made these
commitments that would have had to be a correction. We would
have had to cut back and live within our means, just as individu-
als do; they have to live within their means, and they have to live
probably less high than they were when they were borrowing all
the money. A country will have to do that, too, that has lived way
beyond its means, and this is why what we are doing is so dan-
gerous.

The fact that we had these floating exchange rates for years has
permitted many of our paper currencies to last a lot longer than
they otherwise would have. We in the United States have a dollar
which is considered the reserve currency in the world which lends
itself to even more problems because the dollar is held in higher
esteem and it is considered the reserve that other countries are
more willing to hold, and this came out of World War II because
we had essentially all the gold, the dollar was strong, our economy
was strong, so the dollar was good as gold. So people took dollars
and they would hold them, and they still do that to a large degree
today.

So what does that encourage us to do? It encourages here in the
Congress and elsewhere to create this debt, and then as the money
circulates, we go and we say, oh, we have a lot of credit, we can
borrow this money, we will buy foreign products, and that is what
we do. We buy a lot of foreign products, and everybody is decry-
ing, you know, this foreign deficit. We owe more money to for-
eigners and we have a greater foreign deficit than any other coun-
try in the world, and it is encouraged because they are willing to
take our dollars, and we are willing to spend the money and we
are willing to run up these deficits and not worry about the future.

But where do these dollars go? They go into the central banks,
they buy our Treasury bills, and they are quite satisfied at the
moment. But when they get unsatisfied and dissatisfied with it,
they are going to dump these dollars, and they will come back. But
the trade deficit is running more than $100 billion a year, which



162 Pillars of Prosperity

means we buy more products from overseas than we sell to the
tune of $100 billion.

This in many ways has allowed our Federal Reserve to get off
the hook a bit because if we had $100 billion that nobody wants to
loan us and they had to create that new money, that would be
very, very damaging to the psychology of our market, and it
would be very, very inflationary. So it is still inflationary, but it is
delayed. So as long as foreigners will take our dollars and let us
buy their goods and we live beyond our means and hold our dol-
lars and we keep creating new money and paying the interest, this
thing could go on for a while. But eventually though in all mone-
tary systems which are based on fiat, the creation of money out of
thin air, eventually comes to an end, and when it comes to an end,
there is the rejection of the dollar, and then the dollars come home,
interest rates will go up, inflation will be back with a vengeance,
and there will come a time, and nobody knows when that time will
come, it will not be because of us in the Congress being very delib-
erate and very wise to all of a sudden live within our means, but
we will be forced to live within our means because those who want
to loan the money to us and the value of the money will change,
that there will just not be enough wealth.

What promotes all this? Well, what is the grand illusion that
allows us to get ourselves into such a situation? Well, the grand
illusion of the 20th century, especially in the latter half of the 20th
century, has been that prosperity can come from the creation of
credit. Now if you think about it, it does not make any sense if you
take a Monopoly game and you create more Monopoly money and
pass it out, everybody knows it has no value. But we have literally
endorsed the concept that if we just print money and pass it out,
everybody is going to be wealthy, and because it is government
and because it was related to a gold standard and because for-
eigners will take money, this system continues to work because
there is still trust in the money.

But eventually this trust will be lost. The wealth cannot be cre-
ated by creating new money. Yes, if the Federal Reserve prints
more money today and hands it to me, I can go spend it and I can
feel wealthier. But in the grand scheme of things, you do not cre-
ate wealth that way, and that is also the reason why productivity
growth is down. We do not create it. We have to have incentives,
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we have to encourage work and effort. That is the only place you
can get wealth.

So our taxes are too high, the regulations are too high, we bor-
row too much money, interest rates are too high, and we discour-
age savings all because of this monetary system. So eventually we
are going to be required to do something about that to restore trust
in the money so we do save money so we work harder. But we
have to lower taxes, we have to get rid of regulations, we have to
get rid of taxes on capital gains and get rid of taxes on savings and
interest and get rid of taxes on inheritance. Then people will have
more of an incentive to work rather than just to borrow. So the illu-
sion of wealth today is that which comes from a fiat or paper mon-
etary system.

We need today a very serious debate on what the monetary sys-
tem ought to be all about. It cannot be a debate which is isolated
from the role of government. If we have a role of government
which is to run the welfare state, to give anything to anybody who
needs something or wants something or claims it is an entitlement
or claims it is a right, if that is a system of government that we
want to perpetuate, it is going to be very difficult to have any
reform. If we continue to believe that this country is the policeman
of the world, that we must police the world and build bases over-
seas at the same time we neglect our own national defense, our
own borders, our own bases here at home, but we continue to
spend money on places, on Bosnia and Africa, and pay for the
defense of Japan and Europe; as long as we accept those ideas,
there is no way we can restore any sanity to our budget.

So I am suggesting to my colleagues here in the Congress that
what we must do is address the subject of what the role of gov-
ernment ought to be. There should be a precise role for govern-
ment. That is what the whole idea and issue was of the Constitu-
tional Convention as well as our Revolution. We did not like the
role of government that the English and the British had given us,
and we here in the United States decided that the role of govern-
ment ought to be there for the preservation of liberty.

The role of government ought not to be to redistribute wealth,
it ought not to be the counterfeiter of the world, to create money
out of thin air. It is illegal for you or I to counterfeit money. Why
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do we allow the government to counterfeit the money and make it
worthless all the time?

As long as we accept that, we are going to have big problems.
But there will be a time coming, and I suggest to all of my col-
leagues that we be ready for it, because it is so serious. Not only is
it a serious threat to our physical and economic well-being, the
greater threat is the threat to our individual liberty. As conditions
worsen, and when we have to face up to our problems, so often the
response is, all we need is another government program. And that
is still an attitude that I see all the time around here: if we just have
a little more tax money.

Already in this very early Congress, we have had tax increases
in spite of the rhetoric against taxes. We have been raising taxes.
We have increased the amount of regulations. We have done noth-
ing to really address the subject.

That comes from the fact that we never really ask the right
questions. What should the role of government be? The Founders,
as they concluded after the Revolution, as they wrote the Consti-
tution, it very clearly was stated that the role of government, espe-
cially at the federal level, ought to be there to protect the individ-
ual liberties of all individuals, no matter what. But today, we have
lost that as a goal and as a target. We concentrate, whether it is a
businessman or the person that is receiving welfare benefits, the
concentration is on the material benefits that usually come from a
free society in a voluntary way. But today, if anybody wants some-
thing or they need something or they think they have a right to it,
what do they do? They order a political action committee and
come to Washington.

I was gone for a few years. I was here in the Congress in 1976,
and, after returning, there is one dramatic difference. There are
more lobbyists than ever, more commands, more people coming
and more people wanting things. I have more demand from the
business community than I do from those who are from the poor
end of the spectrum. There is a vicious maldistribution of wealth
in a society that destroys its money. Inevitably, if a country
destroys its money, it destroys its middle class.

This is what is happening in this country already. The poor,
middle class individual who is still proud enough not to go on the
dole and not to take welfare, that is the individual who suffers the
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very most; and he is the one that is most threatened by the loss of
a job in the next downturn.

Currently right now, Wall Street, are they suffering from this
financial bubble that I see? No. If you are in the stock market or the
bond market or borrowing overseas, they are doing quite well.
People say: You worry too much. There is no inflation. No matter
what you say about the money supply and all of these things you
talk about, there is no inflation, do not worry about it. Inflation
deals with money, not prices.

So as I said earlier, I believe prices are going up much faster
than people will admit; but at the same time, the supply of money
and credit continues to expand. So we will have to eventually
address these problems. I think it will be up to us as Members of
Congress to at least make some plans. Because if we do not, if we
do not make the plans, I see this as a serious, serious threat to our
personal liberties.

Mr. Speaker, it will not be a simple reform that we need. We
have to do something more than that. We have to start thinking
about what do we need to do to really change the course. Is there
anything wrong with addressing the subject of individual liberty?
Is there anything wrong with talking about the value and the
importance of sound money? I claim there is nothing wrong with
that, but there is very little debate. There is very little debate
among our committee members and in our committees to address
this. It is usually, how do we tide ourselves over? How do we
modify this so slight a degree?

But the time will come, the time will come, because we will go
bankrupt, because no country has ever done this before. No country
can live beyond its means endlessly. No country can spend and
inflate and destroy its money. There will be this transfer of wealth.
It happened in many, many countries in this century. Of course,
one example of the 20th century was the German inflation, and
then there has to always be a scapegoat. The middle class suffers
the most. Somebody has to be blamed.

Currently today, I see a trend toward those of us who advocate
limited government, those who detest big government as becom-
ing the scapegoat saying, oh, you individuals who are against big
government, you are the people who cause trouble, you cause
unhappiness. That is not the case. People are unhappy. I meet
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them all the time because they are having a difficult time making
it in this day and age. Who knows who the next scapegoat will be,
but there will be one.

Mr. Speaker, the middle class in America will have to eventu-
ally join in the reforms that we need. The reforms can be all posi-
tive. There is nothing wrong with advocating limited government.
There is nothing wrong in the American spirit to advocate the
Constitution. There is nothing wrong with the American tradition
that says work is good. And there is something wrong with a sys-
tem that endorses and encourages and pushes the idea that we
have the right to somebody else’s life and somebody else’s earn-
ings. I do not believe that is the case. I think that is morally wrong.
I do not believe it has been permitted under the Constitution, and
it also leads to trouble. If it led to prosperity, it would be a harder
argument for me. But if it leads to trouble and it leads to people
being undermined in their financial security and in their economic
security, then we have to do something else.

I would like to invite those who expressed deep concern about
the poor and those who advocate more programs, more welfare
programs, I would like to suggest they need to look at monetary
policy. They need to look at deficits, and they need to realize that
wealth has to be created. And if we truly do care about the poor
people in this country, and if we do care about the people trying to
build homes, public housing obviously has not worked. We have
been doing public houses now and spent nearly $600 billion, and
there is no sign that we have done much for the people that we
have given public housing to.

We have spent $5 trillion on welfare. There are more homeless
than ever. The educational system is worse than ever. Yet we do
not really say, well, what should we do differently? Sometimes we
will say, well, let us take the management and change the man-
agement. Let us take the bureaucrats from Washington and put
them in the States. Let us do block grants. Let us make a few minor
adjustments and everything is going to be OK, and it will not be.

We will not make it OK until we address the subject of what
kind of a society we want to live in. I want to live in a free society.
Fortunately for me, as a Member of Congress, and as one who has
sworn to uphold the Constitution, this is an easy argument. It
should be an easy argument for all of my colleagues who would
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say, yes, I have sworn to uphold the Constitution, I believe in
America, I believe in hard work. But why do you vote for all of
these other programs? Why do you vote for all of the deficits? Why
are we getting ready to vote for more taxes soon? Why are we vot-
ing a supplemental appropriation? Why are we doing these things
if we really are serious? I have not yet seen any serious attempt to
cut back on spending and cut back on taxes.

Mr. Speaker, someday we will have to do it. The sooner, the
better. If we do it in a graceful manner, there is no pain and suf-
fering. The American people will not suffer if we cut their taxes.
The American people will not suffer if we lower the amount of reg-
ulations. The American people will not suffer if we get out of their
lives and not give them 100,000 regulations to follow day in and
day out. The American people will not suffer if the federal gov-
ernment gets out of the management of education and medicine.
That is the day I am waiting for and the day I am working for.
Hopefully, I will get other Members of Congress here to join me in
this effort to support the concepts and the principles of individual
freedom. m

Conduct of Monetary Policy

Banking Committee Hearing on Conduct of Monetary Policy
Congressional Record — U.S. House of Representatives
July 22, 1997

I would like to start off by saying that I have a slightly different
approach to inflation and monetary policy, and I will make a few
statements now so that my questions later on might make a little
more sense. But it has already been referred to here and commonly
so in all the media is that as soon as the CPI goes up and there is
price inflation, price rising, then we have inflation. And I look at
this slightly differently because there are many of us who believe
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that inflation is first and foremost a monetary policy. The inflation
starts with the increase in the supply of money and credit and then
we subsequently have different things happen.

One of those things possibly can be rising prices in consumer
and in producer prices. But more importantly and what I want to
concentrate on is that the other things that can occur with mone-
tary inflation is that we get malinvestment, we get the encourage-
ment of excessive debt, and we get speculative markets. And the
reassurance that we hear continuously day in and day out in the
media or here in the Congress that there is no inflation is not that
reassuring to me, and I will pursue that later on, because if we are
missing this and there are speculative markets out there and exces-
sive debt and malinvestment, what we really need to be concerned
about is the correction that inevitably comes after a period of infla-
tion.

We were reassured in the 1920s do not worry about anything,
there was no inflation, because they looked only at prices. Japan
did the same thing in the 1980s. Do not worry, we have no infla-
tion. Yet Japan has been suffering a bit since 1989. So the reassur-
ance does not come across too strong as far as I am concerned.

I am not totally reassured that we have no inflation. Quite pos-
sibly the rules have changed in measuring money supply. Of
course we know that M1 means nothing anymore. It is actually
going down, so we do not call that deflation. In the past ten years
a significant point in monetary history we have found out that the
Fed has increased total Federal Reserve credit two times, but dur-
ing this same period of time, something new has crept in, and that
is the “monetization” of our debt by foreign central banks. They
have increased their holdings by more than four times. During
these past ten years we have increased M3 by $1.5 trillion. So the
question is, “How has this been discounted?”

We say there is no problem because there are no price increases,
but we have also had the advantage of technology. That keeps
prices down. We have cheap imports. That keeps prices down. We
have world labor markets now. That keeps prices down and takes
the pressure off wages. We have the privilege of being the reserve
currency of the world. Foreigners are still willing to take our dol-
lars. So we inflate. Not only do they take our dollars in the form of
credit and buy our Treasury bills, but they are quite willing to hold
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two-thirds of our cash overseas, which again leads us to believe
that there is no monetary inflation.

We also know that the measurement of price inflation comes
from the government measuring the CPI, and we do know that the
calculation of the CPI is ongoing, as reported in the last minutes of
FOMC, and therefore the CP1I is reflecting something lower. Now,
a lot of people in this country generally do not trust what the gov-
ernment tells them, and when I talk to the people in my district,
they just sort of roll their eyes and laugh if they are told that there
is no inflation and that prices are rising at 1 or 2 percent. And yet,
if you look at a private organization that measures the cost-of-liv-
ing index, Al Sindlinger of Sindlinger & Co., from Wallingford,
Pennsylvania, he claims that consumer prices are rising by 5.8 per-
cent.

So, I think that I am going to emphasize in my questioning the
importance of looking at the right targets, and not being deceived
and saying that “there is no inflation, there is no concern.” Maybe
we should have some concern about some exuberance someplace
in the economy. . . .

Mr. FRANK. Open is not skeptical. I am glad you are open, but
not skeptical. I did not say you were an “old fogey.”

Mr. GREENSPAN. Skepticism has very significant roots in phi-
losophy, and these are good roots. You look for real evidence to
determine whether something is true or false.

Mr. FRANK. I just want to say with regard to “old fogey,” far
from calling you an “old fogey,” when you talked about people
retiring in 2009 and 2010, indeed I thought you were talking about
yourself. . . .

Dr. PAUL. Mr. Chairman, I think the Banking Committee must
be making progress, because even others now bring up the subject
of gold, so I guess conditions are changing. But I might just suggest
that the price of gold between 1945 and 1971 being held at $35 an
ounce was not much reassurance to many that the future did not
bode poorly for inflation. So the price of gold being $325 or $350,
ten times what it was a few years back, should not necessarily be
reassurance about what the future holds. Unlike my colleague from
the other side accusing you of searching for gloom, I might wonder
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whether or not we might be hiding from some of it? So I thought
that the last thing I would suggest is that we lack monetary stimu-
lus and all we need is a little more monetary stimulus, and all of a
sudden we are going to take care of the problems. And by the way,
the problems that are described are the problems that I am very
much concerned about, but I come up with a different conclusion
on why we are having those problems.

Earlier, I made the case in my opening statement that quite pos-
sibly we are using the wrong definitions and we are looking at the
wrong things, and we continue to concentrate and to reassure our-
selves that the Consumer Price Index is held in check, and there-
fore things are OK and there is no inflation. Real interest rates and
the long bond remain rather high, so there is a little bit of infla-
tionary expectation still built into the long-term bond. But the con-
sumer prices might be inaccurate, as Sindlinger points out, and
they may become less important right now because of the various
technical things going on.

And also I made the suggestion that the money-supply calcula-
tions that we use today might not be as appropriate as they were
in the past, because I do not think there is any doubt that we have
all the reserves and all the credit and all the liquidity we need. I
mean, it is out there. It might not be doing what we want it to do,
but there is evidence that it is there. The marginal debt today was
reported at $113 billion, just on our stocks. So there is no problem
with getting the liquidity. My argument is that what if we looked
at the prices of stocks as your indicator as you would look at the
CRB? I mean, we would have a rapidly rising CRB—or any com-
modity index. It would be going up quite rapidly. For instance, in
the past three months, we had a stock price rise of 25 percent. If it
continued at that rate, we would increase the stock prices 100 per-
cent in one year. If that was occurring in the commodities or Con-
sumer Price Index, I know you would be doing something.

My question and suggestion is maybe we ought to be doing
something now, because there is a lot of credit out there doing some-
thing else, causing malinvestment, causing deficits and debt to build
up, and that there will be a correction. We have not repealed the
business cycle. So we have to expect something from this.

I think there are some interesting figures about what has hap-
pened to the stock market. In 1989, Japan’s stock market had a
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greater value than our stock market does. Our market now is three
times more valuable in terms of dollars than Japan. We have 48
percent of the value of all the stocks in the world, and we put out
27 percent of the output. So, there is a tremendous amount of
marking up of prices, a tremendous amount of credit. So, instead
of lacking any credit, I think we have maybe an excess amount. I
would like to know if you can reassure us that we have no con-
cerns about this malinvestment, that we do not have excess credit
and that these stock prices are not an indicator that might be sim-
ilar to a Consumer Price Index?
Mr. KENNEDY. What?

Mr. GREENSPAN. Let me first say, Dr. Paul, it is certainly the
case that if you look at the structure of long-term nominal govern-
ment interest rates, there is still a significant inflation premium
left. In the 1950s and the 1960s, we had much lower nominal rates,
and the reason was that the inflation premium was clearly quite
significantly less. I think we will eventually get back there if we
can maintain a stable noninflationary environment. I do not think
we can remove the inflation premium immediately, because it
takes a number of years for people to have confidence that they are
dealing with a monetary policy which is not periodically inflation-
ary.

To follow on the conversation I was having with Congressman
Frank, the type of conversation we have at the Federal Open Mar-
ket Committee is indeed the type of conversation that is coming
from both of you. In other words, we are trying to look at all of
these various forces and recognize where the stable relationships
are and those which tell us about what is very likely to occur in the
months, the quarters, and hopefully, in the years ahead.

It is a very intensive evaluation process, especially during a
period when there seem to be changes in the longer-term structure
which we do not yet know are significant or overwhelming. But
we are experiencing changes which lead us to spend a consider-
able amount of time trying to evaluate what is going on. But we
would be foolish to assume that all of history has somehow been
wiped from the slate and that all of the old relationships, all of the
problems that we have had in the past, have somehow in a period
of a relatively few years, disappeared. The truth of the matter is
that we suspect that there are things that are going on. We do not
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know yet how important they are. But we are keeping a very close
evaluation of the types of events that are occurring, so that we can
create what we believe to be the most appropriate monetary policy
to keep this economic expansion going in a noninflationary way,
because that is what is required to keep growth going.

Dr. PAUL. So, you are saying the stock price index is of a lot
less value than the commodity price index or the Consumer Price
Index?

Mr. GREENSPAN. I would say our fundamental purpose is to
keep inflation, meaning basically the underlying general price
index, stable, because that is the most likely factor which will cre-
ate financial stability overall. As I have said in previous commen-
tary and discussions before this subcommittee, we of necessity
look at the whole financial system, but it has always been our con-
clusion that the central focus is on the stability of product prices as
the crucial determinant in the system, which if you solve that one,
you are likely to solve the others as well. . ..

Mr. FRANK. I appreciate that. And I have only one last sen-
tence. And here, for once, I think lawyers may have something to
tell economists. They usually don’t.

I agree that is the appropriate question. I just hope that you will
decide it by a preponderance of the evidence, and not say that the
good news has to prove itself beyond a reasonable doubt.

Mr. GREENSPAN. I couldn’t agree with you more. It is not a
good news/bad news; it is a preponderance of the evidence and
the facts which I hope determine what we do. I can certainly tell
you that is our purpose. . . .

Dr. PAUL. Mr. Chairman, earlier on, several Members on that
side made the point that ordinary people and poor people are hav-
ing a tough time, and I think they are correct about this. I don’t, of
course, agree with some of the solutions they might propose, but I
do not believe for a minute that adjustments, or an explanation of
the CPI or price deflator will satisfy these people. There are a lot of
people out there suffering. I think it is very real.

I think what we must remember is that the standard of living
for many of these people has gone down in the period of time since
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we closed down the last monetary system in 1971. Fiat money — by
its very nature, a characteristic of fiat money is that the middle
class eventually gets wiped out if you have runaway inflation. If
you have insidious inflation, you will have the poor people nib-
bled away with. The early users of credit benefit, the late users
have difficulty. So, the people who borrow, the bankers, the big
business, and governments are going to have advantages that the
little guy won’t have. So, I really agree with the concerns that they
express and I think that we should continue to think about this and
try to solve that problem.

I have a specific question dealing with central bank purchases
of U.S. debt. On June 23, Hashimoto, Prime Minister of Japan,
made a comment that made the news and stirred up the markets
for approximately 24 hours and then it passed. He threatened, of
course, that he would sell Treasury bills if we didn’t fix the dol-
lar/yen ratio to something more to his liking. But even before that
statement, I noticed that there has been a significant change in
what central banks have been doing.

Up until approximately three months ago, central banks have
been accumulating our debt at sometimes up to 20 percent annu-
alized rate and yet, in the last three months, we have seen a change
where it has gone to a point where it is decreasing. Not only are
they not buying as many, they have actually unloaded some of this
debt. It may be way too early to tell, but it could be a trend.

At the same time the foreign central banks were holding a lot
less of our debt, the Federal Reserve, our Federal Reserve, has
increased its purchase and Federal Reserve credit has subse-
quently gone up 10 to 11 percent in that same period.

So my question is, how serious is this? Is this a major part to
your policy, and what happens if, in the next year, the foreign cen-
tral banks don’t dump just $10 or $15 billion, or $20 billion, what
if they dump a whole $100 billion? What kind of pressure does this
put on you and what kind of pressure does it put on the interest
rates, and do they —or could they —hold us hostage?

Mr. GREENSPAN. Let me just respond to the general question.
If central banks decided to sell U.S. Treasury debt, somebody else
is obviously buying it. So really, what it is, is a swap in which the
central bank switches out of government debt into other securities
and some other party is doing the opposite. So, somebody will be
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holding our debt. The question really is, would it significantly
affect the price of the debt in the process of that exchange? In other
words, would long-term interest rates in the United States go up
as a consequence?

It is conceivable in a very short-term sense that, for technical
reasons, if you try to sell a lot of U.S. Treasury debt, the price of
the bonds would go down and the interest rate would go up in
part. But, over the longer run—and that is probably a more mod-
est shorter run, as you pointed out earlier Congressman— the
determination of the level of interest rates is essentially the real
interest rate plus the inflation premium. Ultimately, that is what
will prevail. The mere sale of the U.S. Treasury debt would not, in
and of itself, alter either the inflation premium or the real interest
rate. So that, over the longer run, that should not have a signifi-
cant effect. . ..

Dr. PAUL. OK. My concern, though, is what if there were not
enough other parties to buy? It seems that the pressure would be
put on you to buy, and it looks like you may have already done
this, because what you have done in the last three months is more
active than you did in the previous three months. The net sales on
foreign central bank holdings have certainly changed. There has
been a definite change in the last three months.

Mr. GREENSPAN. No, our policy has been directed strictly at
the issue of maintaining a portfolio which is consistent with our
announced federal funds rate. So what we do is we equilibrate the
system of federal funds, the supply and demand within the bank-
ing system, and adjust our portfolio in a manner to maintain some-
thing close —relatively close —to that rate.

Our open market operations are not related to this particular
phenomenon but net, effectively, directed toward the federal
funds rate target. m
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East Asian Economic Conditions

Banking Committee Hearing on East Asian Economic Conditions
Congressional Record — U.S. House of Representatives
January 30, 1998

Dr. PAUL. Mr. Chairman, I think I can do this in less than a
minute. I would like to make two points.

It has been continuously argued that there is no cost. You
wouldn’t be here if there wasn’t a cost. You want an $18 billion
authorization. The American people don’t buy that argument. You
are not going to convince very many in the Congress and you are
not going to convince the American people there is not a cost, or
we wouldn’t be going through this process.

The other thing is, we should think about the cause, rather
than propping up a bad system. Credit expansion in the Far East
caused this problem. Our dollar participated in it. We have a
reserve currency of the world. They buy our debt, they use our
dollars as a reserve currency, they have expanded it, it is
inevitable that you have to have these crises, so unless we address
the basic currency problems, we cannot solve this for the future or
protect our dollar. . . .

Secretary RUBIN. Congressman, we are extremely sympathetic
and very strongly identify with the objective. There is somebody at
Treasury, an exceedingly capable member of our staff, who has
that very job. We would be delighted to do that. . ..

Dr. PAUL. Mr. Chairman, I have several questions. I would like
to go ahead and ask the three questions and then listen for the
answers. First off, I would like to remind Mr. Summers that last
time you were here, I think in November, I did ask a question in
writing about the real cost, whether or not the IMF funding would
appear in the national debt. That is not one of my questions, but I
would like a follow-up on that. We have not yet heard from you
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on that. I cited a CRS report that says that it is truly part of the
national debt and that interest is paid on it. Most Americans real-
ize there is a cost to it. Most American taxpayers aren’t calling us.
That is one of the reasons why this funding is in trouble. I mean,
nobody is calling up here and saying, “Hey, please spend the
money, please refund the IMFE.” They are more concerned about
inner city jobs and other problems. So the politics of this is very
difficult for you.

Recently Henry Kissinger was visiting over in Thailand. He
was interviewed over there. In his interview in the newspaper it
was reported that he attacked right-wing extremists that were pro-
tectionists and not supportive of this bailout. I know it has been
made mention that people on the far right and far left may make
strange bedfellows. I would like to make it very clear that—and
thank goodness that strange bedfellows are still legal in the politi-
cal process. I do not happen to belong to either right wing or left
wing, so I am glad to participate in this endeavor. I do have great
concern about this. I think that the solutions that have been pre-
sented are nothing more than the same old stuff that caused the
trouble in the first place; that is, credit expansion. But, for instance,
I think actually you are overreacting, in the sense that you are
wanting this, having the Secretary of Defense come, declaring this
horrible emergency coming, people like me who speak out, say,
what are you going to do if a depression comes, it is going to be
blamed on me. This is getting carried away. If you look at the most
important way to find out how this is being discounted, look to the
markets. The markets are saying: the funding is in great trouble,
and the markets are doing quite well. So I think it is hard to con-
vince everybody that we are in big trouble if the markets are say-
ing, “hey, forget it.”

There was an agreement with the Korean government; $24 bil-
lion of loans were rolled over with the banks. The banks get a high
rate of interest. The banks get a special deal because they can go
down to zero reserve requirement because they belong to the
OECD and do the Fed regulations, and today’s paper said this is a
plum for the banks, this is a sweet deal for the banks. There is a lot
of reassurance there. So a lot of people are asking, why do you
need additional support? Why do you need even taxpayer support
to back up these loans that have already been renegotiated? One
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question I have for Treasury is, in this $24 billion renegotiation, I
would like to know whether or not the 14 merchant banks that
have already been declared bankrupt, whether or not they are
going to be bailed out as well. Has the Korean government
assumed those loans and indirectly are we going to assume it?

I would like to go ahead and finish my questions. The other
question I have for Chairman Greenspan is in 1980 there was a sig-
nificant change in the Federal Reserve Act. It permitted much
more leeway in the Federal Reserve in purchasing foreign debt.
Does this mean—are you allowed under today’s law to buy a
Korean bond in your transactions and have you or would you con-
sider it? And also for the Exchange Stabilization Fund, in the leg-
islation giving us the Exchange Stabilization Fund, you have the
right to deal in gold. It is very explicit that you have the legal
authority. Do you, have you, or would you?

Secretary RUBIN. Let me take a shot at a few of those if I may.
Why don’t we start with the one you addressed to Chairman
Greenspan actually. He was looking too comfortable.

Mr. GREENSPAN. We hold at this stage foreign obligations in
marks and yen as part of a general reserve position. We do not buy
any other foreign assets. The rules which we abide by are internal
rules of the Federal Open Market Committee. Those rules have
been fairly restrictive with respect to what it is we can buy. The
answer to your question is we don’t have authority now to buy
Korean bonds. My impression is that if we brought the issue up we
would not achieve such authority. . . .

Secretary RUBIN. Very briefly on the other issues if I may, Dr.
Paul, on the question of the markets not reflecting the issues in
Asia, markets can change and change very quickly. Having lived
in markets for 26 years and having done well sometimes and less
well other times and horrendously still other times, I wouldn’t
look to markets myself —and this is my view, one person’s view —
I would not look to markets as a barometer of the possible risks to
our interest. I think the risks are the risks that we have identified
here. On the question of whether or not the bank deal in Korea is
what you called a sweet deal.

Dr. PAUL. The paper called it that. I am quoting the paper.
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Secretary RUBIN. The paper says a lot of things, including
some things about me even sometimes, which I don’t necessarily
agree with. The short-term debt that is now outstanding I believe
is 5 percent over the London interbank rate and that is short-term
debt. The new debt which go out one year, two years, or three
years is on average I believe 2 1/4 percent over the London inter-
bank rate. So they have actually had a substantial reduction in the
interest rate and a substantial extension in maturity assuming that
the banks sign up for this. At the present time all you actually have
is a proposal. In addition, the banks in credit extension to the cor-
porate sectors in Korea and throughout the rest of Asia in many
cases have been taking substantial losses, thus the reference today
to the $777 million reserve that Deutsche Bank set aside for its
losses in Asia.

Mr. GREENSPAN. $773.

Secretary RUBIN. $773. I apologize. Well, I am not so sure. I bet
you a nickel.

Mr. GREENSPAN. You are on.

Secretary RUBIN. We have got a nickel-even odds. It is either
$773, but in the neighborhood of three-quarters of a billion dollars.
There is a slight side bet between the Chairman and me which he
will probably win.

Secretary RUBIN. And then as to the merchant banks, the
healthy merchant banks —when it is determined who is healthy —
will be eligible to swap; the unhealthy merchant banks will not.

Dr. PAUL. The ones that have failed will not get any benefits.
The Korean government hasn’t assumed any risks from the field
merchant banks.

Secretary RUBIN. Now that is a different question. Larry, do
you want to address that? I am sorry; that’s a different question, I
apologize.

Mr. SUMMERS. The Korean government, in August, had
offered a guarantee to bank deposits, so that government guaran-
tee obliges the Korean government to guarantee deposits, includ-
ing merchant banks that fail. The stretch-out arrangement that was
just described. m
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Conduct of Monetary Policy

Banking Committee Hearing on Conduct of Monetary Policy
Congressional Record — U.S. House of Representatives
February 24, 1998

Dr. PAUL. Second of all, picking up on a point that Mr. Frank
made a moment ago of the IMF, some of us think in fact that the
IMF by and large has been a failure, that in Africa and Latin Amer-
ica, after years of IMF structural adjustment programs, what has
happened is there has been a significant increase in poverty; major
cutbacks in health, in education; increases in unemployment.

In fact, in Africa what we are seeing is a dismal situation and in
recent years has been made even more dismal. In Latin America, I
think with the exception of Chile, every country there has seen an
increase in poverty. Also, as you know, the IMF told us a year ago
how splendidly the Asian economies were doing in Indonesia, in
Korea, and so forth, and now they are in the middle of a melt-
down.

Given the very poor record of the IMF, and given the fact that
a number of economists think that the major role of the IMF is to
help multinational banks and corporations rather than the poor
people of Third World countries, perhaps you can elaborate on
why you think the taxpayers of this country should put up $18 bil-
lion in order to replenish the IMF? So I hope you will address some
of those issues. . . .

Dr. PAUL. It seems like the most appropriate subject for now
would be the interrelation of the crisis in Asia with our own
domestic monetary policy. And if I am not mistaken, it seems like
there has already been an effect on the foreign holdings of debt,
our debt now has been decreased by approximately $50 billion. It
seems like it has changed our domestic monetary policy because
we are expanding our Federal Reserve holdings, as well as M3 is
rising now.
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In the old-fashioned definition of “inflation,” we are well into
it, we are inflating a lot. If we do not rely on the erroneous mes-
sages that we get from the CPI—during the 1920s certainly the CPI
was rather stable, and yet we had inflation that ended up with a lot
of problems.

I must remind everyone that when we debase a currency,
which means we inflate a currency, it inevitably leads to trade
deficits which we suffer from, it inevitably leads to uneven distri-
bution of income which we suffer from, and it always gives inter-
est rates that are higher than the people want. But to argue for
lower interest rates to me seems to compound our problem,
because it requires more inflation of the money supply.

At the same time, if we want to rescue the Southeast Asian cur-
rencies by an IMF bailout, we only do that by inflating our own
currency and setting the stage for a dollar crisis. . . .

Dr. PAUL. I have two brief points to make, then I have a couple
of questions.

First, your comment about the deficit is very important in keep-
ing interest rates high. It seems to me that the level of government
spending has to be even more important, because if you have a $2
trillion budget, and you tax that money out of the system, that is
very detrimental, just as detrimental as if you borrowed out of the
economy. So I think the level of spending is probably more impor-
tant.

And as a follow-up to the question from the gentleman from
Washington on the currency, we certainly do export a lot of our
currency. More than 60 percent ends up in foreign hands. And it
serves a great benefit to us because it is like a free loan. It is not in
our own country, it does not bid up prices, so we get to export our
inflation. At the same time, they are willing to hold our debt; cen-
tral banks are holding $600 billion worth of our debt. So again, we
get to export our inflation, and the detriment is the consequence of
what we are seeing in Southeast Asia.

But the real problem, though, is not the benefits that we receive
temporarily, but the problem is when those dollars come home,
like in 1979 and 1980, and then we have to deal with it because it
is out of your hands, this money has been created. So I think we
should not ignore that.
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But my first question has to do with Mexico. It is bragged that
we had this wonderful bailout of Mexico three years ago, and yet
Mexico still has some of its same problems. They have tremendous
bank loans occurring right now. The peso has weakened. Last
month it went down 5 percent. Since the conditions are essentially
the same, my question to you is when do you anticipate the next
currency crisis in the Mexican peso?

And then another question that I would like to get in as well
has to do with a follow-up with the gentleman from Massachusetts
dealing with the inequity in the distribution of income. And in
your statement you come across almost hostile or fearful that
wages might go up. And I understand why you might be con-
cerned about that, because you may eventually see the conse-
quence of monetary inflation, and it will be reflected in higher
wages. But where has the concern been about the escalation of
value of stocks? People are expecting them to go up 30 percent a
year. They are benefiting, but labor comes along and they want to
get a little benefit. They want to raise their salaries 5 or 10 percent.
Unlike the other side, I think the worst thing to do is interfere in
the voluntary contract and mandate an increase in wages and give
them minimum wage rates. That is not the answer.

But to understand the problem I think is very important. This is
a natural consequence. They want to share as well, and this is a
natural consequence of monetary inflation is that there is an equal
distribution of income.

I would like you to address that and tell me if there is any merit
to this argument and why you seem to have much greater concern
about somebody making a few bucks more per hour versus the
lack of concern of a stock market that is soaring at 30 percent
increases per year. . . .

Mr. GREENSPAN. Let me say that when I believe that there are
trends within the financial system or in the economy generally
which look to me and to my colleagues to be unsustainable and
potentially destructive of the economic growth, we get concerned.

I am not aware of the fact that if I see things which I perceive to
be running out of line, that I have not expressed myself. At least
some people have asserted that I have expressed myself more often
than I should. And I have commented on innumerable occasions, as
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I have, in fact, done today, that there are certain values in the sys-
tem which by historical standards, are going to be difficult to sus-
tain. And I am concerned about that, because it potentially is an
issue which relates to the long-term values within the economy.

I have no concern whatever about the issue of wages going up.
On the contrary, the more the better. It is only when they are real
wages, whether they are wages which are tied to productivity or
related to productivity gains. But wages which are moving up
more than the rate of inflation, for example, I think are highly
undesirable, and indeed to the extent that we do not get real wage
increases, we do not get increases in standards of living. So I am
strongly in favor of any increase in real wages and not strongly in
favor at all of wages that go up and are wiped out by inflation.

Dr. PAUL. But the real wage is down compared to 1971. You
have a little flip here or so, but since 1971 it is down.

Mr. GREENSPAN. Part of that issue, Congressman, is a statisti-
cal problem. I do not believe the real wage is truly down since
1971. . ..

Dr. PAUL. But we cannot convince our workers of that. At least
in my district they are not convinced by some statistic.

Mr. GREENSPAN. Let me put it this way: Productivity after the
early 1970s flattened out fairly dramatically, and that slowed real
wage increases very dramatically as well. And to the extent that
the sense in which earlier generations experienced significant
increases in standards of living during the 1950s and 1960s and the
early post-World War II period, of course productivity was
advancing rapidly. That came to a dramatic end in the early 1970s
and persisted until very recently. And if people were concerned
about that, they should be, and they should have been, and we
should have been, as I think we were.

Dr. PAUL. Do you have a comment on when the next Mexico
crisis is going to occur?

Mr. GREENSPAN. Yes. I am not concerned about a crisis in
Mexico at this particular stage. I think they are doing reasonably
well. The peso at this particular stage is floating appropriately. I do
not see any immediate crisis at the moment. And while I do not
deny that, as in any country, things can go askew, they have come
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out of the 1995 crisis frankly, somewhat better than I expected they
would. m

The Bubble

Congressional Record — U.S. House of Representatives
April 28, 1998

Mr. Speaker, the big question is how history will play the cur-
rent financial situation if all the great wealth accumulated in the
last ten years dissipates in a financial collapse.

According to an article in The New Republic, Greenspan is not
only held in high esteem on Wall Street, he is seen as Godlike. One
trader is quoted as saying, “When things go well, I hold
Greenspan’s picture between my hands and say, thank you. When
things go poorly, I also take the photo in my hands and pray.” And
he is not alone on Wall Street in heaping praise on Greenspan. This
comes as close to idolatry as one can get.

Alan Greenspan took over the Fed a few months before the
stock market crash of October, 1987. In the ten years that
Greenspan has headed the Fed, $2 trillion of new credit has been
created as measured by M3. Banks threatened by bankruptcy in
the early 1990s received generous assistance from the Fed policy of
low interest rates and rapid credit expansion as a response to the
recession of 1991. Fed fund rates were held at 3 percent for well
over a year. This generous dose of Fed credit has fueled the five-
year superboom on Wall Street.

We are endlessly told no inflation exists. But inflation is strictly
and always a monetary phenomenon and not something that can
be measured by a government consumer or producer price index.

Even so, there currently is significant price inflation for the
fancy homes throughout the country, especially in the New York
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and Connecticut areas influenced by the New York financial cen-
ter. CEO compensation is astronomically high, while wages for the
common man have been held in check. The cost of all entertainment
is not cheap and rises constantly. Art prices are soaring, as is the
price of tickets to athletic events. Buying stocks with a 1.8 percent
dividend yield is not cheap. These prices are inflated. The cost of
education, medicine, and general services are expensive and rising.

In spite of government reports showing food prices are not ris-
ing, many constituents I talk to tell me food prices are always
going up. It seems every family has difficulty compensating for the
high cost of living and taxes are always inflating.

There is no doubt that many Americans know the salaries of the
CEOs, athletes, and entertainers are astronomically high. The
wages of the average working man, though, have not kept up.
Workers feel poorer and resentment grows.

Even with all of Wall Street’s euphoria, Main Street still harbors
deep concern for their financial condition and the future of the
country. Many families continue to find it difficult to pay their
bills, and personal bankruptcies are at a record high at 1,400,000
per year. Downsizing of our large corporations continues as many
manufacturing jobs are sent overseas.

This current financial bubble started in mid-1982. At that time,
the money supply, as measured by M3, was $2.4 trillion. Today it
is over $5.5 trillion. That is a lot of inflation, and money supply
growth is currently accelerating.

Although the money supply has been significantly increased in
the past 16 years and financial prices as well as other prices have
gone up, government officials continue to try to reassure the
American people that there is no inflation to worry about because
price increases, as measured by the government’s CPI and PPI, are
not significantly rising.

Stock prices, though, are greatly inflated. If we had an average
valuation of the Dow Jones Industrials for the past 87 years, as
measured by the PE ratios, the Dow would be a mere 4,100 today,
not over 9,000. And the Dow would be much lower yet if we took
the average price-to-dividend ratio or the price-to-book ratio.

The NASDAQ is now selling at 85 times earnings. There is no
doubt that most stock prices are grossly inflated and probably rep-
resent the greatest financial bubble known in history.



Money and Banking: Gold versus Fiat 185

A lot of foreign money has been used to buy our stocks, one of
the consequences of computer-age financial technology and inno-
vations. Our negative trade balance allows foreign governments to
accumulate large amounts of our Treasury debt. This serves to
dampen the bad effect of our monetary inflation on domestic
prices, while providing reserves for foreign central banks to fur-
ther expand their own credit.

Think of this: Money can be borrowed in Japan at Depression-
era rates of 1 percent and then reinvested here in the United States
either in more Treasury debt earning 5 or 6 percent, or reinvested
in our stock market, which is currently climbing at a 20 percent
annualized rate. This sounds like a perfect deal for today’s specu-
lators, but there is nothing that guarantees this process will con-
tinue for much longer. Perfect situations never last forever.

Some of the euphoria that adds to the financial bubble on Wall
Street and internationally is based on optimistic comments made
by our government officials. Political leaders remind us time and
again that our budget is balanced and the concern now is how to
spend the excess. Nothing could be further from the truth, because
all the money that is being used to offset the deficit comes from our
trust funds.

In other words, it's comparable to a corporation stealing from its
pension fund in order to show a better bottom line in its day-to-day
operations. Government spending and deficits are not being brought
under control. Tax rates are at historic highs, and all government tax-
ation now consumes 50 percent of the gross national income.

It is now commonly believed that the East Asian financial crisis is
having no impact on our economy. But it's too early to make that
kind of an assessment. Our president remains popular, according to
the polls, but what will it be like if there’s any sign of economic
weakness? There could then be a lot of “piling on” and finger point-
ing.

Problems and Victims

The basic cause of any financial bubble is the artificial creation
of credit by a central bank (in this case our Federal Reserve). Arti-
ficially creating credit causes the currency to depreciate in value
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over time. It is important to understand the predictable economic
problems that result from a depreciating currency:

1. In the early stages it is difficult to forecast exactly who will
suffer and when.

2. Inflated currency and artificially low interest rates result in
malinvestment that produces over capacity in one area or
another.

3. Wealth generally transfers from the hands of the middle-
class into the hands of the very wealthy. (The very poor
receiving welfare gain a degree of protection, short of a
total destruction of the currency.)

4. Prices indeed do go up, although which prices will go up
is unpredictable, and the CPI and PPI can never be a
dependable measurement of a monetary policy driven by
loose credit.

5. The group that suffers the very most is the low-middle-
income group (those willing to stay off welfare, yet unable
to benefit from any transfer of wealth as stagnant wages
fail to protect them from the ravages of the rising cost of
living).

There are probably several reasons why this current economic
boom has lasted longer than most others. The elimination of the
Soviet threat has allowed a feeling of optimism not felt in many
decades, and there has subsequently been tremendous optimism
placed on potential economic development of many world mar-
kets in this age of relative peace.

There is also very poor understanding regarding economic
interventionism, the system most nations of the world accept
today. Today’s interventionism is not close to a free market. The
great Austrian economist Ludwig von Mises consistently pointed
out that interventionism always leads to a form of socialism, which
then eliminates the apparent benefits of interventionism.

A good example of how interventionism leads to the destruc-
tion of a market can be seen in the recent tobacco fiasco. First, the
tobacco industry accepted subsidies and protectionism to build a
powerful and wealthy industry. Then, having conceded this
“nanny” role to the government, Big Tobacco had no defense
when it was held liable for illnesses that befell some of the willing
users of tobacco products. Now, the current plan of super taxation
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on tobacco users will allow the politicians to bail out the individ-
ual farmers who may be injured by reduced use of tobacco prod-
ucts (destruction of the market). This half-trillion-dollar tax pro-
posal hardly solves the problem.

Just as in the 1920s, today’s productivity has fooled some econ-
omists by keeping prices down on certain items. Certainly com-
puter prices are down because the price of computer-power has
dropped drastically, yet this should not be interpreted as an
“absence” of inflation. Innovation has kept prices down in the
computer industry, but it fails to do so when government becomes
overly involved as it has in other technological areas, such as med-
ical technology, where prices have gone up for services such as
MRIs and CAT scans, not down.

Learn from Japan

The most important thing to remember is that perceptions and
economic conditions here can change rapidly, just as they did last
summer in the East Asian countries with the bursting of their
financial bubble. They are now in deep recession.

Even though Japan first recognized signs of difficulty nine
years ago, their problems linger because they have not allowed the
liquidation of debt, or the elimination of over capacity, or the
adjustment for real estate prices that would occur if the market
were permitted to operate free of government intervention. The
U.S. did the same thing in the 1930s, and I suspect we will do
exactly what Japan is doing once our problems become more
pressing. With our own problems from the inflation of the last 15
years now becoming apparent, their only answer so far is to inflate
even more.

In its effort to reenergize the economy, the Bank of Japan is
increasing its reserves at a 51 percent rate. This may be the great-
est effort to “inflate” an economy back to health in all of history.
Japan has inflated over the years and will not permit a full correc-
tion of their malinvestment. The Bank of Japan is doing everything
possible to inflate again, but even with interest rates below 1 per-
cent there are few takers.

OECD measurements, the M1 and quasi-money have been
increasing at greater than 20 percent per year in East Asia. In the
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United States, M3 has been increasing at 10 percent a year. It is esti-
mated that this year the U.S. will have a $250 billion current
account deficit—continued evidence of our ability to export our
inflation.

We are now the world’s greatest debtor, with an approximately
$1 trillion debt to foreign nations. Although accumulation of our
debt by foreign holders has leveled off, it has not dropped signifi-
cantly. The peak occurred in mid-1997 —today these holding are
slightly lower.

The Cruelest Tax of All

This process of deliberately depreciating a currency over time
(inflation) causes a loss in purchasing power and is especially
harmful to those individuals who save. AIER (American Institute
for Economic Research) calculates that 100 million households
since 1945 have lost $11.2 trillion in purchasing power. This comes
out to $112,000 per household, or put another way, over five
decades each one of these households lost $2,200 every year.

Although many households are feeling very wealthy today
because their stock portfolios are more valuable, this can change
rather rapidly in a crash. The big question is what does the future
hold for the purchasing power of the dollar over the next ten or
twenty years?

The End in Sight?

Reassurance that all is well is a strategy found at the end of a
boom cycle. Government revenues are higher than anticipated,
and many are feeling richer than they are. The more inflated the
stock market is as a consequence of credit creation, the less reliable
these markets are at predicting future economic events. Stock
markets can be good predictors of the future, but the more specu-
lative they become, the less likely it is the markets will reveal what
the world will be like next year.

The business cycle—the boom-bust cycle of history—has not
been repealed. The psychological element of trust in the money,
politicians, and central bankers can permit financial bubbles to last
longer, but policies can vary as well as perceptions, both being
unpredictable.
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Central Bankers

The goal of central bankers has always been to gain “benefit”
from the inflation they create, while preventing deflation and pro-
longing the boom as long as possible—a formidable task indeed.
The more sophisticated and successful the central bankers are as
technicians, the larger the bubble they create.

In recent years, central bankers have had greater “success” for
several reasons. First, due to the age in which we live, internation-
alizing labor costs has been a great deal more convenient. It is
much easier for companies to either shift labor from one country to
another, or for the company itself to go to the area of the world that
provides the cheapest labor. This has occurred with increased
rapidity and ease over the past two decades.

Central bankers have also become more sophisticated in the
balancing act between inflation and deflation. They are great tech-
nicians and are quite capable of interpreting events and striking a
balance between these two horrors. This does not cancel out the
basic flaw of a fiat currency; central bankers cannot replace the
marketplace for determining interest rates and the proper amount
of credit the economy needs.

Central bankers have also had the advantage of technological
changes that increase productivity and also serve to keep down
certain prices. It is true that we live in an information age, an age
in which travel is done with ease and communication improve-
ments are astounding. All of these events allow for a bigger bub-
ble and a higher standard of living. Unfortunately this will not
prove to be as sustainable as many hope.

The Price of Gold

Another reason for the central bankers” greater recent success is
that they have been quite willing to cooperate with each other in
propping up selected currency values and driving down others.
They have cooperated vigorously in dumping or threatening to
dump gold in order to keep the dollar price of gold in check. They
are all very much aware that a soaring gold price would be a vote
of no confidence for central-bank policy.

Washington goes along because it is furtively, but definitely,
acknowledged there that a free-market, high gold price would
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send a bad signal worldwide about the world financial system.
Therefore, every effort is made to keep the price of gold low for as
long as possible. It’s true the supply-siders have some interest in
gold, but they are not talking about a gold standard, merely a
price rule that encourages central bank fixing of the price of gold.
Most defenders of the free-enterprise system in Washington are
Keynesians at heart and will not challenge interventionism on
principle.

Instead of making sure that policy is correct, central bankers
are much more interested in seeing that the gold-price message
reflects confidence in the paper money. Thus gold has remained
in the doldrums despite significant rising prices for silver, plat-
inum, and palladium. However, be assured that even central
banks cannot “fix” the price of gold forever. They tried this in the
1960s with the dumping of hundreds of millions of ounces of
American gold in order to artificially prop up the dollar by keep-
ing the gold price at $35 an ounce, but in August 1971 this effort
was abandoned.

The Solution

The solution to all of this is not complex. But no effort is going
to be made to correct the problems that have allowed our financial
bubble to develop, because Alan Greenspan has been practically
declared a god by more than one Wall Street guru. Because Alan
Greenspan himself understands Austrian free-market economics
and the gold standard, it is stunning to see him participate in the
bubble when he, deep down inside, knows big problems lurk
around the corner. Without the motivation to do something, not
much is likely to happen to our monetary system in the near
future.

It must be understood that politicians and the pressure of the
special interests in Washington demand that the current policies of
spending, deficits, artificially low interest rates and easy credit will
not change. It took the complete demise of the Soviet Communist
system before change came there. But be forewarned: change came
with a big economic bang not a whimper. Fortunately, that event
occurred without an armed revolution . . . so far. The amazingly
sudden economic events occurring in East Asia could still lead to
some serious social and military disturbances in that region.
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The key element to the financial system under which we are
now living is the dollar. If confidence is lost in the dollar and a sub-
sequent free-market price for gold develops, the whole financial
system is threatened. Next year, with the European currency unit
(ECU) coming on line, there could be some serious adjustments for
the dollar. The success of the ECU is unpredictable, but now that
they are indicating some gold will be held in reserve, it is possible
that this currency will get off the ground.

Nationalism

However, I continue to have serious reservations regarding the
ECU’s long-term success, believing that the renewed nationalism
within Europe will not permit the monetary unification of coun-
tries that have generally not trusted each other over the centuries.
In Germany, 70 percent of the people oppose entering into this
new monetary agreement. If economic problems worsen in
Europe —currently the unemployment rate in Germany and
France is 12 percent —the European Union may well get blamed.

The issue of nationalism is something that cannot be ignored.
Immediately after the collapse in East Asia, Malaysia began ship-
ping out hundreds of immigrants from Indonesia as a reaction to
their economic problems. Resentment in Germany, France, and
England is growing toward workers from other countries.

The same sentiment exists here in the United States, but it’s not
quite as bad at this particular time because our economy is doing
better. But in the midst of a deep recession, the scapegoats will be
found and alien workers will always be a target.

The greatest danger in a collapsing financial bubble is that the
economic disruptions that follow might lead to political turmoil.
Once serious economic problems develop, willingness to sacrifice
political liberty is more likely, and the need for a more militant
government is too often accepted by the majority.

No one has firmly assessed the Y2K problem, but it cannot bode
well if a financial crisis comes near that time. Certainly a giant
company like Citicorp and Travelers, who have recently merged,
could really be hurt if the Y2K problem is real. Since the markets
seem to be discounting this, I have yet to make up my own mind
on how serious this problem is going to be.
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Washington Mentality

Every politician I know in Washington is awestruck by
Greenspan. The article in The New Republic reflects the way many
Members of Congress feel about the “success” of Greenspan over
the last ten years. Add to this the fact that there is no significant
understanding of the Austrian business cycle in Washington, and
the likelihood of adopting a solution to the pending crisis, based
on such an understanding, is remote.

Liberals are heedless of the significance of monetary policy and
its ill effects on the poor. They have no idea that the transfer of
wealth from the poor to the rich occurs as a result of monetary pol-
icy and serves to hurt the very people they claim to represent. Lib-
erals stick to the old cliché that all that’s needed are more welfare
benefits. They are, I'm sure, influenced by the fact that if more wel-
fare benefits are handed out, they can count on the Federal Reserve
to accommodate them. Unfortunately this will continue to moti-
vate them to argue for a loose monetary policy.

The debate so often seems only to be who should get the
expanded credit, the business-banking community or the welfare
recipients who will receive it indirectly through the monetization
of an ever-expanding government deficit. In Washington there is a
craving for power and influence, and this motivates some a lot
more than their public display of concern for helping the poor.

Whether it’s Japan that tries to inflate their currency to get out
of an economic problem, or the East Asian countries facing their
crisis, or our willingness to bail out the IMF, resorting to monetary
inflation is the only option being considered. We can rest assured
that inflation is here to stay.

With daily pronouncements that inflation is dead, the stage is
set for unlimited credit expansion whenever it becomes necessary.
Just as deficit spending and massive budgets will continue, we can
expect the falling value of the dollar, long term, to further under-
mine the economic and political stability of this country and the
world.

Until we accept the free market principle that governments
cannot create money out of thin air and that money must represent
something of real value, we can anticipate a lot more confiscation
of wealth through inflation. m
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International Economic Turmoil

Banking Committee Hearing on International Economic Turmoil
Congressional Record — U.S. House of Representatives
September 15, 1998

Mr. HINCHEY. I would forgo it except to say I want to con-
gratulate you and thank you for the focus of attention you brought
to this particular subject. It is a dire one indeed. It requires the
focus of the Congress. There is even some question as to whether
or not we will be capable in dealing with it completely. Neverthe-
less, it is a very, very serious situation and needs to be addressed.

And the way to address it is not by weakening the IMF, even
though they have made some very serious mistakes in the course
of their recent actions unquestionably. But our purpose here
should be not to weaken the IMF, but to strengthen other interna-
tional means by which the situation ought to be dealt with.

And I thank you very much, and I look forward to hearing Mr.
Soros’s testimony.

Chairman LEACH. Thank you.

Before turning to Mrs. Kelly —I would like to end with you—I
am told Mr. Paul has an opening statement. Would you like to
make —we are trying to hold it to three minutes. We made a prior
agreement — prior to you coming, Ron.

Mr. PAUL. Thank you, Mr. Chairman. I will make it brief.

I would like to congratulate the Chairman for holding the hear-
ings. Obviously, this is a very serious problem. I would like to
make the point that we should not blame capitalism for this. We
should direct our attention to the fiat currencies of the world, the
easy credit we have been living with for decades. When we talk
about lowering rates and when we talk about having liquidity, we
are asking for more inflation and more debasement of the currency.

It isn’t a lack of international agencies that is our problem. We
lack sound money. We lack the marketplace. And the sooner we
think about that and talk about the real problem, the problems
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brought about by the currencies of the world being a fiat currency
that are created endlessly by all the central banks, we cannot get to
the bottom of this problem.

More inflation, although it may help, just like it will help a drug
addict, will make the problem that much worse. So, eventually, we
will have to talk about the currencies of the world, and some day
we should have a sound currency. . . .

So a little bit of the same thing is happening in places like
Korea, but not so badly.

Mr. BENTSEN. Although we are advocating that the Japan-
ese—and granted the Japanese are not at the IMF window at this
point in time, but we are advocating that the Japanese step in and
publicly fund the bad debt of the Japanese banking system, as we
have done in this country. Now, maybe it is a different situation.

Mr. SOROS. Yes. You see, I think in the end, since the country
does need a functioning banking system and since the banks are
broke, they will have to be rescued. The discussion is on what
terms. Should the banks be closed down and the Bank of Japan
accept responsibility for the obligations of that bank? Or should
the bank be bailed out and allowed to continue functioning? That
is the debate at the moment.

Mr. BENTSEN. Thank you, Mr. Chairman.

Chairman LEACH. Well, thank you Mr. Bentsen.

A fellow Texan, Dr. Paul.

Dr. PAUL. Thank you, Mr. Chairman.

Mr. Soros, I am a physician, and I agree with you that we ought
to have the right to use medical marijuana. But it is very contro-
versial. But on the IMF, I disagree with you.

I would like to concentrate on a term, though, that we should
deal with, and that is the word “capitalism.” Mr. Bentsen brought
it up, but I want to talk about that a little bit more. The reason
being, I think we all agree that we have a major crisis going on and
that we may see a lot more problems before it is resolved, but if we
casually say it was capitalism that was bad, we have to do away
with it, that free markets do not work, that would not make some
of us very happy, because we have a great deal of faith and confi-
dence in free choices and capitalism.
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So when you talk about capitalism, I think it is casually used.
Because I see that we have a system that many of us refer to as “inter-
ventionism,” you know, governments are intervening continuously.
We do not have a commodity standard for money, but we have an
inflationism system, fiat money, along with we have a lot of welfare
throughout the world. I mean, our system is based on welfarism, and
we have a system inclined to favor corporations called corporatism.
So it is a long distance from the classical notion of capitalism.

I agree with you entirely that there is a lot of disequilibrium in
the system, and it seems that you conclude that it is the fault of
capitalism. And it is almost like saying, well, we must absolutely
throw out the invisible hand, that that concept was absolutely
wrong, and yet I think we have the absence of the invisible hand,
because we have had so much government involvement.

I want to concentrate also on the currencies. I see so much that
the problem that we have is as a result of the way we have man-
aged our currencies. We have all countries of the world working
with fiat currencies and everybody inflates at a different rate and
this causes by nature, and in a predictable fashion, a disequilib-
rium that I see.

The notion being that once governments inflate, create new credit
for the purpose of driving down interest rates, the low interest rates
send bad signals, confusing signals, to business people, who do
dumb things. They overinvest, there is overcapacity, they have mal-
investment, and they tend to accumulate a lot more debt. Banks loan
out more money. But this is a consequence of the central banks” error
of creating too much credit. And then, again, this leads to the specu-
lations and to the derivatives markets that you mentioned.

And if we ignore that and just say what we need is more infla-
tion, we need now not only to inflate through our Federal Reserve
Board by driving down interest rates. And when people say we
need more liquidity, that, to me, means we need more money, we
need more credit, and that is inflation.

At the same time, you suggest that internationally we create
SDRs, which is international inflation. I see this may be temporar-
ily helping the cause and may tide us over. But what about long
term? Have you ever considered or do you consider the necessity
for maybe sitting down and thinking seriously about revamping
the international monetary system, something of the equivalency
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of the Bretton Woods Agreement, even considering commodities
once again? The European Union are talking now of a 20 percent
reserve in gold. Are those ideas that you have given any consider-
ation to?

Mr. SOROS. Well, first of all, I am very glad you agree with me
on medical marijuana; and it is very nice to hear actually a legisla-
tor having the courage to say that. . . .

Dr. PAUL. Especially if you are a Republican.

Mr. SOROS. Because most legislators, they talk about the third
rail, that if you touch it you are dead. So I hope that, as a doctor,
you will take care of yourself.

But, actually, there is some relation between the drug problem
and this capitalism thing that you talk about. Because, you see, just
because I think that the War on Drugs is wrong or it has bad
effects, it does not mean that I am a legalizer. And the same way,
just because I think that capitalism has its defects, you see, does
not mean that I am opposed to capitalism or we ought to abolish
capitalism.

All our constructs are flawed, and so we have to always be
aware of where those deficiencies are, and we have to look to cor-
rect it. And it so happens that financial markets are inherently
unstable, and I can give you a theory for it, and I think, therefore,
we have to make stability an objective of public policy, not abolish
markets. We want to keep markets, because they are a much more
efficient allocation than bureaucrats. But we have to recognize that
instability can do tremendous damage.

Now, you talk about having a stable money, presumably gold;
and I think your argument would be, let’s say, stronger if you did
not have booms and busts during the gold standard. Because we
did have the gold standard in the 19th century, and we had simi-
lar booms and busts as we have now. So the booms and busts are
actually inherent with the wave that has come in the future. Our
understanding is inherently biased, and you have self-reinforcing
processes. So, actually, going to the gold standard would not solve
that problem.

The problem actually is with credit, not with money. You see, it
is when you come to the use of credit that you have these imbal-
ances. We do not like to admit it, so we talk of monetarism. And
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since there is some relationship between money and credit, money
is something that you can measure so you can try to control the
money supply. But, actually, underneath it you see, there is this
willingness to extend credit, which is a reflexive process, self-rein-
forcing, and it can be self-reinforcing or self-defeating in both
directions. So that is where the excess has come in.

Incidentally, you cannot eliminate it. In other words, to try to
devise a system that does not reaffirm equilibrium would be an
impossibility. It is just a question of trying to keep the excesses
from being excessive. So that is the task. And that is why we need
some institutions, which we have. We have the Federal Reserve.
But we now have this global economy, and we do not have the
global institutions.

Dr. PAUL. I have more challenging questions, but I am out of
time.

Chairman LEACH. Well, thank you. And just so there is no
misunderstanding, as a Libertarian, you are for the decriminaliza-
tion for the nonpayment of income taxes; is that a fair description?

Dr. PAUL. I am not sure I figured that out. But I know we are
against the income tax and almost all taxes. m

Revamping the Monetary System

Congressional Record — U.S. House of Representatives
September 24, 1998

Mr. Speaker, I would like to call the attention of fellow col-
leagues to the issue of three things that have happened in the last
couple of days.

Today it was recorded in our newspapers and it was a conse-
quence of a meeting held last night having to do with a company
that went bankrupt, Long-Term Capital Management. I believe
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this has a lot of significance and is something that we in the Con-
gress should not ignore.

This is a hedge fund. Their capitalization is less than $100 bil-
lion, but, through the derivatives markets, they were able to buy
and speculate in over $1 trillion worth of securities, part of the
financial bubble that I have expressed concern about over the past
several months.

But last night an emergency meeting was called by the Federal
Reserve Bank of New York. It was not called by the banks and the
security firms that were standing to lose the money, but the Fed-
eral Reserve Bank of New York called an emergency meeting late
last night. Some of the members of this meeting, the attendees,
came back from Europe just to attend this meeting because it was
of such a serious nature. They put together a package of $3.5 bil-
lion to bail out this company.

Yesterday also Greenspan announced that he would lower
interest rates. I do not think this was an accident or coincidental. It
was coincidental that at this very same time they were meeting this
crisis, Greenspan had to announce that, yes indeed, he would
inflate our currency, he would expand the money supply, he
would increase the credit, he would lower interest rates. At least
that is what the markets interpreted his statement to mean. And
the stock market responded favorably by going up 257 points.

On September 18th, the New York Times, and this is the third
time that that has come about in the last several weeks, the New
York Times editorialized about why we needed a worldwide Fed-
eral Reserve System to bail out the countries involved in this finan-
cial crisis.

Yesterday, on the very same day, there was another op-ed piece
in the New York Times by Jeffrey Garten, calling again for a world-
wide central bank, that is, a worldwide Federal Reserve System to
bail out the ailing economies of the world.

The argument might go, yes, indeed, the financial condition of
the world is rather severe and we should do something. But the
financial condition of the world is in trouble because we have
allowed our Federal Reserve System, in deep secrecy, to create
credit out of thin air and contribute to the bubble that exists.
Where else could the credit come from for a company like Long-
Term Capital Management? Where could they get this credit, other
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than having it created and encouraged by a monetary system engi-
neered by our own Federal Reserve System?

We will have to do something about what is happening in the
world today, but the danger that I see is that the movement is
toward this worldwide Federal Reserve System or worldwide cen-
tral bank. It is more of the same problem. If we have a fiat mone-
tary system, not only in the United States but throughout the
world, which has created the financial bubble, what makes any-
body think that creating more credit out of thin air will solve these
problems? It will make the problems much worse.

We need to have a revamping of the monetary system, but cer-
tainly it cannot be saved, it cannot be improved, by more paper
money out of thin air, and that is what the Federal Reserve System
is doing.

I would like to remind my colleagues that when the Federal
Reserve talks about lowering interest rates, like Mr. Greenspan
announced yesterday, or alluded to, this means that the Federal
Reserve will create new credit. Where do they get new credit and
new money? They get it out of thin air. This, of course, will lower
interest rates in the short run and this will give a boost to a few
people in trouble and it will bail out certain individuals.

When we create credit to bail out other currencies or other
economies, yes, this tends to help. But the burden eventually falls
on the American taxpayer, and it will fall on the value of the dol-
lar. Already we have seen some signs that the dollar is not quite as
strong as it should be if we are the haven of last resort as foreign
capital comes into the United States. The dollar in relationship to
the Swiss franc has been down 10 percent in the last two months.
In a basket of currencies, 15 currencies by J.P. Morgan, it is down
5 percent in one month.

So when we go this next step of saying, yes, we must bail out
the system by creating new dollars, it means that we are attacking
the value of the money. When we do this, we steal the value of the
money from the people who already hold dollars.

If we have an international Federal Reserve System that is per-
mitted to do this without legislation and out of the realms of the
legislative bodies around the world, it means that they can steal the
value of the strong currencies. So literally an international central
bank could undermine the value of the dollar without permission
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by the U.S. Congress, without an appropriation, but the penalty
will fall on the American people by having a devalued dollar.

This is a very dangerous way to go, but the movement is on. As
I mentioned, it has already been written up in the New York Times.
George Soros not too long ago, last week, came before the Com-
mittee on Banking and Financial Services making the same argu-
ment. What does he happen to be? A hedge fund operator, the
same business as Long-Term Capital Management, coming to us
and saying, “Oh, what you better do is protect the system.”

Well, I do not think the American people can afford it. We do
have a financial bubble, but financial bubbles are caused by the
creation of new credit from central banks. Under a sound mone-
tary system you have a commodity standard of money where
politicians lose total control. Politicians do not have control and
they do not instill trust into the paper money system.

But we go one step further. The Congress has reneged on its
responsibility and has not maintained the responsibility of main-
taining value in the dollar. It has turned it over to a very secretive
body, the Federal Reserve System, that has no responsibility to the
U.S. Congress. So I argue for the case of watching out for the dol-
lar and argue for sound money, and not to allow this to progress
any further. m

Congress Ignores its Constitutional
Responsibility Regarding Monetary Policy

Congressional Record — U.S. House of Representatives
October 11, 2000

Mr. Speaker, at a frantic pace we anxiously rush to close down
this Congress with excessive legislation while totally ignoring the
all-important issue of monetary policy.
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Congress has certainly reneged on its responsibility in this area.
We continue to grant authority to a central bank that designs mon-
etary policy in complete secrecy, inflating the currency at will, thus
stealing value from the already existing currency through a dilu-
tion effect.

The Federal Reserve clings to the silly notion that economic
growth causes inflation, thus trying to avoid the blame it deserves.
The Federal Reserve then concludes that an economic slowdown is
the solution to the problem it created. Those who argue to con-
tinue the inflationary process are equally in error. As if the econ-
omy were an airplane, the monetary authorities talk about a soft
landing with the false hope of painlessly paying for the excesses
enjoyed for a decade.

It should surprise no one that our financial markets are getting
more volatile every day. Inflating a currency and causing artifi-
cially low interest rates always leads to malinvestment, overcapac-
ity, excessive debt, speculation, and dangerous trade imbalances.
We now live in a world awash in a sea of fiat currencies, with the
dollar, the yen, and the Euro leading the way. The inevitable
unwinding of the wild speculation, as reflected in the derivatives
market, is now beginning.

And what do we do here in the Congress? We continue to
ignore our constitutional responsibility to maintain a sound dollar.
Our monetary policy of the last ten years has produced the largest
financial bubble in all of history, with the good times paid for by
borrowing and an illusion of wealth created in a speculative stock
market. Our current account deficit, now running over $400 billion
per year, and our $1.5 trillion foreign debt, has been instrumental
in financing our extravagance. Be assured, the piper will be paid.
The markets are clearly reflecting the excesses of the 1990s.

Already we hear the pundits arguing over who is to be blamed
if the markets crash or a recession hits. Some have given the cur-
rent President credit for the good times we have enjoyed. If the
crash comes before January, some will place the blame on him as
well. If problems hit later, the next President will get the blame.
But the truth is our Presidents deserve neither the credit for the
good times or the blame for the bad times.

The Federal Reserve, which maintains a monopoly control over
the money supply, credit, and interest rates, is indeed the culprit
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and should be held accountable. But the real responsibility falls on
the Congress, for it is Congress’s neglect that permits the central
bank to debase the dollar at will.

Destroying the value of a currency is immoral and remains
unconstitutional. It should be illegal. And only a responsible Con-
gress can accomplish that.

In preparation for the time when we are forced to reform the
monetary system, we must immediately begin to consider the
problems that befall a nation that permits systematic currency
depreciation as a tool to gain short-term economic benefits while
ignoring the very dangerous long-term consequences to our lib-
erty and prosperity. m

Warning about Foreign Policy and Monetary
Policy

Congressional Record — U.S. House of Representatives
October 12, 2000

Mr. Speaker, over the last three years to four years, I have come
to the floor on numerous occasions trying to sound a warning
about both our foreign policy and our monetary policy. Today our
monetary policy and our foreign policy have clashed. We see now
that we face serious problems, not only in the Middle East, but on
our financial markets.

Yesterday, I talked a bit about what I see as a financial bubble
that has developed over the past decade and made the point that a
financial bubble can be financed through borrowing money, as
well as inflation. A financial bubble is essentially a consequence of
inflation. A lot of people talk about inflation being the mere rising
of some prices, but that is not the case.
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Most good economists recognize that inflation is a consequence
of monetary policy; as one increases the supply of money, it
inflates the currency. This distorts interest rates, and it distorts the
markets. Sometimes this goes into goods and services, and other
times these excessive funds will go into marketplaces and distort
the value of stocks and bonds.

I believe this is what has happened for the past ten years, Mr.
Speaker, so in spite of the grand prosperity that we have had for
this past decade, I believe it is an illusion in many ways, because
we have not paid for it. In a true capitalist society, true wealth
comes from hard work and savings.

Today, the American people have a negative savings rate,
which means that we get our so-called capital from a printing
press, because there are no savings and no funds to invest. The
Federal Reserve creates these funds to be invested. On a short-
term, this seems to benefit everyone.

The poor like it because they seem to get welfare benefits from
it; and certainly the rich like it, because it motivates and stimulates
their businesses; and politicians like it, because it takes care of
deficits and it stimulates the economy.

The only problem with this is it always ends, and it always ends
badly. And this is the reason that we have to meet up with a pol-
icy that seems ridiculous. The economy seems to be doing quite
well, but the Federal Reserve comes along and says there is a prob-
lem with economic growth. Economic growth might cause prices
to go up; so, therefore, what we have to do is cut off the economic
growth. If you have slower growth, the prices will not go up any
longer.

They are talking about a symptom and not the cause. The cause
is the Federal Reserve. The problem is that the Federal Reserve has
been granted authority that is unconstitutional to go and counter-
feit money, and until we recognize that and deal with that, we will
continue to have financial problems.

We have heard that the 1990s was a different decade, it was a
new era economy, exactly what we heard throughout the decade
prior to the collapse of the markets in Japan. The markets have
now been down more than 50 percent in Japan for more than ten
years, and there is no sign of significant recovery there.
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Also there were other times in our history when they talked
about a new era economy.

Let me read a quote: “With growing optimism, they gave birth
to a foolish idea called the New Economic Era. That notion spread
over the whole country. We were assured that we were in a new
period where the old laws of economics no longer applied.” Her-
bert Hoover in his memoirs.

It is an illusion to believe that the new paradigm exists. Actu-
ally, the computer industry involves 5 percent of the economy; 95
percent is what they called the old economy. I ascribe to old eco-
nomic laws, because the truth is, we cannot change economic laws.
And if inflating a currency distorts the market and the boom leads
to the bust, that cannot be repelled.

If we are looking toward bad times, it is not because of current
policy, it is because of previous policy, the previous policy of the
ten years, the time when we lived beyond our means. We say how
did we live beyond our means? Where did the money come from?
Are we not spending less in Washington? No, we are not spending
less in Washington. Are not the deficits a lot less? They are less, but
they are not gone.

Where did we borrow from? We borrowed from overseas. We
have a current account deficit that requires over a billion dollars a
day that we borrow from foreigners just to finance our current
account deficit. We are now the greatest debtor in the world, and
that is a problem. This is why the markets are shaky, and this is
why the markets have been going down for six months, and this is
why in a foreign policy crisis such as we are facing in the Middle
East, we will accentuate these problems. Therefore, the foreign
policy of military interventionism overseas is something that we
should seriously question. m
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Economic Update

Congressional Record — U.S. House of Representatives
December 4, 2000

Mr. Speaker, more and more people now are talking about an
oncoming recession. I tend to agree. I think we are moving into a
recession, and for good reasons. But already the question that
comes up so often among politicians is, who will get blamed? Will
the current President be blamed for the recession or will the next
President be blamed? Will the current Congress be blamed for the
recession or the next Congress?

I do not believe either should be blamed. I think we should deal
with the real cause of the business cycle, and that is the Federal
Reserve System. The Federal Reserve System causes and brings
about a boom period in a cycle, but it also brings about the bust.
Because the bust, the correction, is an inevitable consequence of
the boom caused by unduly inflating the money supply.

Soon we will hear from many, we have already heard some
from the financial circles as well as from politicians, to lower inter-
est rates. This will keep the economy from turning down. It will
prevent the recession from coming. And if we do have a recession,
it is always said, what you do is you lower the interest rates. But
dwelling on the interest rates and not talking about what it takes
to lower interest rates I think is a serious mistake.

The only way the Federal Reserve can lower interest rates is by
inflating the money supply, increasing the money supply, which is
the cause of our problems. So if the cause of our problem is the
inflation, increasing the money supply which causes a boom, we
can hardly solve our problems by further inflating. And then, too,
there is a period of time in the business cycle where inflating the
money supply or lowering interest rates do not get the response
that many people hope for.

Take, for instance, what is happening in Japan today. There is
no response whatsoever. They take interest rates down below one
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percent, and they cannot generate economic activity to really get
them out of their slump.

The other irony of all this is that when we have an economic
boom, another reason given for raising interest rates to slow up the
economy is to stop the inflation. This is fallacious thinking because
the inflation comes from the money supply. The idea that eco-
nomic growth and prosperity and productivity causes inflation,
that is, the price type of inflation, is wrong. If we have good pro-
ductivity, prices go down, they do not go up. So the whole notion
that we have to slow up the economy in order to prevent inflation
is absolutely incorrect.

The problem I see is that Congress for too long has conceded
too much of their authority over control of the monetary system to
the Federal Reserve System, which acts in secrecy.

It is something that is directly stated in the Constitution that the
Congress shall have the responsibility over the money supply, not
a Federal Reserve System. Quite frankly, the Federal Reserve Sys-
tem is not even authorized by the Constitution.

Now, if in the midst of a recession the Federal Reserve decides
that they want to lower interest rates but the dollar is also drop-
ping and we lower interest rates, we cause the dollar to go down
and price inflation will occur because of that. So it is not quite so
simple as saying, well, let us just tell the Fed what to do, lower the
interest rates and it will solve our problems.

We have the problem of the international debt. We, as Ameri-
cans, now owe more than any other country in the world. We owe
$1.7 trillion. Our current account deficit is over $400 billion a
month. We borrow well over $10 billion a day to support the inter-
national debt.

The reason we should be concerned about this more so than we
are is the fact that, when we are in a recession, revenues go crash-
ing down. The inflation that occurred over these past ten years,
which was artificial, created giant revenues from capital gains
from this artificially high stock market. Well that is all being
reversed now, so revenues are going to go down now, and we will
have to deal with this in the next Congress.

Unfortunately, there are some who are concerned about this
who say there is going to be gridlock and the two sides will not get
together and the government is now divided, the House and the
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Senate and the Presidency is undecided and therefore there will be
gridlock. Quite frankly, I do not think that will happen. I sort of
would hope that we would have some gridlock.

What I think is going to happen is that once the recession sets
in and there is a need for additional spending and there will be no
longer a concern at all about the deficit; and that is when the Con-
gress will spend, the Federal Reserve will inflate. And it may tem-
porarily help, but in the long-run it does not do the trick. It is not
the way we gain economic prosperity out of a printing press. We
just cannot allow a Federal Reserve to believe it creates capital by
creating credit out of thin air.

We will soon be hearing a lot about interest rates. There will be
a loud clamor from all quarters for the Fed to lower interest rates.
It will be argued that it is necessary in order to help stop the stock
market slide/crash and also to stimulate a sagging economy.

What we must remember though, is that every time someone
pressures the Fed to lower interest rates, they are saying to the Fed
that the money supply must be inflated. The only tool the Fed has
for lowering interest rates is to increase the supply of money. They
are arguing the case for further systematic and deliberate debase-
ment of the U.S. dollar. Those who chant for lower interest rates
are literally attacking the dollar.

And yet, depending on many variables, a deliberate attempt by
the Federal Reserve to lower interest rates may instead lead to
higher interest rates and precipitate a period of accelerating price
inflation. Instead of boosting the stock market, this effort can do
the opposite by producing conditions that will lower the stock
market and do nothing to avert the economic slump that more
people are now worried about.

Congress should be prepared for some surprises in the not-too-
distant future. A slumping economy or definite recession will
obviously lower revenues. This will reverse the illusion of the
grand surpluses that everyone has been anxious to spend. Instead
of expenditures being held under control, expect them to rise rap-
idly.

Many are starting to talk now about a legislative stalemate with
no clear majority in the House or Senate and the Presidency being
uncertain. This concern about a stalemate is overblown. Not that
the problem isn’t serious, but I am certain that under the conditions
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that we are about to experience, the Congress and the President
will be all too willing to deal with the deteriorating conditions
with increased spending and with a concerted bipartisan effort to
pressure the Federal Reserve to further inflate the currency in pur-
suing the fiction that the Federal Reserve can prevent a “hard land-
ing” by merely increasing the money supply in an effort to dictate
short-term Fed funds rates.

Although this will not be the impasse that many anticipate, the
actual capitulation by both parties to deal with the oncoming eco-
nomic slowdown will actually be more harmful than gridlock
because Congress will undoubtedly do more harm than good to
the economy.

For decades now the Federal Reserve has followed a policy of
“fine-tuning” the economy and with the relative success of the
recent boom cycle, it has been deceived into believing its ability is
more than it actually is. But in this effort to fine-tune the economy
the Federal Reserve, since the middle of 1999 until May of this
year, has systematically raised the Fed funds rate from 4.75 per-
cent to 6.5 percent.

The explanation was that economic growth, when not con-
trolled, leads to price inflation and therefore the economy had to
be “cooled.” A healthy free market economy should never have to
be cooled, it should only be encouraged.

Ironically it's argued that the deliberate raising of the cost of
borrowing money for everyone will hold prices in check. Yet con-
sumers and businesses suffer from this additional cost— pushing
all prices upward. But even more ironic is the claim that they now
care about “inflation” after a decade of massive monetary infla-
tion — the real culprit. The Federal Reserve meanwhile ignores the
fact that the money supply is key to monetary policy, not admit-
ting the damage has already been done.

Signs of economic slowdown are now all around with the seri-
ously slumping stock market being the most visible and eliciting
the most concern. As the slowdown spreads and accelerates the
politicians will be anxious to advise the Chairman of the Federal
Reserve, Alan Greenspan. Politicians from both sides of the aisle
will become deeply and especially concerned when the evidence is
clear that the revenues are plummeting and the “surplus” is dis-
appearing. Since this will challenge the ability of the politician to
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continue the spending spree many will become deeply and vocally
concerned.

The big debate already started in the financial and political cir-
cles is when, how much, and how quickly the Federal Reserve
should lower interest rates. Indeed all will clamor to lower rates to
revive the economy again. With the signs of rising prices in many
sectors, especially energy, and in spite of the weak economy we
can expect the Federal Reserve chairman to issue precautionary
statements. He will reiterate that he must watch out for the resur-
gence of (price) inflation. In spite of his statements about concerns
for inflation, if the stock market slumps and the economic slow-
down is significant enough, we can be certain of one thing, the
money supply will continue to grow rapidly in an attempt to keep
interest rates low. But Mr. Greenspan will never admit that inflat-
ing is exactly what he’s been generously doing for the past 13
years.

A short time after Chairman Greenspan took over the reins of
the Federal Reserve the stock market crash of 1987 prompted him
to alleviate concerns with a heavy dose of monetary inflation.
Once again, in the slump of 1991 and 1992, he again reignited the
financial bubble by more monetary inflation. There was no hesita-
tion on Mr. Greenspan’s part to inflate as necessary to alleviate the
conditions brought about by the Mexican financial crisis, the Asian
crisis, the Russian ruble crisis, and with the Long-Term Capital
Management crisis. Just one year ago the nonexistent Y2K crisis
prompted huge, unprecedented monetary inflation by the Federal
Reserve. All these efforts kept interest rates below the market rate
and contributed to the financial bubble that is now starting to
deflate. But, there is no doubt that this monetary inflation did
maintain an economy that seemed like it would never quit grow-
ing. Housing markets thrived, the stock market and bond market
thrived, and in turn, the great profits made in these areas, espe-
cially gains made by stock market transactions, produced profits
that inflated greatly the revenues that flowed into the Treasury.
The serious problem that we now face, a collapsing stock market
and a rapidly weakening economy, was caused by inflating the
money supply along with artificially low interest rates. More infla-
tion and continuing the policy of artificially low interest rates can’t
possibly be the solution to the dilemma we face.
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We should never blame economic growth as the culprit. Instead
artificial growth, malinvestment, overcapacity, speculation, and
excessive debt that comes from systematic monetary inflation
should be blamed, since these are all a result of Federal Reserve
Board policy. Let there be no doubt political and financial leaders
will demand lower interest rates in order to alleviate the condi-
tions that are developing. But just because a boom can come from
generous Fed credit, it doesn’t mean the bubble economy can be
maintained or reinflated by easy credit once a correction sets in.

Besides, Alan Greenspan knows full well that the scenario we
are now experiencing can be made worse by lowering interest
rates. Under the conditions we are facing it’s very likely the dollar
will weaken and deliberately lowering interest rates will accelerate
this trend. Price inflation, which the Fed claims it is so concerned
about, will not necessarily go away even with a weak economy.
And the one thing we will come to realize is that even the best of
all central bankers, Alan Greenspan, will not be able to determine
interest rates at all times of the business cycle. Inflation premiums,
confidence, the value of the dollar, and political conditions all can
affect interest rates and these are out of the control of the Federal
Reserve Board.

Congress definitely should be concerned about these matters.
Budgetary planning will get more difficult as the revenues spiral
downward and spending does the opposite. Interest on the
national debt will continue and will rise as interest rates rise. The
weak dollar, lower stock markets, and inflation can affect every
fixed income citizen, especially the Social Security beneficiaries.
We can expect the World Trade Organization’s managed trade
war will actually get much worse under these conditions. Military
conflict is not out of the question under the precarious conditions
that are developing. Oil supplies are obviously not secure, as we
have already seen the run up of prices to dangerously high levels.

The question is what should one expect the Federal Reserve
Board to eventually do? We can expect it to continue to inflate as
they have always chosen with every crisis. There’s no evidence
that Alan Greenspan would choose to do anything else regardless
of his expression of concern about inflation and the value of the
dollar. Greenspan still believes he can control the pain and pro-
duce a weakened economy that will not get out of control. But
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there’s no way that he can guarantee that the United States might
not slip into a prolonged lethargy, similar to what Japan is now
experiencing. We can be certain that Congress will accommodate
with whatever seems to be necessary by bailing out a weakened
financial sector.

But all this will be done at the expense of the dollar. This is a
dangerous process and makes our entire economic and financial
system vulnerable.

We must someday recognize that neither Congress nor the Fed
is supposed to “run” the economy. Yet we still live with the belief
that the administration, our Presidents, our Congress and the Fed-
eral Reserve should run the economy. This is a dangerous concept
and always leads to the painful corrections to the so-called the
good times for which everyone is anxious to take credit.

Congress does have responsibility for maintaining a sound dol-
lar and a free market and not much else. Unfortunately this
responsibility that is clearly stated in the Constitution is ignored.

A major financial crisis is possible since the dollar is the
reserve currency of the world, held in central banks as if it were
gold itself. The current account deficit for the United States con-
tinues to deteriorate, warning us of danger ahead. Our foreign
debt of $1.7 trillion continues to grow rapidly and it will eventu-
ally have to be paid.

Action by the Congress and the Federal Reserve will most
likely make the correction that is now starting much worse. Also,
under conditions such as these, personal liberty is always vulner-
able to the advocates of big government. It is well known that dur-
ing the times of military wars personal liberties are endangered.
Social wars such as the war on drugs are notorious for undermin-
ing the principles of liberty. So too, under economic conditions
that are difficult to understand and deal with, personal liberty
comes under attack. This should concern us all. m
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The Economy

Congressional Record — U.S. House of Representatives
February 14, 2001

Mr. Speaker, many government and Federal Reserve officials
have repeatedly argued that we have no inflation to fear. Yet those
who claim this, define inflation as rising consumer and producer
prices. Although inflation frequently leads to price increases we
must remember that the free market definition of inflation is the
increase in the supply of money and credit. Monetary inflation is
seductive in that it can cause great harm without significantly
affecting government price indices. The excess credit may well go
into stock market and real estate speculation with consumer price
increases limited to such things as energy, repairs, medical care
and other services. One should not conclude, as so many have in
the past decade, that we have no inflation to worry about. Imbal-
ances did develop with the 1990s monetary inflation but were
ignored. They are now becoming readily apparent as sharp adjust-
ments take place—such as we have seen in the past year in the
NASDAQ.

When one is permitted to use “rising prices” as the definition
for inflation it is followed by a nonsensical assumption that a
robust economy is the cause for rising prices. Foolish conclusions
of this sort lead our economic planners and Federal Reserve offi-
cials to attempt to “solve “ the problem of price or labor-cost infla-
tion by precipitating an economic slowdown. Such a deliberate
policy is anathema to a free market economy. It's always hoped
that the planned economic slowdown will never do serious harm,
but this is never the case. The recession with rising prices still
comes. And that’s what we are seeing today.

Raising interest rates six times in 1999-2000 has had an effect
and the central planners are now worried. Falsely, they believe
that if only the money spigot is once again turned on, all will be
well. That will prove to be a pipe dream.
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It is now recognized that indeed the economy has sharply
turned downward —which is what was intended. But can the
downturn be controlled? Not likely! And “inflation” by even the
planner’s own definition is now raising its ugly head. For instance,
in the fourth quarter of last year labor costs rose at an annualized
rate of 6.6 percent, the biggest increase in nine years.

And what’s happening to employment conditions? They’re dete-
riorating rapidly. Economist Ed Hyman reported that 270,000 peo-
ple lost their jobs in January, a 678 percent increase over a year ago.
A growing number of economists are now doubtful that productiv-
ity growth will save us from the correction that many free market
economists predicted would come as an inevitable consequence of
the interest rate distortions that Federal Reserve policy causes.

Instead of blind faith in the Federal Reserve to run the econ-
omy, we should become more aware of Congress’s responsibility
for maintaining a sound dollar and removing the monopoly power
of our central bank to create money and credit out of thin air and
fix short-term interest rates —which is the real cause of all our eco-
nomic downturns.

Between 1995 and today, the Greenspan Fed increased the
money supply (as measured by MZM) by $1.9 trillion or a 65 per-
cent increase. There is no reason to look any further for the expla-
nation of why the economy is slipping with labor costs rising,
energy costs soaring, and medical and education costs skyrocket-
ing, while the stock market is disintegrating. Until we look at the
unconstitutional monopoly power the Federal Reserve has over
money and credit we can expect a continuation of our problems.
Demanding lower interest rates is merely insisting the Federal
Reserve deliberately create even more credit, which caused the
problem in the first place. We cannot restore soundness to the dol-
lar by debasing the dollar —which is what lowering interest rates
is all about— printing more money.

When control is lost in a sharp downturn, dealing with it by
massive monetary inflation may well cause something worse than
the stagflation that we experienced in the 1970s; an inflationary
recession or depression could result.

This need not happen and won't if we demand that our dollar
not be casually and deliberately debased by our unaccountable
Federal Reserve. m
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The U.S. Dollar and the World Economy

Congressional Record — U.S. House of Representatives
September 6, 2001

Congress has a constitutional responsibility to maintain the
value of the dollar by making only gold and silver legal tender and
not to “emit bills of credit.”

This responsibility was performed relatively well in the 19th
century, despite the abuse the dollar suffered during the Civil War
and despite repeated efforts to form a central bank. This policy
served to maintain relatively stable prices, and the shortcomings
came only when the rules of the gold standard were ignored or
abused.

In the 20th century, however, we saw the systematic under-
mining of sound money, with the establishment of the Federal
Reserve System in 1913, and the outright rejection of gold, with the
collapse of the Bretton Woods Agreement in 1971.

We are now witnessing the effects of the accumulated problems
of 30 years of fiat money —not only the dollar but also all the world
currencies —something the world has never before experienced.
Exactly how it plays out is yet unknown. Its severity will be deter-
mined by future monetary management—especially by the Fed-
eral Reserve. The likelihood of quickly resolving the deeply
ingrained and worldwide imbalances built up over 30 years is
remote. Yielding to the addiction of credit creation (as has been the
case with every market correction over the past 30 years) remains
irresistible to the central bankers of the world. Central planners,
who occupy the seats of power in every central bank around the
world, refuse to accept the fact that markets are more powerful
and smarter than they are.

The people of the United States, including the U.S. Congress,
are far too complacent about the seriousness of the current eco-
nomic crisis. They remain oblivious to the significance of the U.S.
dollar’s fiat status. Discussions about the dollar are usually limited
to the question of whether the dollar is now too strong or too
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weak. When money is defined as a precise weight of a precious
metal, this type of discussion doesn’t exist. The only thing that
matters under that circumstance is whether an honest government
will maintain convertibility.

Exporters always want a weak dollar, importers a strong one.
But no one demands a stable sound dollar, as they should. Manip-
ulation of foreign trade through competitive currency devalua-
tions has become commonplace and is used as a form of protec-
tionism. This has been going on ever since the worldwide accept-
ance of fiat money 30 years ago. Although some short-term advan-
tage may be gained for certain manufacturers and some countries
by such currency manipulation, it only adds fuel to the economic
and financial instability inherent in a system of paper money.

Paper money helps the strong and hurts the weak before it self-
destructs and undermines international trade. The U.S. dollar,
with its reserve-currency status, provides a much greater benefit to
American citizens than that which occurs in other countries that
follow a similar monetary policy. It allows us to export our infla-
tion by buying cheap goods from overseas, while our dollars are
then lent back to us to finance our current account deficit. We fur-
ther benefit from the confidence bestowed on the dollar by our
being the economic and military powerhouse of the world, thus
postponing the day of reckoning. This permits our extravagant liv-
ing to last longer than would have otherwise occurred under a
gold standard.

Some may argue that a good deal like that shouldn’t be denied,
but unfortunately the piper must eventually be paid. Inevitably
the distortions, such as our current account deficit and foreign
debt, will come to an end with more suffering than anyone has
anticipated.

The monetary inflation of the 1990s produced welcomed prof-
its of $145 billion for the NASDAQ companies over the five years
between 1996 and 2000. Astoundingly this entire amount was lost
in the past year. This doesn’t even address the trillions of dollars
of paper losses in stock values from its peak in early 2000. Con-
gress has expressed concern about the staggering stock-market
losses but fails to see the connection between the bubble economy
and the monetary inflation generated by the Federal Reserve.
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Instead, Congress chooses to blame the analysts for misleading
investors. The analysts may not be entirely blameless, but their role
in creating the bubble is minimal compared to the misleading
information that the Federal Reserve has provided, with artificially
low interest rates and a financial market made flush with generous
new credit at every sign of a correction over the past ten years.

By preventing the liquidation of bad debt and the elimination
of malinvestment and overcapacity, the Federal Reserve’s actions
have kept the financial bubble inflated. Of course it’s an easy
choice on the short run. Who would deliberately allow the market
tendency to deflate back to stability? That would be politically
unacceptable.

Talk of sound money and balanced budgets is just that. When
the economy sinks, the rhetoric for sound policy and a strong dol-
lar may continue but all actions by the Congress and the Fed will
be directed toward re-inflation and a congressional spending pol-
icy oblivious to all the promises regarding a balanced budget and
the preservation of the Social Security and Medicare trust funds.

But if the Fed and its chairman, Alan Greenspan, have been
able to guide us out of every potential crisis all the way back to the
stock market crash of 1987, why shouldn’t we expect the same to
happen once again? Mainly because there’s a limit to how long the
monetary charade can be perpetuated. Now it looks like the inter-
national financial system built on paper money is coming to an
end.

Modern-day globalism, since gold’s demise 30 years ago, has
been based on a purely fiat U.S. dollar, with all other currencies
tied to the dollar. International redistribution and management of
wealth through the IMF, the World Bank, and the WTO have pro-
moted this new version of globalism. This type of globalism
depends on trusting central bankers to maintain currency values
and the international institutions to manage trade equitably, while
bailing out weak economies with dollar inflation. This, of course,
has only been possible because the dollar strength is perceived to
be greater than it really is.

Modern-day globalists would like us to believe they invented
globalism. Yet all they are offering is an unprecedented plan for
global power to be placed in the hands of a few powerful special
interests.
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Globalism has existed ever since international trade started
thousands of years ago. Whether it was during the Byzantine
Empire or the more recent British Empire, it worked rather well
when the goal was honest trade and the currency was gold. Today,
however, world government is the goal. Its tools are fiat money and
international agencies that believe they can plan globally, just as
many others over the centuries believed they could plan domesti-
cally, ignoring the fact that all efforts at socialism have failed.

The day of reckoning for all this mischief is now at hand. The
dollar is weakening, in spite of all the arguments for its continued
strength. Economic law is overruling political edicts. Just how long
will the U.S. dollar and the U.S. taxpayer be able to bail out every
failed Third World economy and pay the bills for policing the
world with U.S. troops now in 140 nations around the world? The
answer is certainly not forever and probably not much longer, since
the world economies are readjusting to the dislocations of the past
30 years of mismanagement and misallocation of capital, charac-
teristic of fiat money.

Fiat money has been around for a long time off and on through-
out history. But never has the world been so enthralled with the
world economy being artificially structured with paper money
and with a total rejection of the anchor that gold provided for
thousands of years. Let there be no doubt, we live in unprece-
dented times, and we are just beginning to reap what has been
sown the past 30 years. Our government and Federal Reserve offi-
cials have grossly underestimated this danger.

Current concerns are expressed by worries about meeting the
criteria for a government-declared recession and whether a
weaker dollar would help. The first is merely academic, because if
you are one of the many thousands who have been laid off, you're
already in a recession. The second doesn’t make a lot of sense
unless one asks “compared to what?” The dollar has been on a
steady course of devaluation for 30 years, against most major cur-
rencies and against gold. Its purchasing power in general has been
steadily eroded. The fact that the dollar has been strong against
Third-World currencies and against most major currencies for the
past decade doesn’t cancel out the fact that the Federal Reserve
has systematically eroded the dollar’s value by steadily expand-
ing the money supply. Recent reports of a weakening dollar on
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international exchange markets have investment implications but
do not reflect a new policy designed to weaken the dollar. This is
merely the market adjusting to 30 years of systematic monetary
inflation.

Regardless of whether the experts demand a weak dollar or a
strong dollar, each inevitably demands lower interest rates, hop-
ing to spur the economy and save the stock market from crashing.
But one must remember that the only way the Federal Reserve can
lower interest rates is to inflate the currency by increasing the
money supply and by further debasing the currency. In the long
term, the dollar is always weakened, even if the economy is occa-
sionally stimulated on a short-run basis.

Economic growth can hide the ill effects of monetary inflation
by holding some prices in check. But it can’t prevent the over-
capacity and malinvestment which causes the economic downturn.
Of course, the central bankers cling to the belief that they can some-
how prevent the ugly corrections known as recessions. Economic
growth, when artificially stimulated by monetary growth and low
interest rates, generates the speculation we’ve seen in the stock,
bond, and real estate markets, along with excessive debt. Once the
need for rectifying the overcapacity is recognized by the market,
these imbalances are destined to be wiped out. Prolonging the cor-
rection phase with the Fed’s efforts to reinflate by diligently work-
ing for a soft landing, or even to prevent a recession, only post-
pones the day the economy can return to sustained growth. This is
a problem the United States had in the 1930s and one that Japan has
experienced for more than a decade, with no end in sight.

The next recession, from which I'm sure we’re already suffer-
ing, will be even more pervasive worldwide than the one in the
1930s due to the artificial nature of modern globalism, with world
paper money and international agencies deeply involved in the
economy of every nation. We have witnessed the current and
recent bailouts in Mexico, Argentina, Brazil, Turkey, and the Far
East. While resisting the market’s tendency for correction, faith in
government deficits and belief in paper money inflation will
surely prolong the coming worldwide crisis.

Alan Greenspan made a concerted effort to stave off the
1991-1992 recession with numerous reductions in the Fed funds
rate to no avail. The recession hit, and most people believe it led to
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George Bush'’s defeat in the 1992 election. It wasn’t that Greenspan
didn’t try, and in many ways the Bush people’s criticism of
Greenspan’s effort is not justified. Greenspan, the politician,
would have liked to please the elder Bush, but was unable to con-
trol events as he had wished. This time around, however, he’s been
much more aggressive with the half-point cuts along with seven
cuts in just eight months, for a total of a three-point cut in the Fed
funds rate. But guess what? So far it hasn’t helped. Stocks continue
to slide, and the economy is still in the doldrums. It is now safe to
say that Greenspan is pushing on a string. In the year 2000, bank
loans and commercial paper were growing at an annualized rate of
23 percent. In less than a year, in spite of this massive influx of new
credit, these loans have crashed to a rate of minus 5 percent.

But where is the money going? Some of it probably has helped
to prop up the staggering stock market, but that can’t last forever.
Plenty went into consumption and to finance extravagant living.

The special nature of the dollar, as the reserve currency of the
world, has permitted the bubble to last longer and to be especially
beneficial to American consumers. But in the meantime, under-
standable market and political forces have steadily eroded our
industrial base, while our service sector has thrived. Consumers
enjoyed having even more funds to spend as the dollars left manu-
facturing. In a little over a year, one million industrial production
jobs were lost while saving rates sank to zero and capital invest-
ments plummeted. Foreigners continue to grab our dollars, permit-
ting us to raise our standard of living, but unfortunately it’s built on
endless printing of fiat money and self-limiting personal debt.

The Federal Reserve credit created during the last eight months
has not stimulated economic growth in technology or the indus-
trial sector, but a lot of it ended up in the expanding real estate
bubble, churned by the $3.2 trillion of debt maintained by the
GSEs.

The GSEs, made up of Fannie Mae, Freddie Mac, and the Fed-
eral Home Loan Bank, have managed to keep the housing market
afloat, in contrast to the more logical slowdown in hotel and office
construction. This spending through the GSEs has also served as a
vehicle for consumption spending. This should be no surprise,
considering the special status that GSEs enjoy, since their implied
line of credit to the U.S. Treasury keeps interest rates artificially
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low. The Clinton administration encouraged growth in housing
loans that were financed through this system.

In addition, the Federal Reserve treats GSE securities with spe-
cial consideration. Ever since the fall of 1999, the Fed has mone-
tized GSE securities, just as if they were U.S. Treasury bills. This
message has not been lost by foreign central banks, which took
their cue from the Fed and now hold more than $130 billion of
United States GSE securities. The Fed holds only $20 billion worth,
but the implication is clear. Not only will the Treasury loan to the
GSEs if necessary, since the line of credit is already in place, but, if
necessary, Congress will surely accommodate with appropriations
as well, just as it did during the Savings and Loan crisis. But the
Fed has indicated to the world that the GSEs are equivalent to U.S.
Treasury bills, and foreign central banks have enthusiastically
accommodated, sometimes by purchasing more than $10 billion of
these securities in one week alone. They are merely recycling the
dollars we so generously print and spend overseas.

After the NASDAQ collapsed last year, the flow of funds into
real estate accelerated. The GSEs accommodated by borrowing
without restraint to subsidize new mortgages, record sales, and
refinancing. It's no wonder the price of houses are rising to record
levels.

Refinancing especially helped the consumers to continue spend-
ing even in a slowing economy. It isn’t surprising for high credit-
card debt to be frequently rolled into second mortgages, since inter-
est on mortgage debt has the additional advantage of being tax-
deductible. When financial conditions warrant it, leaving financial
instruments (such as paper assets), and looking for hard assets
(such as houses), is commonplace and is not a new phenomenon.
Instead of the newly inflated money being directed toward the
stock market, it now finds its way into the rapidly expanding real
estate bubble. This, too, will burst as all bubbles do. The Fed, the
Congress, or even foreign investors can’t prevent the collapse of
this bubble, any more than the incestuous Japanese banks were able
to keep the Japanese “miracle” of the 1980s going forever.

Concerned Federal Reserve economists are struggling to under-
stand how the wealth effect of the stock market and real estate
bubble affect economic activity and consumer spending. It should
be no mystery, but it would be too much to expect the Fed to look
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to itself and its monetary policy for an explanation and assume
responsibility for engineering the entire financial mess we’re in.

A major problem still remains. Ultimately the market deter-
mines all value including all currencies. With the current direction
of the dollar certainly downward, the day of reckoning is fast
approaching. A weak dollar will prompt dumping of GSE securi-
ties before Treasuries, despite the Treasury’s and the Fed’s attempt
to equate them with government securities. This will threaten the
whole GSE system of finance, because the challenge to the dollar
and the GSEs will hit just when the housing market turns down
and defaults rise. Also a major accident can occur in the deriva-
tives markets where Fannie Mae and Freddie Mac are deeply
involved in hedging their interest rate bets. Rising interest rates
that are inherent with a weak currency will worsen the crisis.

The weakening dollar will usher in an age of challenge to the
whole worldwide financial system. The dollar has been the linch-
pin of economic activity, and a severe downturn in its value will
not go unnoticed and will compound the already weakening
economies of the world. More monetary inflation, even if it's a con-
certed worldwide effort, cannot solve the approaching crisis. The
coming crisis will result from fiat money and monetary inflation;
therefore, more of the same cannot be the solution.

Pseudo-free trade, managed poorly and driven by fiat money,
is no substitute for true free trade in a world with a stable com-
modity currency, such as gold. Managed trade and fiat money, his-
torically, have led to trade wars, which the international planners
pretend to abhor. Yet the trade war is already gearing up. The
WTO, purported to exist to lower tariffs, is actually the agency that
grants permission for tariffs to be applied when complaints of
dumping are levied. We are in the midst of banana, textile, steel,
lumber, and tax wars, all managed by the WTO. When cheap
imports hit our markets, it’s a good deal for consumers, but our
manufacturers are the first to demand permission to place protec-
tive tariffs on imports. If this is already occurring in an economy
that has been doing quite well, one can imagine how strong the
protectionists” sentiments will be in a worldwide slowdown.

Congress is starting to realize that the budget forecast based on
an overly optimistic growth rate of 3 percent is way off target, and
even the pseudo-surpluses are soon to be eliminated. Remember



222 Pillars of Prosperity

the national debt never went down with the “surpluses.” The
national debt is currently rising at more than $120 billion at an
annualized rate and is destined to get worse.

Our dollar problem, which affects our financial and budgetary
decisions, originated at the Fed with our country’s acceptance of
paper money 30 years ago. Federal Reserve officials and other
government leaders purposely continue to mislead the people by
spouting the nonsense that there is no evidence of inflation, as
measured by government-rigged price indices. Even though sig-
nificant price increases need not exist for monetary inflation to
place a hardship on the economy, stock prices, housing prices,
costs of medical care and education, and the cost of government
have all been rising at very rapid rates. But the true inflation,
measured by the money supply, is rising at a rate of greater than
20 percent, as measured by MZM. This fact is ignored.

The deception regarding price increases is supposed to reassure
us and may do so for a while. The Fed never admits it, and the
Congress disregards it out of ignorance, but the serious harm done
by artificially low interest rates—leading to malinvestment, over-
capacity, excessive debt and speculation causes the distortions that
always guarantee the next recession.

Serious problems lie ahead. If the Fed continues with the same
monetary policy of perpetual inflation, and the Congress responds
with more spending and regulations, real solutions will be indefi-
nitely delayed.

The current problems, hopefully, will cause us as a nation and,
in particular, Congress to reassess the policies that have allowed
the imbalances to develop over the last 30 years.

Someday, stable money based on the gold standard must be
reconsidered. Stable money is a constitutional responsibility of
Congress. The Federal Reserve Board’s goal of stable prices, eco-
nomic growth and low interest rates, through centralized economic
planning by manipulating money and credit, is a concoction of
20th century Keynesian economics. These efforts are not author-
ized by the Constitution, and are economically detrimental.

Economic adjustments wouldn’t be so bad, as many mild reces-
sions have proven, except that wealth is inexorably and unfairly
transferred from middle class and poor to the rich. Job losses and
the rising cost of living hurt some more than others. If our course
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is not changed, the entire middle-class prosperity can be endan-
gered, as has happened all too often in other societies that pursued
a false belief that paper money could be satisfactorily managed.

Even the serious economic problems generated by a flawed
monetary system could be tolerated, except for the inevitable loss
of personal liberty that accompanies government’s efforts to cen-
trally plan the economy through a paper monetary policy and
ever-growing welfare state.

Likewise, an imperialistic foreign policy can only be supported
by inflation and high taxation. This policy compounds the threat to
liberty, because all too often our leaders get us involved in over-
seas military adventurism in which we should have no part. Today
that danger is greater than ever before, as we send our dollars and
troops hither and yon to areas of the world most Americans have
no knowledge or interest in. But the driving force behind our for-
eign policy comes from our oil corporations, international banking
interests, and the military-industrial complex, which have high-
stake interests in the places our troops and foreign aid are sent.

If, heaven forbid, the economy sinks as low and for as long as
many free market economists believe, what policy changes must
we consider? Certainly the number one change ought to be to
reject the ideas that created the crisis. But rejecting old ways that
Congress and the people are addicted to is not easy. Many people
believe that government programs are free. The clamor for low
interest rates (more monetary inflation), by virtually all public
officials and prominent business and banking leaders is endless.
And, the expectation for government to do something for every eco-
nomic malady —even if ill-advised government policy has created
the problem — drives this seductive system of centralized planning
that ultimately undermines prosperity. A realization that we can-
not continue our old ways may well be upon us, and the inflating,
taxing, regulating, and centralized planning programs of the last
30 years must come to an end.

Only reining in the welfare-warfare state will suffice. This elimi-
nates the need for the Fed to monetize the debt that politicians
depend on to please their constituents and secure their reelection. We
must reject our obsession with policing the world by our endless for-
eign commitments and entanglements. This would reduce the need
for greater expenditures while enhancing our national security. It
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would also remove pressure on the Federal Reserve to continue a
flawed monetary policy of monetizing endless government debt.

But we must also reject the notion that one man, Alan
Greenspan, or any other chairman of the Federal Reserve Board,
can know what the proper money supply and interest rates ought
to be —only the market can determine that. This must happen if we
ever expect to avoid continuous and deeper recessions and to get
the economy growing in a healthy and sustainable fashion. It also
must happen if we want to preserve free-market capitalism and
personal liberty.

The longer the delay in establishing a free market and a com-
modity currency, even with interrupted blips of growth, the more
unstable the economy and the more difficult the task becomes.
Instead it will result in what no one wants—more poverty and
political turmoil.

There are no other options if we hope to remain a free and pros-
perous nation. Economic and monetary meddling undermines the
principles of a free society. A free society and sound money maxi-
mize production and minimize poverty. The responsibility of Con-
gress is clear: avoid the meddling so ingrained in our system and
assume the responsibility, all but forgotten, to maintain a free soci-
ety while making the dollar once again as good as gold.

In the words of James Madison in The Federalist Papers:

The extension of the prohibition to bills of credit must
give pleasure to every citizen in proportion to his love of
justice and his knowledge of the true springs of public
prosperity. The loss which America has sustained since
the peace, from the pestilent effects of paper money on
the necessary confidence between man and man, on the
necessary confidence in the public councils, on the
industry and morals of the people, and on the character
of republican government, constitutes an enormous
debt against the States chargeable with this unadvised
measure. ®
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The Foolishness of Fiat

Congressional Record — U.S. House of Representatives
October 31, 2001

Mr. Speaker, the world’s politicians, special interests, govern-
ment bureaucrats, and financiers all love fiat money—because
they all benefit from it. But freedom loving, hard working, ethical,
and thrifty individuals suffer. Fiat money is paper money that gets
its value from a government edict and compulsory legal tender
laws. Honest money, something of real value, like a precious
metal, gets its value from the market and through voluntary
exchange.

The world today is awash in fiat money like never before. And
we face a financial crisis like never before, conceived many
decades before the 9/11 crisis hit.

Fiat money works as long as trust in the currency lasts. But
eventually trust is always withdrawn from paper money. Fiat
money evolves out of sound money, which always originates in
the market. But paper money inevitably fails no matter how hard
the beneficiaries try to perpetuate the fraud.

We are now witnessing the early stages of the demise of a
worldwide financial system built on the fiction that wealth can
come out of a printing press or a computer at our central banks.

Japan, failing to understand this, has tried for more than a
decade to stimulate its economy and boost its stock market by
printing money and increasing government spending —and it has
not worked.

Argentina, even with the hopes placed in its currency board, is
nevertheless facing default on its foreign debt and a crisis in confi-
dence. More bailouts from the IMF and the U.S. dollar may temper
the crisis for a short time, but ultimately it will only hurt the dol-
lar and U.S. taxpayers.

We cannot expect to continually bail out others with expansion
of the dollar money supply, as we have with the crises in Turkey,
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Argentina, and countries of southeast Asia. This policy has its lim-
its and confidence in the dollar is the determining factor. Even
though up until now confidence has reigned, encouraged by our
political and economic strength, this era is coming to an end. Our
homeland has been attacked, our enemies are not easily subdued,
our commitments abroad are unsustainable, and our economy is
fast slipping into chaos.

Printing money is not an answer. Yet that is all that is offered.

The clamor for low interest rates by all those who benefit from
fiat money has prompted the Fed to create new money out of thin
air like never before. Driving the federal funds rates down from 6
percent to 2.5 percent, a level below the price inflation rate, repre-
sents nothing short of panic—and has done nothing to recharge
the economy. But as one would expect, confidence in the dollar is
waning. I'm sure, due to the crisis, the faith in fiat, and a failure to
understand the business cycle, the Fed will continue with the only
thing it knows to do —credit creation and manipulation of interest
rates. This policy reflects the central bank’s complete ignorance as
to the cause of the problem —credit creation and manipulation of
interest rates.

Since the Federal Reserve first panicked in early January, it has
created $830 billion of fiat money out of thin air. The country is no
richer, the economy is weaker, the stock market has continued
downward, and unemployment has skyrocketed. Returning to
deficit spending, as we already have, will not help us any more than
it has helped Japan, which continues to sink into economic morass.

Nothing can correct the problems we face if we do not give up
on the foolishness of fiat. Mr. Speaker, a dollar crisis is quickly
approaching. We should prepare ourselves. m
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Gold and the Dollar

Congressional Record — U.S. House of Representatives
June 5, 2002

Mr. Speaker, I have for several years come to the House floor to
express my concern for the value of the dollar. It has been, and is,
my concern that we in the Congress have not met our responsibil-
ity in this regard. The constitutional mandate for Congress should
only permit silver and gold to be used as legal tender and has been
ignored for decades and has caused much economic pain for many
innocent Americans. Instead of maintaining a sound dollar, Con-
gress has by both default and deliberate action promoted a policy
that systematically depreciates the dollar. The financial markets
are keenly aware of the minute-by-minute fluctuations of all the
fiat currencies and look to these swings in value for an investment
advantage. This type of anticipation and speculation does not exist
in a sound monetary system.

But Congress should be interested in the dollar fluctuation not
as an investment but because of our responsibility for maintaining
a sound and stable currency, a requirement for sustained economic
growth.

The consensus now is that the dollar is weakening and the hope
is that the drop in its value will be neither too much nor occur too
quickly; but no matter what the spin is, a depreciating currency,
one that is losing its value against goods, services, other curren-
cies, and gold, cannot be beneficial and may well be dangerous. A
sharply dropping dollar, especially since it is the reserve currency
of the world, can play havoc with the entire world economy.

Gold is history’s oldest and most stable currency. Central
bankers and politicians hate gold because it restrains spending
and denies them the power to create money and credit out of thin
air. Those who promote big government, whether to wage war
and promote foreign expansionism or to finance the welfare state
here at home, cherish this power.
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History and economic law are on the side of the gold. Paper
money always fails. Unfortunately, though, this occurs only after
many innocent people have suffered the consequences of the fraud
that paper money represents. Monetary inflation is a hidden tax
levied more on the poor and those on fixed incomes than the
wealthy, the bankers, or the corporations.

In the past two years, gold has been the strongest currency
throughout the world in spite of persistent central bank selling
designed to suppress the gold price in hopes of hiding the evil
caused by the inflationary policies that all central bankers follow.
This type of depreciation only works for short periods; economic
law always rules over the astounding power and influence of cen-
tral bankers.

That is what is starting to happen, and trust in the dollar is
being lost. The value of the dollar this year is down 18 percent
compared to gold. This drop in value should not be ignored by
Congress. We should never have permitted this policy that was
deliberately designed to undermine the value of the currency.

There are a lot of reasons the market is pushing down the value
of the dollar at this time. But only one is foremost. Current world
economic and political conditions lead to less trust in the dollar’s
value. Economic strength here at home is questionable and causes
concerns. Our huge foreign debt is more than $2 trillion, and our
current account deficit is now 4 percent of GDP and growing.
Financing this debt requires borrowing $1.3 billion per day from
overseas. But these problems are ancillary to the real reason that the
dollar must go down in value. For nearly seven years the U.S. has
had the privilege of creating unlimited amounts of dollars with for-
eigners only too eager to accept them to satisfy our ravenous
appetite for consumer items. The markets have yet to discount most
of this monetary inflation. But they are doing so now; and for us to
ignore what is happening, we do so at the nation’s peril. Price infla-
tion and much higher interest rates are around the corner.

Misplaced confidence in a currency can lead money managers
and investors astray, but eventually the piper must be paid. Last
year’s record interest rate drop by the Federal Reserve was like
pouring gasoline on a fire. Now the policy of the past decade is
being recognized as being weak for the dollar; and trust and con-
fidence in it is justifiably being questioned.
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Trust in paper is difficult to measure and anticipate, but long-
term value in gold is dependable and more reliably assessed.
Printing money and creating artificial credit may temporarily
lower interest rates, but it also causes the distortions of malinvest-
ment, overcapacity, excessive debt, and speculation. These condi-
tions cause instability, and market forces eventually overrule the
intentions of the central bankers. That is when the apparent bene-
tits of the easy money disappear, such as we dramatically have
seen with the crash of the dot-coms and the Enrons and many
other stocks.

Now it is back to reality. This is serious business, and the cor-
rection that must come to adjust for the Federal Reserve’s mischief
of the past 30 years has only begun.

Congress must soon consider significant changes in our mone-
tary system if we hope to preserve a system of sound growth and
wealth preservation. Paper money managed by the Federal Reserve
System cannot accomplish this. In fact, it does the opposite. m

Hard Questions for Federal Reserve
Chairman Greenspan

Financial Services Committee
Congressional Record — U.S. House of Representatives
July 17, 2002

Rep. PAUL. “Welcome Chairman Greenspan. I've listened care-
fully to your testimony but I get the sense I may be listening to the
Chairman of the Board of Central Economic Planning rather than
the chairman of a board that has been entrusted with protecting
the value of the dollar.

“I have for quite a few years now expressed concern about the
value of the dollar which I think we neglect here in the Congress,
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here in the committee and I do not think that the Federal Reserve
has done a good job in protecting the value of the dollar. And it
seems that maybe others are coming around to this viewpoint
because I see that the head of the IMF this week, Mr. Koehler has
expressed a concern and made a suggestion that all the central
bankers of the world need to lay plans in the near future to possi-
bly prop up the dollar. So others have this same concern.

“You have in your testimony expressed concern about the
greed factor which obviously is there. And you implied that this
has come out from the excessive capitalization/excessive valua-
tions, which may be true. But I believe where you have come up
short is in failing to explain why we have financial bubbles. I think
when you have fiat money and excessive credit you create finan-
cial bubbles and you also undermine the value of the dollar and
now we are facing that consequence. We see the disintegration of
some of these markets. At the same time we have potential real
depreciation of the value of our dollar. And we have pursued ram-
pant inflation of the money supply. Since you have been Chairman
of the Federal Reserve we have literally created $4.7 trillion worth
of new money in M3. Even in this last year with this tremendous
burst of inflation, the money supply has gone up since last January
over $1 trillion. You can’t have anything but lower value of that
unit of account if you keep printing and creating new money.

“Now I would like to bring us back to sound money. And I
would like to quote an eminent economist by the name of Alan
Greenspan who gives me some credibility on what I am interested
in. A time ago you said,

In the absence of the gold standard there is no way to
protect savings from the confiscation through inflation.
There is no safe store of value without gold. This is the
shabby secret of the welfare statists” tirades against gold.
Deficit spending is simply a scheme for the hidden con-
fiscation of wealth. Gold stands in the way of this insid-
ious process that stands as a protector of property rights.

[Congressman Paul then added that he strongly believed this
statement by Greenspan taken from a 1966 article that was
included in an article he had written titled, “Gold & Economic
Freedom” was true. Congressman Paul continued,]
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“But gold has always had to be undermined if fiat money is to
work and there has to be an illusion of trust for paper to work. And
I think this has been happening for thousands of years. At one time
the kings clipped coins. Then they debased the metals. Then we
learned how to print money. Even as recently as the 1960s for us to
perpetuate a myth about our monetary system, we dumped 2/3 of
our gold, or 500 million ounces of gold at $35 per ounce in order to
try to convince people to trust the money. And even today, there is
a fair amount of trading by central banks, the dumping of hundreds
of tonnes of gold, loaning of gold for the sole purpose that this indi-
cator of gold does not discredit the paper money and I think there
is a definite concerted effort to do that.

“My questions are twofold relating to gold. One, I have been
trying desperately to find out the total amount of gold either
dumped and sold on to the markets by all the central banks of the
world or loaned by the central banks of the world. And this is in
hundreds and hundreds of tons. But those figures are not available
to me. Maybe you can help me find this. I think it would be impor-
tant to know since all central banks still deal with and hold gold
whether they are dumping, or loaning, or buying for that matter.

“But along this line, I have a bill that would say that our govern-
ment, our Treasury could not deal in gold and could not be involved
in the gold market unless the Congress knows about it. Now that to
me seems like such a reasonable approach and reasonable request.
But they say they don’t use it (gold) so we don’t need the bill. But if
they are not trading in gold, what would be the harm in the Con-
gress knowing about handling and dealing about this asset, gold?”

Chairman GREENSPAN. “Well first of all, neither we nor the
Treasury trade gold. And my impression is that were we to do so,
we would announce it. It is certainly the case that others do. There
are data published monthly or quarterly which shows the reported
gold holdings of central banks throughout the world, so you do
know who holds what. The actual trading data, ah, I don’t think is
available though the London gold exchange does show what its
volume numbers are. And periodically, individual central banks
do indicate when they are planning to sell gold. But they all report
what they own. So it may well be the case that you can’t find spe-
cific transactions. I think what you can find is the net result of
those transactions and they are published. But so far as the United
States is concerned, we don’'t do it.” m
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Bring Back Honest Money

Congressional Record — U.S. House of Representatives
July 25, 2003

Mr. Speaker, I rise to introduce the Honest Money Act. The
Honest Money Act repeals legal tender laws, a.k.a. forced tender
laws, that compel American citizens to accept fiat (arbitrary) irre-
deemable paper-ticket or electronic money as their unit of account.

Absent legal tender laws, individuals acting through the mar-
kets, rather than government dictates, determine what is to be
used as money. Historically, the free-market choice for money has
been some combination of gold and silver, whenever they were
available. As Dr. Edwin Vieira, the nation’s top expert on consti-
tutional money, states: “A free market functions most efficiently
and most fairly when the market determines the quality and the
quantity of money that’s being used.”

While fiat money is widely accepted thanks to legal tender
laws, it does not maintain its purchasing power. This works to the
disadvantage of ordinary people who lose the purchasing power
of their savings, pensions, annuities, and other promises of future
payment. Most importantly, because of the subsidies our present
monetary system provides to banks, which, as Federal Reserve
Chairman Alan Greenspan has stated, “induces” the financial sec-
tor to increase leverage, the Federal Reserve can create additional
money, in Mr. Greenspan’s words, “without limit.” For this reason,
absent legal tender laws, many citizens would refuse to accept fiat
irredeemable paper-ticket or electronic money.

Legal tender laws disadvantage ordinary citizens by forcing
them to use money that is vulnerable to vast depreciation. As
Stephen T. Byington wrote in the September 1895 issue of the
American Federationist: “No legal tender law is ever needed to make
men take good money; its only use is to make them take bad
money. Kick it out!” Similarly, the American Federation of Labor
asked: “If money is good and would be preferred by the people,
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then why are legal tender laws necessary? And, if money is not
good and would not be preferred by the people, then why in a
democracy should they be forced to use it?”

The American Federation of Labor understood how the erosion
of the value of money cheated working people. Further, honest
money, i.e., specie, was one of the three issues that encouraged
ordinary people to organize into unions when the union move-
ment began in the U.S. circa 1830.

While harming ordinary citizens, legal tender laws help expand
the scope of government beyond that authorized under the Con-
stitution. However, the primary beneficiaries of legal tender laws
are financial institutions, especially banks, which have been
improperly granted the special privilege of creating fiat irre-
deemable electronic money out of thin air through a process com-
monly called fractional reserve lending. According to the Federal
Reserve, since 1950 these private companies (banks) have created
almost $8 trillion out of nothing. This has been enormously advan-
tageous to them.

The advantages given banks and other financial institutions by
our fiat monetary system, which is built on a foundation of legal
tender laws, allow them to realize revenues that would not be
available to these institutions in a free market. This represents
legalized plunder of ordinary people. Legal tender laws thus
enable the redistribution of wealth from those who produce it,
mostly ordinary working people, to those who create and move
around our irredeemable paper-ticket electronic money which is,
in essence, just scrip.

The drafters of the Constitution were well aware of how a gov-
ernment armed with legal tender powers could ravage the peo-
ple’s liberty and prosperity. That is why the Constitution does not
grant legal tender power to the federal government, and the states
are empowered to make legal tender only out of gold and silver
(see Article 1, Section 10). Instead, Congress was given the power
to regulate money against a standard, i.e., the dollar. When
Alexander Hamilton wrote the Coinage Act of 1792, he simply
made into law the market-definition of a dollar as equaling the sil-
ver content of the Spanish milled dollar (371.25 grains of silver),
which is the dollar referred to in the Constitution. This historical
definition of the dollar has never been changed, and cannot be
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changed any more than the term “inch,” as a measure of length,
can be changed. It is a gross misrepresentation to equate our irre-
deemable paper-ticket or electronic money to “dollars.”

However, during the 20th century, the legal tender power
enabled politicians to fool the public into believing the dollar no
longer meant a weight of gold or silver. Instead, the government
told the people that the dollar now meant a piece of government-
issued paper backed up by nothing except the promises of the gov-
ernment to maintain a stable value of currency. Of course, history
shows that the word of the government (to protect the value of the
dollar) is literally not worth the paper it is printed on.

Tragically, the Supreme Court has failed to protect the Ameri-
can people from unconstitutional legal tender laws. Salmon Chase,
who served as Secretary of the Treasury in President Lincoln’s
administration, when he was Chief Justice of the Supreme Court,
dissenting in Knox vs. Lee, summed up the argument against legal
tender laws in twelve words: “The legal tender quality [of money]
is only valuable for the purposes of dishonesty” [emphasis added].

Another prescient Justice was Stephen Field, the only Justice to
dissent in every legal tender case to come before the Court. Justice
Field accurately described the dangers to our constitutional repub-
lic posed by legal tender laws:

The arguments in favor of the constitutionality of legal
tender paper currency tend directly to break down the
barriers which separate a government of limited powers
from a government resting in the unrestrained will of
Congress. Those limitations must be preserved, or our
government will inevitably drift from the system estab-
lished by our Fathers into a vast, centralized, and con-
solidated government.

A government with unrestrained powers is properly characterized
as tyrannical.

Repeal of legal tender laws will help restore constitutional gov-
ernment and protect the people’s right to a medium of exchange
chosen by the market, thereby protecting their current purchasing
power as well as their pensions, savings, and other promises of
future payment. Because honest money serves the needs of ordi-
nary people, instead of fiat irredeemable paper-ticket electronic
money that improperly transfers the wealth of society to a small
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specially privileged financial elite along with other special inter-
ests, I urge my colleagues to cosponsor the Honest Money Act. m

Paper Money and Tyranny

Congressional Record — U.S. House of Representatives
September 5, 2003

All great republics throughout history cherished sound money.
This meant that the monetary unit was a commodity of honest
weight and purity. When money was sound, civilizations were
found to be more prosperous and freedom thrived. The less free a
society becomes, the greater the likelihood its money is being
debased and the economic well-being of its citizens diminished.

Alan Greenspan, years before he became Federal Reserve Board
Chairman in charge of flagrantly debasing the U.S. dollar, wrote
about this connection between sound money, prosperity, and free-
dom. In his article “Gold and Economic Freedom” (The Objectivist,
July 1966), Greenspan starts by saying: “An almost hysterical
antagonism toward the gold standard is an issue that unites sta-
tists of all persuasions. They seem to sense . . . that gold and eco-
nomic freedom are inseparable.” Further he states that: “Under the
gold standard, a free banking system stands as the protector of an
economy’s stability and balanced growth.” Astoundingly, Mr.
Greenspan’s analysis of the 1929 market crash, and how the Fed
precipitated the crisis, directly parallels current conditions we are
experiencing under his management of the Fed. Greenspan
explains: “The excess credit which the Fed pumped into the econ-
omy spilled over into the stock market—triggering a fantastic
speculative boom.” And, “...By 1929 the speculative imbalances
had become overwhelming and unmanageable by the Fed.”
Greenspan concluded his article by stating: “In the absence of the
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gold standard, there is no way to protect savings from confiscation
through inflation.” He explains that the “shabby secret” of the pro-
ponents of big government and paper money is that deficit spend-
ing is simply nothing more than a “scheme for the hidden confis-
cation of wealth.” Yet here we are today with a purely fiat mone-
tary system, managed almost exclusively by Alan Greenspan, who
once so correctly denounced the Fed’s role in the Depression while
recognizing the need for sound money.

The Founders of this country, and a large majority of the Amer-
ican people up until the 1930s, disdained paper money, respected
commodity money, and disapproved of a central bank’s monopoly
control of money creation and interest rates. Ironically, it was the
abuse of the gold standard, the Fed’s credit-creating habits of the
1920s, and its subsequent mischief in the 1930s, that not only gave
us the Great Depression, but also prolonged it. Yet sound money
was blamed for all the suffering. That’s why people hardly objected
when Roosevelt and his statist friends confiscated gold and radi-
cally debased the currency, ushering in the age of worldwide fiat
currencies with which the international economy struggles today.

If honest money and freedom are inseparable, as Mr.
Greenspan argued, and paper money leads to tyranny, one must
wonder why it’s so popular with economists, the business com-
munity, bankers, and our government officials. The simplest
explanation is that it's a human trait to always seek the comforts of
wealth with the least amount of effort. This desire is quite positive
when it inspires hard work and innovation in a capitalist society.
Productivity is improved and the standard of living goes up for
everyone. This process has permitted the poorest in today’s capi-
talist countries to enjoy luxuries never available to the royalty of
old.

But this human trait of seeking wealth and comfort with the
least amount of effort is often abused. It leads some to believe that
by certain monetary manipulations, wealth can be made more
available to everyone. Those who believe in fiat money often
believe wealth can be increased without a commensurate amount
of hard work and innovation. They also come to believe that sav-
ings and market control of interest rates are not only unnecessary,
but actually hinder a productive growing economy. Concern for
liberty is replaced by the illusion that material benefits can be more
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easily obtained with fiat money than through hard work and inge-
nuity. The perceived benefits soon become of greater concern for
society than the preservation of liberty. This does not mean pro-
ponents of fiat money embark on a crusade to promote tyranny,
though that is what it leads to, but rather they hope they have
found the philosopher’s stone and a modern alternative to the
challenge of turning lead into gold.

Our Founders thoroughly understood this issue, and warned
us against the temptation to seek wealth and fortune without the
work and savings that real prosperity requires. James Madison
warned of “The pestilent effects of paper money,” as the Founders
had vivid memories of the destructiveness of the Continental dol-
lar. George Mason of Virginia said that he had a “Mortal hatred to
paper money.” Constitutional Convention delegate Oliver
Ellsworth from Connecticut thought the convention “A favorable
moment to shut and bar the door against paper money.” This
view of the evils of paper money was shared by almost all the del-
egates to the convention, and was the reason the Constitution lim-
ited congressional authority to deal with the issue and mandated
that only gold and silver could be legal tender. Paper money was
prohibited and no central bank was authorized. Over and above
the economic reasons for honest money, however, Madison
argued the moral case for such. Paper money, he explained,
destroyed “The necessary confidence between man and man, on
necessary confidence in public councils, on the industry and
morals of people and on the character of republican government.”

The Founders were well aware of the biblical admonitions
against dishonest weights and measures, debased silver, and
watered-down wine. The issue of sound money throughout history
has been as much a moral issue as an economic or political issue.

Even with this history and great concern expressed by the
Founders, the barriers to paper money have been torn asunder.
The Constitution has not been changed, but is no longer applied to
the issue of money. It was once explained to me, during the debate
over going to war in Iraq, that a declaration of war was not needed
because to ask for such a declaration was “frivolous” and that the
portion of the Constitution dealing with congressional war power
was “anachronistic.” So too, it seems that the power over money
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given to Congress alone and limited to coinage and honest
weights, is now also “anachronistic.”

If indeed our generation can make the case for paper money,
issued by an unauthorized central bank, it behooves us to at least
have enough respect for the Constitution to amend it in a proper
fashion. Ignoring the Constitution in order to perform a pernicious
act is detrimental in two ways. First, debasing the currency as a
deliberate policy is economically destructive beyond measure. Sec-
ond, doing it without consideration for the rule of law undermines
the entire fabric of our Constitutional republic.

Though the need for sound money is currently not a pressing
issue for Congress, it's something that cannot be ignored because
serious economic problems resulting from our paper money sys-
tem are being forced upon us. As a matter of fact, we deal with the
consequences on a daily basis, yet fail to see the connection
between our economic problems and the mischief orchestrated by
the Federal Reserve.

All the great religions teach honesty in money, and the eco-
nomic shortcomings of paper money were well known when the
Constitution was written, so we must try to understand why an
entire generation of Americans have come to accept paper money
without hesitation, without question. Most Americans are oblivi-
ous to the entire issue of the nature and importance of money.
Many in authority, however, have either been misled by false
notions or see that the power to create money is indeed a power
they enjoy, as they promote their agenda of welfarism at home and
empire abroad.

Money is a moral, economic, and political issue. Since the
monetary unit measures every economic transaction, from wages
to prices, taxes, and interest rates, it is vitally important that its
value is honestly established in the marketplace without bankers,
government, politicians, or the Federal Reserve manipulating its
value to serve special interests.

Money as a Moral Issue

The moral issue regarding money should be the easiest to
understand, but almost no one in Washington thinks of money in
these terms. Although there is a growing and deserved distrust in
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government per se, trust in money and the Federal Reserve’s abil-
ity to manage it remains strong. No one would welcome a coun-
terfeiter to town, yet this same authority is blindly given to our
central bank without any serious oversight by the Congress.

When the government can replicate the monetary unit at will
without regard to cost, whether it’s paper currency or a computer
entry, it’s morally identical to the counterfeiter who illegally prints
currency. Both ways, it’s fraud.

A fiat monetary system allows power and influence to fall into
the hands of those who control the creation of new money, and to
those who get to use the money or credit early in its circulation.
The insidious and eventual cost falls on unidentified victims who
are usually oblivious to the cause of their plight. This system of
legalized plunder (though not constitutional) allows one group to
benefit at the expense of another. An actual transfer of wealth goes
from the poor and the middle class to those in privileged financial
positions.

In many societies the middle class has actually been wiped out
by monetary inflation, which always accompanies fiat money. The
high cost of living and loss of jobs hits one segment of society,
while in the early stages of inflation, the business class actually
benefits from the easy credit. An astute stock investor or home
builder can make millions in the boom phase of the business cycle,
while the poor and those dependent on fixed incomes can’t keep
up with the rising cost of living.

Fiat money is also immoral because it allows government to
finance special interest legislation that otherwise would have to be
paid for by direct taxation or by productive enterprise. This trans-
fer of wealth occurs without directly taking the money out of
someone’s pocket. Every dollar created dilutes the value of exist-
ing dollars in circulation. Those individuals who worked hard,
paid their taxes, and saved some money for a rainy day are hit the
hardest, with their dollars being depreciated in value while earn-
ing interest that is kept artificially low by the Federal Reserve easy-
credit policy. The easy credit helps investors and consumers who
have no qualms about going into debt and even declaring bank-
ruptcy.

If one sees the welfare state and foreign militarism as improper
and immoral, one understands how the license to print money
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permits these policies to go forward far more easily than if they
had to be paid for immediately by direct taxation.

Printing money, which is literally inflation, is nothing more
than a sinister and evil form of hidden taxation. It's unfair and
deceptive, and accordingly strongly opposed by the authors of the
Constitution. That is why there is no authority for Congress, the
Federal Reserve, or the executive branch to operate the current sys-
tem of money we have today.

Money as a Political Issue

Although the money issue today is of little political interest to
the parties and politicians, it should not be ignored. Policy makers
must contend with the consequences of the business cycle, which
result from the fiat monetary system under which we operate.
They may not understand the connection now, but eventually they
must.

In the past, money and gold have been dominant issues in sev-
eral major political campaigns. We find that when the people have
had a voice in the matter, they inevitably chose gold over paper.
To the common man, it just makes sense. As a matter of fact, a
large number of Americans, perhaps a majority, still believe our
dollar is backed by huge hoards of gold in Fort Knox.

The monetary issue, along with the desire to have free trade
among the states, prompted those at the Constitutional Conven-
tion to seek solutions to problems that plagued the post-revolu-
tionary war economy. This post-war recession was greatly aggra-
vated by the collapse of the unsound fiat Continental dollar. The
people, through their representatives, spoke loudly and clearly for
gold and silver over paper.

Andrew Jackson, a strong proponent of gold and opponent of
central banking (the Second Bank of the United States), was a hero
to the working class and was twice elected president. This issue
was fully debated in his presidential campaigns. The people voted
for gold over paper.

In the 1870s, the people once again spoke out clearly against the
greenback inflation of Lincoln. Notoriously, governments go to
paper money while rejecting gold to promote unpopular and unaf-
fordable wars. The return to gold in 1879 went smoothly and was
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welcomed by the people, putting behind them the disastrous Civil
War inflationary period.

Grover Cleveland, elected twice to the presidency, was also a
strong advocate of the gold standard.

Again, in the presidential race of 1896, William McKinley
argued the case for gold. In spite of the great orations by William
Jennings Bryant, who supported monetary inflation and made a
mocking “Cross of Gold” speech, the people rallied behind McKin-
ley’s bland but correct arguments for sound money.

The 20th century was much less sympathetic to gold. Since 1913
central banking has been accepted in the United States without
much debate, despite the many economic and political horrors
caused or worsened by the Federal Reserve since its establishment.
The ups and downs of the economy have all come as a consequence
of Fed policies, from the Great Depression to the horrendous stagfla-
tion of the ‘70s, as well as the current ongoing economic crisis.

A central bank and fiat money enable government to maintain
an easy war policy that under strict monetary rules would not be
achievable. In other words, countries with sound monetary poli-
cies would rarely go to war because they could not afford to, espe-
cially if they were not attacked. The people could not be taxed
enough to support wars without destroying the economy. But by
printing money, the cost can be delayed and hidden, sometimes
for years if not decades. To be truly opposed to preemptive and
unnecessary wars one must advocate sound money to prevent the
promoters of war from financing their imperialism.

Look at how the military budget is exploding, deficits are
exploding, and tax revenues are going down. No problem; the Fed
is there and will print whatever is needed to meet our military
commitments, whether it’s wise to do so or not.

The money issue should indeed be a gigantic political issue.
Fiat money hurts the economy, finances wars, and allows for
excessive welfarism. When these connections are realized and
understood, it will once again become a major political issue, since
paper money never lasts. Ultimately politicians will not have a
choice of whether to address or take a position on the money issue.
The people and circumstances will demand it.

We do hear some talk about monetary policy and criticism
directed toward the Federal Reserve, but it falls far short of what
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I'm talking about. Big-spending welfarists constantly complain
about Fed policy, usually demanding lower interest rates even
when rates are at historic lows. Big-government conservatives
promoting grand worldwide military operations, while arguing
that “deficits don’t matter” as long as marginal tax rates are low-
ered, also constantly criticize the Fed for high interest rates and
lack of liquidity. Coming from both the left and the right, these
demands would not occur if money could not be created out of
thin air at will. Both sides are asking for the same thing from the
Fed for different reasons. They want the printing presses to run
faster and create more credit, so that the economy will be healed
like magic— or so they believe.

This is not the kind of interest in the Fed that we need. I'm antic-
ipating that we should and one day will be forced to deal with the
definition of the dollar and what money should consist of. The cur-
rent superficial discussion about money merely shows a desire to
tinker with the current system in hopes of improving the deterio-
rating economy. There will be a point, though, when the tinkering
will no longer be of any benefit and even the best advice will be of
no value. We have just gone through two-and-a-half years of tin-
kering with 13 rate cuts, and recovery has not yet been achieved.
It’s just possible that we're much closer than anyone realizes to that
day when it will become absolutely necessary to deal with the mon-
etary issue—both philosophically and strategically —and forget
about the band-aid approach to the current system.

Money as an Economic Issue

For a time, the economic consequences of paper money may
seem benign and even helpful, but are always disruptive to eco-
nomic growth and prosperity.

Economic planners of the Keynesian-socialist type have always
relished control over money creation in their efforts to regulate
and plan the economy. They have no qualms with using this
power to pursue their egalitarian dreams of wealth redistribution.
That force and fraud are used to make the economic system sup-
posedly fairer is of little concern to them.

There are also many conservatives who do not endorse central
economic planning as those on the left do, but nevertheless concede
this authority to the Federal Reserve to manipulate the economy
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through monetary policy. Only a small group of constitutionalists,
libertarians, and Austrian free-market economists reject the notion
that central planning, through interest-rate and money-supply
manipulation, is a productive endeavor.

Many sincere politicians, bureaucrats, and bankers endorse the
current system, not out of malice or greed, but because it’s the only
system they have known. The principles of sound money and free
market banking are not taught in our universities. The over-
whelming consensus in Washington, as well as around the world,
is that commodity money without a central bank is no longer prac-
tical or necessary. Be assured, though, that certain individuals who
greatly benefit from a paper money system know exactly why the
restraints that a commodities standard would have are unaccept-
able.

Though the economic consequences of paper money in the
early stage affect lower-income and middle-class citizens, history
shows that when the destruction of monetary value becomes ram-
pant, nearly everyone suffers and the economic and political struc-
ture becomes unstable. There’s good reason for all of us to be con-
cerned about our monetary system and the future of the dollar.

Nations that live beyond their means must always pay for their
extravagance. It's easy to understand why future generations
inherit a burden when the national debt piles up. This requires
others to pay the interest and debts when they come due. The vic-
tims are never the recipients of the borrowed funds. But this is not
exactly what happens when a country pays off its debt. The debt,
in nominal terms, always goes up, and since it is still accepted by
mainstream economists that just borrowing endlessly is not the
road to permanent prosperity, real debt must be reduced. Depre-
ciating the value of the dollar does that. If the dollar loses 10 per-
cent of its value, the national debt of $6.5 trillion is reduced in real
terms by $650 billion dollars. That's a pretty neat trick and quite
helpful —to the government.

That’s why the Fed screams about a coming deflation, so it can
continue the devaluation of the dollar unabated. The politicians
don’t mind, the bankers welcome the business activity, and the
recipients of the funds passed out by Congress never complain.
The greater the debt, the greater the need to inflate the currency,
since debt cannot be the source of long-term wealth. Individuals
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and corporations who borrow too much eventually must cut back
and pay off debt and start anew, but governments rarely do.

But where’s the hitch? This process, which seems to be a cre-
ative way of paying off debt, eventually undermines the capitalist
structure of the economy, thus making it difficult to produce
wealth, and that’s when the whole process comes to an end. This
system causes many economic problems, but most of them stem
from the Fed’s interference with the market rate of interest that it
achieves through credit creation and printing money.

Nearly 100 years ago, Austrian economist Ludwig von Mises
explained and predicted the failure of socialism. Without a pricing
mechanism, the delicate balance between consumers and produc-
ers would be destroyed. Freely fluctuating prices provide vital
information to the entrepreneur who is making key decisions on
production. Without this information, major mistakes are made. A
central planning bureaucrat cannot be a substitute for the law of
supply and demand.

Though generally accepted by most modern economists and
politicians, there is little hesitancy in accepting the omnipotent
wisdom of the Federal Reserve to know the “price” of money — the
interest rate—and its proper supply. For decades, and especially
during the 1990s —when Chairman Greenspan was held in such
high esteem, and no one dared question his judgment or the wis-
dom of the system — this process was allowed to run unimpeded
by political or market restraints. Just as we must eventually pay for
our perpetual deficits, continuous manipulation of interest and
credit will also extract a payment.

Artificially low interest rates deceive investors into believing
that rates are low because savings are high and represent funds
not spent on consumption. When the Fed creates bank deposits out
of thin air, making loans available at below-market rates, malin-
vestment and overcapacity results, setting the stage for the next
recession or depression. The easy credit policy is welcomed by
many: stock-market investors, home builders, home buyers, con-
gressional spendthrifts, bankers, and many other consumers who
enjoy borrowing at low rates and not worrying about repayment.
However, perpetual good times cannot come from a printing press
or easy credit created by a Federal Reserve computer. The piper
will demand payment, and the downturn in the business cycle will
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see to it. The downturn is locked into place by the artificial boom
that everyone enjoys, despite the dreams that we have ushered in
a “new economic era.” Let there be no doubt: the business cycle,
the stagflation, the recessions, the depressions, and the inflations
are not a result of capitalism and sound money, but rather are a
direct result of paper money and a central bank that is incapable of
managing it.

Our current monetary system makes it tempting for all parties,
individuals, corporations, and government to go into debt. It
encourages consumption over investment and production. Incen-
tives to save are diminished by the Fed’s making new credit avail-
able to everyone and keeping interest rates on saving so low that
few find it advisable to save for a rainy day. This is made worse
by taxing interest earned on savings. It plays havoc with those
who do save and want to live off their interest. The artificial rates
may be 4, 5, or even 6 percent below the market rate, and the
savers—many who are elderly and on fixed incomes—suffer
unfairly at the hands of Alan Greenspan, who believes that resort-
ing to money creation will solve our problems and give us per-
petual prosperity.

Lowering interest rates at times, especially early in the stages of
monetary debasement, will produce the desired effects and stimu-
late another boom-bust cycle. But eventually the distortions and
imbalances between consumption and production, and the exces-
sive debt, prevent the monetary stimulus from doing very much to
boost the economy. Just look at what’s been happening in Japan
for the last 12 years. When conditions get bad enough the only
recourse will be to have major monetary reform to restore confi-
dence in the system.

The two conditions that result from fiat money that are more
likely to concern the people are inflation of prices and unemploy-
ment. Unfortunately, few realize these problems are directly
related to our monetary system. Instead of demanding reforms,
the chorus from both the right and left is for the Fed to do more of
the same —only faster. If our problem stems from easy credit and
interest-rate manipulation by the Fed, demanding more will not
do much to help. Sadly, it will only make our problems worse.

Ironically, the more successful the money managers are at
restoring growth or prolonging the boom with their monetary



246 Pillars of Prosperity

machinations, the greater are the distortions and imbalances in the
economy. This means that when corrections are eventually forced
upon us, they are much more painful and more people suffer with
the correction lasting longer.

Today’s Conditions

Today’s economic conditions reflect a fiat monetary system
held together by many tricks and luck over the past 30 years. The
world has been awash in paper money since removal of the last
vestige of the gold standard by Richard Nixon when he buried the
Bretton Woods agreement—the gold exchange standard—on
August 15, 1971. Since then we’ve been on a worldwide paper dol-
lar standard. Quite possibly we are seeing the beginning of the end
of that system. If so, tough times are ahead for the United States
and the world economy.

A paper monetary standard means there are no restraints on
the printing press or on federal deficits. In 1971, M3 was $776 bil-
lion; today it stands at $8.9 trillion, an 1,100 percent increase. Our
national debt in 1971 was $408 billion; today it stands at $6.8 tril-
lion, a 1,600 percent increase. Since that time, our dollar has lost
almost 80 percent of its purchasing power. Common sense tells us
that this process is not sustainable and something has to give. So
far, no one in Washington seems interested.

Although dollar creation is ultimately the key to its value,
many other factors play a part in its perceived value, such as: the
strength of our economy, our political stability, our military
power, the benefit of the dollar being the key reserve currency of
the world, and the relative weakness of other nations’ economies
and their currencies. For these reasons, the dollar has enjoyed a
special place in the world economy. Increases in productivity have
also helped to bestow undeserved trust in our economy with con-
sumer prices, to some degree, being held in check and fooling the
people, at the urging of the Fed, that “inflation” is not a problem.
Trust is an important factor in how the dollar is perceived. Sound
money encourages trust, but trust can come from these other
sources as well. But when this trust is lost, which always occurs
with paper money, the delayed adjustments can hit with a
vengeance.



Money and Banking: Gold versus Fiat 247

Following the breakdown of the Bretton Woods agreement, the
world essentially accepted the dollar as a replacement for gold, to
be held in reserve upon which even more monetary expansion
could occur. It was a great arrangement that up until now seemed
to make everyone happy.

We own the printing press and create as many dollars as we
please. These dollars are used to buy federal debt. This allows our
debt to be monetized and the spendthrift Congress, of course,
finds this a delightful convenience and never complains. As the
dollars circulate through our fractional reserve banking system,
they expand many times over. With our excess dollars at home,
our trading partners are only too happy to accept these dollars in
order to sell us their products. Because our dollar is relatively
strong compared to other currencies, we can buy foreign products
at a discounted price. In other words, we get to create the world’s
reserve currency at no cost, spend it overseas, and receive manu-
factured goods in return. Our excess dollars go abroad and other
countries —especially Japan and China—are only too happy to
loan them right back to us by buying our government and GSE
debt. Up until now both sides have been happy with this arrange-
ment.

But all good things must come to an end and this arrangement
is ending. The process put us into a position of being a huge debtor
nation, with our current account deficit of more than $600 billion
per year now exceeding 5 percent of our GDP. We now owe for-
eigners more than any other nation ever owed in all of history,
over $3 trillion.

A debt of this sort always ends by the currency of the debtor
nation decreasing in value. And that’s what has started to happen
with the dollar, although it still has a long way to go. Our free
lunch cannot last. Printing money, buying foreign products, and
selling foreign holders of dollars our debt ends when the foreign
holders of this debt become concerned with the dollar’s future
value.

Once this process starts, interest rates will rise. And in recent
weeks, despite the frenetic effort of the Fed to keep interest rates
low, they are actually rising instead. The official explanation is that
this is due to an economic rebound with an increase in demand for
loans. Yet a decrease in demand for our debt and reluctance to
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hold our dollars is a more likely cause. Only time will tell whether
the economy rebounds to any significant degree, but one must be
aware that rising interest rates and serious price inflation can also
reflect a weak dollar and a weak economy. The stagflation of the
1970s baffled many conventional economists, but not the Austrian
economists. Many other countries have in the past suffered from
the extremes of inflation in an inflationary depression, and we are
not immune from that happening here. Our monetary and fiscal
policies are actually conducive to such a scenario.

In the short run, the current system gives us a free ride, our
paper buys cheap goods from overseas, and foreigners risk all by
financing our extravagance. But in the long run, we will surely pay
for living beyond our means. Debt will be paid for one way or
another. An inflated currency always comes back to haunt those
who enjoyed the “benefits” of inflation. Although this process is
extremely dangerous, many economists and politicians do not see
it as a currency problem and are only too willing to find a villain
to attack. Surprisingly the villain is often the foreigner who fool-
ishly takes our paper for useful goods and accommodates us by
loaning the proceeds back to us. It’s true that the system encour-
ages exportation of jobs as we buy more and more foreign goods.
But nobody understands the Fed role in this, so the cries go out to
punish the competition with tariffs. Protectionism is a predictable
consequence of paper-money inflation, just as is the impoverish-
ment of an entire middle class. It should surprise no one that even
in the boom phase of the 1990s, there were still many people who
became poorer. Yet all we hear are calls for more government mis-
chief to correct the problems with tariffs, increased welfare for the
poor, increased unemployment benefits, deficit spending, and spe-
cial interest tax reduction, none of which can solve the problems
ingrained in a system that operates with paper money and a cen-
tral bank.

If inflation were equitable and treated all classes the same, it
would be less socially divisive. But while some see their incomes
going up above the rate of inflation (movie stars, CEOs, stock bro-
kers, speculators, professional athletes), others see their incomes
stagnate like lower-middle-income workers, retired people, and
farmers. Likewise, the rise in the cost of living hurts the poor and
middle class more than the wealthy. Because inflation treats certain
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groups unfairly, anger and envy are directed toward those who
have benefited.

The long-term philosophic problem with this is that the central
bank and the fiat monetary system are not blamed; instead free
market capitalism is. This is what happened in the 1930s. The Key-
nesians, who grew to dominate economic thinking at the time,
erroneously blamed the gold standard, balanced budgets, and cap-
italism instead of tax increases, tariffs, and Fed policy. This coun-
try cannot afford another attack on economic liberty similar to
what followed the 1929 crash that ushered in the economic inter-
ventionism and inflationism which we have been saddled with
ever since. These policies have brought us to the brink of another
colossal economic downturn and we need to be prepared.

Big business and banking deserve our harsh criticism, but not
because they are big or because they make a lot of money. Our crit-
icism should come because of the special benefits they receive
from a monetary system designed to assist the business class at the
expense of the working class. Labor leader Samuel Gompers
understood this and feared paper money and a central bank while
arguing the case for gold. Since the monetary system is used to
finance deficits that come from war expenditures, the military
industrial complex is a strong supporter of the current monetary
system.

Liberals foolishly believe that they can control the process and
curtail the benefits going to corporations and banks by increasing
the spending for welfare for the poor. But this never happens.
Powerful financial special interests control the government spend-
ing process and throw only crumbs to the poor. The fallacy with
this approach is that the advocates fail to see the harm done to the
poor, with cost of living increases and job losses that are a natural
consequence of monetary debasement. Therefore, even more lib-
eral control over the spending process can never compensate for
the great harm done to the economy and the poor by the Federal
Reserve’s effort to manage an unmanageable fiat monetary sys-
tem.

Economic intervention, financed by inflation, is high-stakes
government. It provides the incentive for the big money to
“invest” in gaining government control. The big money comes
from those who have it—corporations and banking interests.
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That’s why literally billions of dollars are spent on elections and
lobbying. The only way to restore equity is to change the primary
function of government from economic planning and militarism to
protecting liberty. Without money, the poor and middle class are
disenfranchised since access for the most part requires money.
Obviously, this is not a partisan issue since both major parties are
controlled by wealthy special interests. Only the rhetoric is differ-
ent.

Our current economic problems are directly related to the mon-
etary excesses of three decades and the more recent efforts by the
Federal Reserve to thwart the correction that the market is forcing
upon us. Since 1998, there has been a sustained attack on corporate
profits. Before that, profits and earnings were inflated and ficti-
tious, with WorldCom and Enron being prime examples. In spite
of the 13 rate cuts since 2001, economic growth has not been
restored.

Paper money encourages speculation, excessive debt, and mis-
directed investments. The market, however, always moves in the
direction of eliminating bad investments, liquidating debt, and
reducing speculative excesses. What we have seen, especially since
the stock market peak of early 2000, is a knock-down, drag-out bat-
tle between the Fed’s effort to avoid a recession, limit the recession,
and stimulate growth with its only tool, money creation, while the
market demands the elimination of bad investments and excess
debt. The Fed was also motivated to save the stock market from
collapsing, which in some ways they have been able to do. The
market, in contrast, will insist on liquidation of unsustainable debt,
removal of investment mistakes made over several decades, and a
dramatic revaluation of the stock market. In this go-around, the
Fed has pulled out all the stops and is more determined than ever,
yet the market is saying that new and healthy growth cannot occur
until a major cleansing of the system occurs. Does anyone think
that tariffs and interest rates of 1 percent will encourage the
rebuilding of our steel and textile industries anytime soon? Obvi-
ously, something more is needed.

The world central bankers are concerned with the lack of
response to low interest rates and they have joined in a concerted
effort to rescue the world economy through a policy of protecting
the dollar’s role in the world economy, denying that inflation
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exists, and justifying unlimited expansion of the dollar money
supply. To maintain confidence in the dollar, gold prices must be
held in check. In the 1960s our government didn’t want a vote of
no confidence in the dollar, and for a couple of decades, the price
of gold was artificially held at $35 per ounce. That, of course, did
not last.

In recent years, there has been a coordinated effort by the world
central bankers to keep the gold price in check by dumping part of
their large horde of gold into the market. This has worked to a
degree, but just as it could not be sustained in the 1960s, until
Nixon declared the Bretton Woods agreement dead in 1971, this
effort will fail as well.

The market price of gold is important because it reflects the ulti-
mate confidence in the dollar. An artificially low price for gold
contributes to false confidence and when this is lost, more chaos
ensues as the market adjusts for the delay.

Monetary policy today is designed to demonetize gold and
guarantee for the first time that paper can serve as an adequate
substitute in the hands of wise central bankers. Trust, then, has to
be transferred from gold to the politicians and bureaucrats who
are in charge of our monetary system. This fails to recognize the
obvious reason that market participants throughout history have
always preferred to deal with real assets, real money, rather than
government paper. This contest between paper and honest money
is of much greater significance than many realize. We should
know the outcome of this struggle within the next decade.

Alan Greenspan, although once a strong advocate for the gold
standard, now believes he knows what the outcome of this battle
will be. Is it just wishful thinking on his part? In an answer to a ques-
tion I asked before the Financial Services Committee in February
2003, Chairman Greenspan made an effort to convince me that
paper money now works as well as gold:

I have been quite surprised, and I must say pleased, by
the fact that central banks have been able to effectively
simulate many of the characteristics of the gold standard
by constraining the degree of finance in a manner which
effectively brought down the general price levels.
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Earlier, in December 2002, Mr. Greenspan spoke before the Eco-
nomic Club of New York and addressed the same subject:

The record of the past 20 years appears to underscore
the observation that, although pressures for excess
issuance of fiat money are chronic, a prudent monetary
policy maintained over a protracted period of time can
contain the forces of inflation.

There are several problems with this optimistic assessment. First,
efficient central bankers will never replace the invisible hand of a
commodity monetary standard. Second, using government price
indices to measure the success of a managed fiat currency should
not be reassuring. These indices can be arbitrarily altered to imply
a successful monetary policy. Also, price increases of consumer
goods are not a litmus test for measuring the harm done by the
money managers at the Fed. The development of overcapacity,
excessive debt, and speculation still occur, even when prices hap-
pen to remain reasonably stable due to increases in productivity
and technology. Chairman Greenspan makes his argument
because he hopes he’s right that sound money is no longer neces-
sary, and also because it's an excuse to keep the inflation of the
money supply going for as long as possible, hoping a miracle will
restore sound growth to the economy. But that’s only a dream.
We are now faced with an economy that is far from robust and
may get a lot worse before rebounding. If not now, the time will
soon come when the conventional wisdom of the last 90 years, since
the Fed was created, will have to be challenged. If the conditions
have changed and the routine of fiscal and monetary stimulation
don’t work, we better prepare ourselves for the aftermath of a
failed dollar system, which will not be limited to the United States.
An interesting headline appeared in the New York Times on July
31, 2003, “Commodity Costs Soar, But Factories Don’t Bustle.”
What is observed here is a sea change in attitude by investors shift-
ing their investment funds and speculation into things of real
value and out of financial areas, such as stocks and bonds. This
shift shows that in spite of the most aggressive Fed policy in his-
tory in the past three years, the economy remains sluggish and
interest rates are actually rising. What can the Fed do? If this trend
continues, there’s little they can do. Not only do I believe this trend
will continue, I believe it’s likely to accelerate. This policy plays
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havoc with our economy; reduces revenues, prompts increases in
federal spending, increases in deficits and debt occur, and interest
costs rise, compounding our budgetary woes.

The set of circumstances we face today are unique and quite
different from all the other recessions the Federal Reserve has had
to deal with. Generally, interest rates are raised to slow the econ-
omy and dampen price inflation. At the bottom of the cycle inter-
est rates are lowered to stimulate the economy. But this time
around, the recession came in spite of huge and significant interest
rate reductions by the Fed. This aggressive policy did not prevent
the recession as was hoped; so far it has not produced the desired
recovery. Now we're at the bottom of the cycle and interest rates
not only can’t be lowered, they are rising. This is a unique and
dangerous combination of events. This set of circumstances can
only occur with fiat money and indicates that further manipula-
tion of the money supply and interest rates by the Fed will have lit-
tle if any effect.

The odds aren’t very good that the Fed will adopt a policy of
not inflating the money supply because of some very painful con-
sequences that would result. Also there would be a need to remove
the pressure on the Fed to accommodate the big spenders in Con-
gress. Since there are essentially only two groups that have any
influence on spending levels, big-government liberals and big-
government conservatives, that’s not about to happen. Poverty is
going to worsen due to our monetary and fiscal policies, so spend-
ing on the war on poverty will accelerate. Our obsession with
policing the world, nation building, and preemptive war are not
likely to soon go away, since both Republican and Democratic
leaders endorse them. Instead, the cost of defending the American
empire is going to accelerate. A country that is getting poorer can-
not pay these bills with higher taxation nor can they find enough
excess funds for the people to loan to the government. The only
recourse is for the Federal Reserve to accommodate and monetize
the federal debt, and that, of course, is inflation.

It's now admitted that the deficit is out of control, with next
year’s deficit reaching over one-half trillion dollars, not counting
the billions borrowed from “trust funds” like Social Security. I'm
sticking to my prediction that within a few years the national debt
will increase over $1 trillion in one fiscal year. So far, so good, no
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big market reactions, the dollar is holding its own and the admin-
istration and congressional leaders are not alarmed. But they
ought to be.

I agree, it would be politically tough to bite the bullet and deal
with our extravagance, both fiscal and monetary, but the reper-
cussions here at home from a loss of confidence in the dollar
throughout the world will not be a pretty sight to behold. I don’t
see any way we are going to avoid the crisis.

We do have some options to minimize the suffering. If we
decided to, we could permit some alternatives to the current sys-
tem of money and banking we have today.

Already, we took a big step in this direction. Gold was illegal to
own between 1933 and 1976. Today millions of Americans do own
some gold.

Gold contracts are legal, but a settlement of any dispute is
always in Federal Reserve notes. This makes gold contracts of lim-
ited value.

For gold to be an alternative to Federal Reserve notes, taxes on
any transactions in gold must be removed, both sales and capital
gains.

Holding gold should be permitted in any pension fund, just as
dollars are permitted in a checking account of these funds.

Repeal of all legal tender laws is a must. Sound money never
requires the force of legal tender laws. Only paper money requires
such laws.

These proposals, even if put in place tomorrow, would not
solve all the problems we face. It would though, legalize freedom
of choice in money, and many who worry about having their sav-
ings wiped out by a depreciating dollar would at least have
another option. This option would ease some of the difficulties that
are surely to come from runaway deficits in a weakening economy
with skyrocketing inflation.

Curbing the scope of government and limiting its size to that pre-
scribed in the Constitution is the goal that we should seek. But polit-
ical reality makes this option available to us only after a national
bankruptcy has occurred. We need not face that catastrophe.
What we need to do is to strictly limit the power of government
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to meddle in our economy and our personal affairs, and stay out
of the internal affairs of other nations.

Conclusion

It’s no coincidence that during the period following the estab-
lishment of the Federal Reserve and the elimination of the gold
standard, a huge growth in the size of the federal government and
its debt occurred. Believers in big government, whether on the left
or right, vociferously reject the constraints on government growth
that gold demands. Liberty is virtually impossible to protect when
the people allow their government to print money at will.
Inevitably, the left will demand more economic interventionism,
the right more militarism and empire building. Both sides, either
inadvertently or deliberately, will foster corporatism. Those whose
greatest interest is in liberty and self-reliance are lost in the shuf-
fle. Though left and right have different goals and serve different
special-interest groups, they are only too willing to compromise
and support each other’s programs.

If unchecked, the economic and political chaos that comes from
currency destruction inevitably leads to tyranny —a consequence
of which the Founders were well aware. For 90 years we have
lived with a central bank, with the last 32 years absent of any
restraint on money creation. The longer the process lasts, the faster
the printing presses have to run in an effort to maintain stability.
They are currently running at record rate. It was predictable and is
understandable that our national debt is now expanding at a
record rate.

The panicky effort of the Fed to stimulate economic growth
does produce what it considers favorable economic reports,
recently citing second quarter growth this year at 3.1 percent. But
in the footnotes, we find that military spending—almost all of
which is overseas—was up an astounding 46 percent. This, of
course, represents deficit spending financed by the Federal
Reserve’s printing press. In the same quarter, after-tax corporate
profits fell 3.4 percent. This is hardly a reassuring report on the
health of our economy and merely reflects the bankruptcy of cur-
rent economic policy.

Real economic growth won’t return until confidence in the
entire system is restored. And that is impossible as long as it
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depends on the politicians not spending too much money and the
Federal Reserve limiting its propensity to inflate our way to pros-
perity. Only sound money and limited government can do that. m

Reject Taxpayer Bank Bailouts

Congressional Record — U.S. House of Representatives
May 4, 2005

Mr. Speaker, H.R. 1185, the Federal Deposit Insurance Reform
Act, expands the federal government’s unconstitutional control
over the financial services industry and raises taxes on all financial
institutions. Furthermore, this legislation increases the possibility
of future bank failures. Therefore, I must oppose this bill.

I primarily object to the provisions in H.R. 1185 which may
increase the premiums assessed on participating financial institu-
tions. These “premiums,” which are actually taxes, are the primary
source of funds for the Deposit Insurance Fund. This fund is used
to bail out banks that experience difficulties meeting commitments
to their depositors. Thus, the deposit insurance system transfers
liability for poor management decisions from those who made the
decisions to their competitors. This system punishes those finan-
cial institutions that follow sound practices, as they are forced to
absorb the losses of their competitors. This also compounds the
moral hazard problem created whenever government socializes
business losses.

In the event of a severe banking crisis, Congress likely will
transfer funds from general revenues into the Deposit Insurance
Fund, which would make all taxpayers liable for the mistakes of a
few. Of course, such a bailout would require separate authoriza-
tion from Congress, but can anyone imagine Congress saying no to
banking lobbyists pleading for relief from the costs of bailing out
their weaker competitors?
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Government subsidies lead to government control, as regula-
tions are imposed on the recipients of the subsidies in order to
address the moral hazard problem. This certainly is the case in
banking, which is one of the most heavily regulated industries in
America. However, as George Kaufman (John Smith Professor of
Banking and Finance at Loyola University in Chicago and co-
chair of the Shadow Financial Regulatory Committee) pointed out
in a study for the CATO Institute, the FDIC’s history of poor man-
agement exacerbated the banking crisis of the eighties and
nineties. Professor Kaufman properly identifies a key reason for
the FDIC’s poor track record in protecting individual depositors:
regulators have incentives to downplay or even coverup prob-
lems in the financial system such as banking facilities. Banking
failures are black marks on the regulators” records. In addition,
regulators may be subject to political pressure to delay imposing
sanctions on failing institutions, thus increasing the magnitude of
the loss.

Immediately after a problem in the banking industry comes to
light, the media and Congress inevitably blame it on regulators
who were “asleep at the switch.” Yet most politicians continue to
believe that giving more power to the very regulators whose
incompetence (or worse) either caused or contributed to the prob-
lem somehow will prevent future crises!

The presence of deposit insurance and government regulations
removes incentives for individuals to act on their own to protect
their deposits or even inquire as to the health of their financial
institutions. After all, why should individuals be concerned when
the federal government is ensuring banks following sound prac-
tices and has insured their deposits?

Finally, I would remind my colleagues that the federal deposit
insurance program lacks constitutional authority. Congress’s only
mandate in the area of money and banking is to maintain the value
of the money. Unfortunately, Congress abdicated its responsibility
over monetary policy with the passage of the Federal Reserve Act
of 1913, which allows the federal government to erode the value of
the currency at the will of the central bank. Congress’s embrace of
fiat money is directly responsible for the instability in the banking
system that created the justification for deposit insurance. m
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The End of Dollar Hegemony

Congressional Record — U.S. House of Representatives
February 15, 2006

A hundred years ago it was called “dollar diplomacy.” After
World War 11, and especially after the fall of the Soviet Union in
1989, that policy evolved into “dollar hegemony.” But after all
these many years of great success, our dollar dominance is coming
to an end.

It has been said, rightly, that he who holds the gold makes the
rules. In earlier times it was readily accepted that fair and honest
trade required an exchange for something of real value.

First it was simply barter of goods. Then it was discovered that
gold held a universal attraction, and was a convenient substitute
for more cumbersome barter transactions. Not only did gold facil-
itate exchange of goods and services, it served as a store of value
for those who wanted to save for a rainy day.

Though money developed naturally in the marketplace, as gov-
ernments grew in power they assumed monopoly control over
money. Sometimes governments succeeded in guaranteeing the
quality and purity of gold, but in time governments learned to out-
spend their revenues. New or higher taxes always incurred the dis-
approval of the people, so it wasn’t long before Kings and Caesars
learned how to inflate their currencies by reducing the amount of
gold in each coin—always hoping their subjects would not dis-
cover the fraud. But the people always did, and they strenuously
objected.

This helped pressure leaders to seek more gold by conquering
other nations. The people became accustomed to living beyond
their means, and enjoyed the circuses and bread. Financing extrav-
agances by conquering foreign lands seemed a logical alternative
to working harder and producing more. Besides, conquering
nations not only brought home gold, they brought home slaves as
well. Taxing the people in conquered territories also provided an
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incentive to build empires. This system of government worked
well for a while, but the moral decline of the people led to an
unwillingness to produce for themselves. There was a limit to the
number of countries that could be sacked for their wealth, and this
always brought empires to an end. When gold no longer could be
obtained, their military might crumbled. In those days those who
held the gold truly wrote the rules and lived well.

That general rule has held fast throughout the ages. When gold
was used, and the rules protected honest commerce, productive
nations thrived. Whenever wealthy nations —those with powerful
armies and gold —strived only for empire and easy fortunes to
support welfare at home, those nations failed.

Today the principles are the same, but the process is quite dif-
ferent. Gold no longer is the currency of the realm; paper is. The
truth now is: “He who prints the money makes the rules” —at least
for the time being. Although gold is not used, the goals are the
same: compel foreign countries to produce and subsidize the coun-
try with military superiority and control over the monetary print-
ing presses.

Since printing paper money is nothing short of counterfeiting,
the issuer of the international currency must always be the country
with the military might to guarantee control over the system. This
magnificent scheme seems the perfect system for obtaining perpet-
ual wealth for the country that issues the de facto world currency.
The one problem, however, is that such a system destroys the char-
acter of the counterfeiting nation’s people—just as was the case
when gold was the currency and it was obtained by conquering
other nations. And this destroys the incentive to save and pro-
duce, while encouraging debt and runaway welfare.

The pressure at home to inflate the currency comes from the
corporate welfare recipients, as well as those who demand hand-
outs as compensation for their needs and perceived injuries by
others. In both cases personal responsibility for one’s actions is
rejected.

When paper money is rejected, or when gold runs out, wealth
and political stability are lost. The country then must go from liv-
ing beyond its means to living beneath its means, until the eco-
nomic and political systems adjust to the new rules—rules no
longer written by those who ran the now defunct printing press.
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“Dollar Diplomacy,” a policy instituted by William Howard
Taft and his Secretary of State Philander C. Knox, was designed to
enhance U.S. commercial investments in Latin America and the
Far East. McKinley concocted a war against Spain in 1898, and
(Teddy) Roosevelt’s corollary to the Monroe Doctrine preceded
Taft’s aggressive approach to using the U.S. dollar and diplomatic
influence to secure U.S. investments abroad. This earned the pop-
ular title of “Dollar Diplomacy.” The significance of Roosevelt’s
change was that our intervention now could be justified by the
mere “appearance” that a country of interest to us was politically
or fiscally vulnerable to European control. Not only did we claim
a right, but even an official U.S. government “obligation” to pro-
tect our commercial interests from Europeans.

This new policy came on the heels of the “gunboat” diplomacy
of the late 19th century, and it meant we could buy influence
before resorting to the threat of force. By the time the “dollar
diplomacy” of William Howard Taft was clearly articulated, the
seeds of American empire were planted. And they were destined
to grow in the fertile political soil of a country that lost its love and
respect for the republic bequeathed to us by the authors of the
Constitution. And indeed they did. It wasn’t too long before dol-
lar “diplomacy” became dollar “hegemony” in the second half of
the 20th century.

This transition only could have occurred with a dramatic
change in monetary policy and the nature of the dollar itself.

Congress created the Federal Reserve System in 1913. Between
then and 1971 the principle of sound money was systematically
undermined. Between 1913 and 1971, the Federal Reserve found it
much easier to expand the money supply at will for financing war
or manipulating the economy with little resistance from Con-
gress —while benefiting the special interests that influence govern-
ment.

Dollar dominance got a huge boost after World War II. We
were spared the destruction that so many other nations suffered,
and our coffers were filled with the world’s gold. But the world
chose not to return to the discipline of the gold standard, and the
politicians applauded. Printing money to pay the bills was a lot
more popular than taxing or restraining unnecessary spending. In
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spite of the short-term benefits, imbalances were institutionalized
for decades to come.

The 1944 Bretton Woods agreement solidified the dollar as the
preeminent world reserve currency, replacing the British pound.
Due to our political and military muscle, and because we had a
huge amount of physical gold, the world readily accepted our dol-
lar (defined as 1/35th of an ounce of gold) as the world’s reserve
currency. The dollar was said to be “as good as gold,” and con-
vertible to all foreign central banks at that rate. For American cit-
izens, however, it remained illegal to own. This was a gold-
exchange standard that from inception was doomed to fail.

The U.S. did exactly what many predicted she would do. She
printed more dollars for which there was no gold backing. But the
world was content to accept those dollars for more than 25 years
with little question —until the French and others in the late 1960s
demanded we fulfill our promise to pay one ounce of gold for each
$35 they delivered to the U.S. Treasury. This resulted in a huge
gold drain that brought an end to a very poorly devised pseudo-
gold standard.

It all ended on August 15, 1971, when Nixon closed the gold
window and refused to pay out any of our remaining 280 million
ounces of gold. In essence, we declared our insolvency and every-
one recognized some other monetary system had to be devised in
order to bring stability to the markets.

Amazingly, a new system was devised which allowed the U.S.
to operate the printing presses for the world reserve currency with
no restraints placed on it—not even a pretense of gold convertibil-
ity, none whatsoever! Though the new policy was even more
deeply flawed, it nevertheless opened the door for dollar hege-
mony to spread.

Realizing the world was embarking on something new and
mind boggling, elite money managers, with especially strong sup-
port from U.S. authorities, struck an agreement with OPEC to
price oil in U.S. dollars exclusively for all worldwide transactions.
This gave the dollar a special place among world currencies and in
essence “backed” the dollar with oil. In return, the U.S. promised
to protect the various oil-rich kingdoms in the Persian Gulf against
threat of invasion or domestic coup. This arrangement helped
ignite the radical Islamic movement among those who resented
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our influence in the region. The arrangement gave the dollar arti-
ficial strength, with tremendous financial benefits for the United
States. It allowed us to export our monetary inflation by buying
oil and other goods at a great discount as dollar influence flour-
ished.

This post-Bretton Woods system was much more fragile than
the system that existed between 1945 and 1971. Though the dol-
lar/oil arrangement was helpful, it was not nearly as stable as the
pseudo-gold standard under Bretton Woods. It certainly was less
stable than the gold standard of the late 19th century.

During the 1970s the dollar nearly collapsed, as oil prices
surged and gold skyrocketed to $800 an ounce. By 1979 interest
rates of 21 percent were required to rescue the system. The pres-
sure on the dollar in the 1970s, in spite of the benefits accrued to it,
reflected reckless budget deficits and monetary inflation during
the 1960s. The markets were not fooled by LBJ’s claim that we
could afford both “guns and butter.”

Once again the dollar was rescued, and this ushered in the age
of true dollar hegemony lasting from the early 1980s to the pres-
ent. With tremendous cooperation coming from the central banks
and international commercial banks, the dollar was accepted as if
it were gold.

Fed Chair Alan Greenspan, on several occasions before the
House Banking Committee, answered my challenges to him about
his previously held favorable views on gold by claiming that he
and other central bankers had gotten paper money —i.e., the dollar
system—to respond as if it were gold. Each time I strongly dis-
agreed, and pointed out that if they had achieved such a feat they
would have defied centuries of economic history regarding the
need for money to be something of real value. He smugly and con-
fidently concurred with this.

In recent years central banks and various financial institutions,
all with vested interests in maintaining a workable fiat dollar
standard, were not secretive about selling and loaning large
amounts of gold to the market even while decreasing gold prices
raised serious questions about the wisdom of such a policy. They
never admitted to gold price fixing, but the evidence is abundant
that they believed if the gold price fell it would convey a sense of
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confidence to the market, confidence that they indeed had
achieved amazing success in turning paper into gold.

Increasing gold prices historically are viewed as an indicator of
distrust in paper currency. This recent effort was not a whole lot
different than the U.S. Treasury selling gold at $35 an ounce in the
1960s, in an attempt to convince the world the dollar was sound
and as good as gold. Even during the Depression, one of Roo-
sevelt’s first acts was to remove free-market gold pricing as an
indication of a flawed monetary system by making it illegal for
American citizens to own gold. Economic law eventually limited
that effort, as it did in the early 1970s when our Treasury and the
IMF tried to fix the price of gold by dumping tons into the market
to dampen the enthusiasm of those seeking a safe haven for a
falling dollar after gold ownership was relegalized.

Once again the effort between 1980 and 2000 to fool the market
as to the true value of the dollar proved unsuccessful. In the past
five years the dollar has been devalued in terms of gold by more
than 50 percent. You just can’t fool all the people all the time, even
with the power of the mighty printing press and money creating
system of the Federal Reserve.

Even with all the shortcomings of the fiat monetary system,
dollar influence thrived. The results seemed beneficial, but gross
distortions built into the system remained. And true to form,
Washington politicians are only too anxious to solve the problems
cropping up with window dressing, while failing to understand
and deal with the underlying flawed policy. Protectionism, fixing
exchange rates, punitive tariffs, politically motivated sanctions,
corporate subsidies, international trade management, price con-
trols, interest rate and wage controls, supernationalist sentiments,
threats of force, and even war are resorted to—all to solve the
problems artificially created by deeply flawed monetary and eco-
nomic systems.

In the short run, the issuer of a fiat reserve currency can accrue
great economic benefits. In the long run, it poses a threat to the
country issuing the world currency. In this case that’s the United
States. As long as foreign countries take our dollars in return for
real goods, we come out ahead. This is a benefit many in Congress
fail to recognize, as they bash China for maintaining a positive
trade balance with us. But this leads to a loss of manufacturing jobs
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to overseas markets, as we become more dependent on others and
less self-sufficient. Foreign countries accumulate our dollars due
to their high savings rates, and graciously loan them back to us at
low interest rates to finance our excessive consumption.

It sounds like a great deal for everyone, except the time will
come when our dollars—due to their depreciation—will be
received less enthusiastically or even be rejected by foreign coun-
tries. That could create a whole new ball game and force us to pay
a price for living beyond our means and our production. The shift
in sentiment regarding the dollar has already started, but the
worst is yet to come.

The agreement with OPEC in the 1970s to price oil in dollars
has provided tremendous artificial strength to the dollar as the
preeminent reserve currency. This has created a universal
demand for the dollar, and soaks up the huge number of new dol-
lars generated each year. Last year alone M3 increased over $700
billion.

The artificial demand for our dollar, along with our military
might, places us in the unique position to “rule” the world with-
out productive work or savings, and without limits on consumer
spending or deficits. The problem is, it can’t last.

Price inflation is raising its ugly head, and the NASDAQ bub-
ble—generated by easy money—has burst. The housing bubble
likewise created is deflating. Gold prices have doubled, and fed-
eral spending is out of sight with zero political will to rein it in. The
trade deficit last year was over $728 billion. A $2 trillion war is rag-
ing, and plans are being laid to expand the war into Iran and pos-
sibly Syria. The only restraining force will be the world’s rejection
of the dollar. It's bound to come and create conditions worse than
1979-1980, which required 21 percent interest rates to correct. But
everything possible will be done to protect the dollar in the mean-
time. We have a shared interest with those who hold our dollars
to keep the whole charade going.

Greenspan, in his first speech after leaving the Fed, said that
gold prices were up because of concern about terrorism, and not
because of monetary concerns or because he created too many
dollars during his tenure. Gold has to be discredited and the dol-
lar propped up. Even when the dollar comes under serious attack
by market forces, the central banks and the IMF surely will do
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everything conceivable to soak up the dollars in hope of restoring
stability. Eventually they will fail.

Most importantly, the dollar/oil relationship has to be main-
tained to keep the dollar as a preeminent currency. Any attack on
this relationship will be forcefully challenged —as it already has
been.

In November 2000 Saddam Hussein demanded Euros for his
oil. His arrogance was a threat to the dollar; his lack of any mili-
tary might was never a threat. At the first cabinet meeting with
the new administration in 2001, as reported by Treasury Secretary
Paul O’Neill, the major topic was how we would get rid of Saddam
Hussein —though there was no evidence whatsoever he posed a
threat to us. This deep concern for Saddam Hussein surprised and
shocked O’Neill.

It now is common knowledge that the immediate reaction of
the administration after 9/11 revolved around how they could
connect Saddam Hussein to the attacks, to justify an invasion and
overthrow of his government. Even with no evidence of any con-
nection to 9/11, or evidence of weapons of mass destruction, pub-
lic and congressional support was generated through distortions
and flat out misrepresentation of the facts to justify overthrowing
Saddam Hussein.

There was no public talk of removing Saddam Hussein because
of his attack on the integrity of the dollar as a reserve currency by
selling oil in Euros. Many believe this was the real reason for our
obsession with Iraq. I doubt it was the only reason, but it may well
have played a significant role in our motivation to wage war.
Within a very short period after the military victory, all Iraqi oil
sales were carried out in dollars. The Euro was abandoned.

In 2001, Venezuela’s ambassador to Russia spoke of Venezuela
switching to the Euro for all their oil sales. Within a year there was
a coup attempt against Chavez, reportedly with assistance from
our CIA.

After these attempts to nudge the Euro toward replacing the
dollar as the world’s reserve currency were met with resistance,
the sharp fall of the dollar against the Euro was reversed. These
events may well have played a significant role in maintaining dol-
lar dominance.
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It's become clear the U.S. administration was sympathetic to
those who plotted the overthrow of Chavez, and was embarrassed
by its failure. The fact that Chavez was democratically elected had
little influence on which side we supported.

Now, a new attempt is being made against the petrodollar sys-
tem. Iran, another member of the “axis of evil,” has announced
her plans to initiate an oil bourse in March of this year. Guess
what, the oil sales will be priced in Euros, not dollars.

Most Americans forget how our policies have systematically
and needlessly antagonized the Iranians over the years. In 1953
the CIA helped overthrow a democratically elected president,
Mohammed Mossadegh, and install the authoritarian Shah, who
was friendly to the U.S. The Iranians were still fuming over this
when the hostages were seized in 1979. Our alliance with Saddam
Hussein in his invasion of Iran in the early 1980s did not help mat-
ters, and obviously did not do much for our relationship with Sad-
dam Hussein. The administration announcement in 2001 that Iran
was part of the axis of evil didn't do much to improve the diplo-
matic relationship between our two countries. Recent threats over
nuclear power, while ignoring the fact that they are surrounded by
countries with nuclear weapons, doesn’t seem to register with
those who continue to provoke Iran. With what most Muslims
perceive as our war against Islam, and this recent history, there’s
little wonder why Iran might choose to harm America by under-
mining the dollar. Iran, like Iraq, has zero capability to attack us.
But that didn’t stop us from turning Saddam Hussein into a mod-
ern day Hitler ready to take over the world. Now Iran, especially
since she’s made plans for pricing oil in Euros, has been on the
receiving end of a propaganda war not unlike that waged against
Iraq before our invasion.

It’s not likely that maintaining dollar supremacy was the only
motivating factor for the war against Iraq, nor for agitating against
Iran. Though the real reasons for going to war are complex, we
now know the reasons given before the war started, like the pres-
ence of weapons of mass destruction and Saddam Hussein’s con-
nection to 9/11, were false. The dollar’s importance is obvious,
but this does not diminish the influence of the distinct plans laid
out years ago by the neoconservatives to remake the Middle East.
Israel’s influence, as well as that of the Christian Zionists, likewise
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played a role in prosecuting this war. Protecting “our” oil sup-
plies has influenced our Middle East policy for decades.

But the truth is that paying the bills for this aggressive inter-
vention is impossible the old fashioned way, with more taxes,
more savings, and more production by the American people.
Much of the expense of the Persian Gulf War in 1991 was shoul-
dered by many of our willing allies. That's not so today. Now,
more than ever, the dollar hegemony —its dominance as the world
reserve currency —is required to finance our huge war expendi-
tures. This $2 trillion never-ending war must be paid for, one way
or another. Dollar hegemony provides the vehicle to do just that.

For the most part the true victims aren’t aware of how they pay
the bills. The license to create money out of thin air allows the bills
to be paid through price inflation. American citizens, as well as
average citizens of Japan, China, and other countries suffer from
price inflation, which represents the “tax” that pays the bills for
our military adventures. That is until the fraud is discovered, and
the foreign producers decide not to take dollars nor hold them
very long in payment for their goods. Everything possible is done
to prevent the fraud of the monetary system from being exposed
to the masses who suffer from it. If oil markets replace dollars with
Euros, it would in time curtail our ability to continue to print,
without restraint, the world’s reserve currency.

It is an unbelievable benefit to us to import valuable goods and
export depreciating dollars. The exporting countries have become
addicted to our purchases for their economic growth. This
dependency makes them allies in continuing the fraud, and their
participation keeps the dollar’s value artificially high. If this sys-
tem were workable long-term, American citizens would never
have to work again. We too could enjoy “bread and circuses” just
as the Romans did, but their gold finally ran out and the inability
of Rome to continue to plunder conquered nations brought an end
to her empire.

The same thing will happen to us if we don’t change our ways.
Though we don’t occupy foreign countries to directly plunder, we
nevertheless have spread our troops across 130 nations of the world.
Our intense effort to spread our power in the oil-rich Middle East is
not a coincidence. But unlike the old days, we don’t declare direct
ownership of the natural resources —we just insist that we can buy
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what we want and pay for it with our paper money. Any country
that challenges our authority does so at great risk.

Once again Congress has bought into the war propaganda
against Iran, just as it did against Iraq. Arguments are now made
for attacking Iran economically, and militarily if necessary. These
arguments are all based on the same false reasons given for the ill-
fated and costly occupation of Iraq.

Our whole economic system depends on continuing the current
monetary arrangement, which means recycling the dollar is cru-
cial. Currently, we borrow over $700 billion every year from our
gracious benefactors, who work hard and take our paper for their
goods. Then we borrow all the money we need to secure the
empire (DOD budget $450 billion) plus more. The military might
we enjoy becomes the “backing” of our currency. There are no
other countries that can challenge our military superiority, and
therefore they have little choice but to accept the dollars we
declare are today’s “gold.” This is why countries that challenge
the system —like Iraq, Iran, and Venezuela—become targets of our
plans for regime change.

Ironically, dollar superiority depends on our strong military,
and our strong military depends on the dollar. As long as foreign
recipients take our dollars for real goods and are willing to finance
our extravagant consumption and militarism, the status quo will
continue regardless of how huge our foreign debt and current
account deficit become.

But real threats come from our political adversaries who are
incapable of confronting us militarily, yet are not bashful about
confronting us economically. That’s why we see the new chal-
lenge from Iran being taken so seriously. The urgent arguments
about Iran posing a military threat to the security of the United
States are no more plausible than the false charges levied against
Iraq. Yet there is no effort to resist this march to confrontation by
those who grandstand for political reasons against the Iraq war.

It seems that the people and Congress are easily persuaded by
the jingoism of the preemptive war promoters. It's only after the
cost in human life and dollars are tallied up that the people object
to unwise militarism.

The strange thing is that the failure in Iraq is now apparent to a
large majority of American people, yet they and Congress are
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acquiescing to the call for a needless and dangerous confrontation
with Iran.

But then again, our failure to find Osama bin Laden and
destroy his network did not dissuade us from taking on the Iraqis
in a war totally unrelated to 9/11.

Concern for pricing oil only in dollars helps explain our will-
ingness to drop everything and teach Saddam Hussein a lesson for
his defiance in demanding Euros for oil.

And once again there’s this urgent call for sanctions and threats
of force against Iran at the precise time Iran is opening a new oil
exchange with all transactions in Euros.

Using force to compel people to accept money without real
value can only work in the short run. It ultimately leads to eco-
nomic dislocation, both domestic and international, and always
ends with a price to be paid.

The economic law that honest exchange demands only things
of real value as currency cannot be repealed. The chaos that one
day will ensue from our 35-year experiment with worldwide fiat
money will require a return to money of real value. We will know
that day is approaching when oil-producing countries demand
gold, or its equivalent, for their oil rather than dollars or Euros.
The sooner the better. m

What the Price of Gold is Telling Us

Congressional Record — U.S. House of Representatives
April 25, 2006

The financial press, and even the network news shows, have
begun reporting the price of gold regularly. For 20 years, between
1980 and 2000, the price of gold was rarely mentioned. There
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was little interest, and the price was either falling or remaining
steady.

Since 2001, however, interest in gold has soared along with its
price. With the price now over $600 an ounce, a lot more people
are becoming interested in gold as an investment and an economic
indicator. Much can be learned by understanding what the rising
dollar price of gold means.

The rise in gold prices from $250 per ounce in 2001 to over $600
today has drawn investors and speculators into the precious met-
als market. Though many already have made handsome profits,
buying gold per se should not be touted as a good investment.
After all, gold earns no interest and its quality never changes. It's
static, and does not grow as sound investments should.

It's more accurate to say that one might invest in a gold or sil-
ver mining company, where management, labor costs, and the
nature of new discoveries all play a vital role in determining the
quality of the investment and the profits made.

Buying gold and holding it is somewhat analogous to convert-
ing one’s savings into one hundred dollar bills and hiding them
under the mattress —yet not exactly the same. Both gold and dol-
lars are considered money, and holding money does not qualify as
an investment. There’s a big difference between the two however,
since by holding paper money one loses purchasing power. The
purchasing power of commodity money, e.g., gold, however, goes
up if the government devalues the circulating fiat currency.

Holding gold is protection or insurance against government’s
proclivity to debase its currency. The purchasing power of gold
goes up not because it’s a so-called good investment; it goes up in
value only because the paper currency goes down in value. In our
current situation, that means the dollar.

One of the characteristics of commodity money — one that orig-
inated naturally in the marketplace—is that it must serve as a
store of value. Gold and silver meet that test—paper does not.
Because of this profound difference, the incentive and wisdom of
holding emergency funds in the form of gold becomes attractive
when the official currency is being devalued. It's more attractive
than trying to save wealth in the form of a fiat currency, even
when earning some nominal interest. The lack of earned interest
on gold is not a problem once people realize the purchasing
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power of their currency is declining faster than the interest rates
they might earn. The purchasing power of gold can rise even faster
than increases in the cost of living.

The point is that most who buy gold do so to protect against a
depreciating currency rather than as an investment in the classical
sense. Americans understand this less than citizens of other coun-
tries; some nations have suffered from severe monetary inflation
that literally led to the destruction of their national currency.
Though our inflation—i.e., the depreciation of the U.S. dollar—has
been insidious, average Americans are unaware of how this
occurs. For instance, few Americans know nor seem concerned
that the 1913 pre-Federal Reserve dollar is now worth only four
cents. Officially, our central bankers and our politicians express
no fear that the course on which we are set is fraught with great
danger to our economy and our political system. The belief that
money created out of thin air can work economic miracles, if only
properly “managed,” is pervasive in D.C.

In many ways we shouldn’t be surprised about this trust in
such an unsound system. For at least four generations our gov-
ernment-run universities have systematically preached a mone-
tary doctrine justifying the so-called wisdom of paper money over
the “foolishness” of sound money. Not only that, paper money
has worked surprisingly well in the past 35 years—the years the
world has accepted pure paper money as currency. Alan
Greenspan bragged that central bankers in these several decades
have gained the knowledge necessary to make paper money
respond as if it were gold. This removes the problem of obtaining
gold to back currency, and hence frees politicians from the rigid
discipline a gold standard imposes.

Many central bankers in the last 15 years became so confident
they had achieved this milestone that they sold off large hoards of
their gold reserves. At other times they tried to prove that paper
works better than gold by artificially propping up the dollar by
suppressing market gold prices. This recent deception failed just
as it did in the 1960s, when our government tried to hold gold arti-
ficially low at $35 an ounce. But since they could not truly repeal
the economic laws regarding money, just as many central bankers
sold, others bought. It's fascinating that the European central
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banks sold gold while Asian central banks bought it over the last
several years.

Since gold has proven to be the real money of the ages, we see
once again a shift in wealth from the West to the East, just as we
saw a loss of our industrial base in the same direction. Though
Treasury officials deny any U.S. sales or loans of our official gold
holdings, no audits are permitted so no one can be certain.

The special nature of the dollar as the reserve currency of the
world has allowed this game to last longer than it would have oth-
erwise. But the fact that gold has gone from $252 per ounce to over
$600 means there is concern about the future of the dollar. The
higher the price for gold, the greater the concern for the dollar.
Instead of dwelling on the dollar price of gold, we should be talk-
ing about the depreciation of the dollar. In 1934 a dollar was worth
1/20th of an ounce of gold; $20 bought an ounce of gold. Today a
dollar is worth 1/600th of an ounce of gold, meaning it takes $600
to buy one ounce of gold.

The number of dollars created by the Federal Reserve, and
through the fractional reserve banking system, is crucial in deter-
mining how the market assesses the relationship of the dollar and
gold. Though there’s a strong correlation, it’s not instantaneous or
perfectly predictable. There are many variables to consider, but in
the long term the dollar price of gold represents past inflation of the
money supply. Equally important, it represents the anticipation of
how much new money will be created in the future. This introduces
the factor of trust and confidence in our monetary authorities and
our politicians. And these days the American people are casting a
vote of “no confidence” in this regard, and for good reasons.

The incentive for central bankers to create new money out of
thin air is twofold. One is to practice central economic planning
through the manipulation of interest rates. The second is to mone-
tize the escalating federal debt politicians create and thrive on.

Today no one in Washington believes for a minute that runaway
deficits are going to be curtailed. In March alone, the federal gov-
ernment created a historic $85 billion deficit. The current supple-
mental bill going through Congress has grown from $92 billion to
over $106 billion, and everyone knows it will not draw President
Bush’s first veto. Most knowledgeable people therefore assume
that inflation of the money supply is not only going to continue, but
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accelerate. This anticipation, plus the fact that many new dollars
have been created over the past 15 years that have not yet been
fully discounted, guarantees the further depreciation of the dollar
in terms of gold.

There’s no single measurement that reveals what the Fed has
done in the recent past or tells us exactly what it’s about to do in
the future. Forget about the lip service given to transparency by
new Fed Chairman Bernanke. Not only is this administration one
of the most secretive across the board in our history, the current
Fed firmly supports denying the most important measurement of
current monetary policy to Congress, the financial community,
and the American public. Because of a lack of interest and poor
understanding of monetary policy, Congress has expressed essen-
tially no concern about the significant change in reporting statistics
on the money supply.

Beginning in March, though planned before Bernanke arrived
at the Fed, the central bank discontinued compiling and reporting
the monetary aggregate known as M3. M3 is the best description
of how quickly the Fed is creating new money and credit. Com-
mon sense tells us that a government central bank creating new
money out of thin air depreciates the value of each dollar in circu-
lation. Yet this report is no longer available to us and Congress
makes no demands to receive it.

Though M3 is the most helpful statistic to track Fed activity, it
by no means tells us everything we need to know about trends in
monetary policy. Total bank credit, still available to us, gives us
indirect information reflecting the Fed’s inflationary policies. But
ultimately the markets will figure out exactly what the Fed is up
to, and then individuals, financial institutions, governments, and
other central bankers will act accordingly. The fact that our
money supply is rising significantly cannot be hidden from the
markets.

The response in time will drive the dollar down, while driving
interest rates and commodity prices up. Already we see this trend
developing, which surely will accelerate in the not too distant
future. Part of this reaction will be from those who seek a haven
to protect their wealth —not invest—by treating gold and silver as
universal and historic money. This means holding fewer dollars
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that are decreasing in value while holding gold as it increases in
value.

A soaring gold price is a vote of “no confidence” in the central
bank and the dollar. This certainly was the case in 1979 and 1980.
Today, gold prices reflect a growing restlessness with the increas-
ing money supply, our budgetary and trade deficits, our unfunded
liabilities, and the inability of Congress and the administration to
rein in runaway spending.

Denying us statistical information, manipulating interest rates,
and artificially trying to keep gold prices in check won’t help in the
long run. If the markets are fooled short term, it only means the
adjustments will be much more dramatic later on. And in the
meantime, other market imbalances develop.

The Fed tries to keep the consumer spending spree going, not
through hard work and savings, but by creating artificial wealth in
stock market bubbles and housing bubbles. When these distor-
tions run their course and are discovered, the corrections will be
quite painful.

Likewise, a fiat monetary system encourages speculation and
unsound borrowing. As problems develop, scapegoats are sought
and frequently found in foreign nations. This prompts many to
demand altering exchange rates and protectionist measures. The
sentiment for this type of solution is growing each day.

Though everyone decries inflation, trade imbalances, economic
downturns, and federal deficits, few attempt a closer study of our
monetary system and how these events are interrelated. Even if it
were recognized that a gold standard without monetary inflation
would be advantageous, few in Washington would accept the
political disadvantages of living with the discipline of gold —since
it serves as a check on government size and power. This is a sad
commentary on the politics of today. The best analogy to our affin-
ity for government spending, borrowing, and inflating is that of a
drug addict who knows if he doesn’t quit he’ll die; yet he can’t quit
because of the heavy price required to overcome the dependency.
The right choice is very difficult, but remaining addicted to drugs
guarantees the death of the patient, while our addiction to deficit
spending, debt, and inflation guarantees the collapse of our econ-
omy.
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Special interest groups, who vigorously compete for federal
dollars, want to perpetuate the system rather than admit to a dan-
gerous addiction. Those who champion welfare for the poor,
entitlements for the middle class, or war contracts for the military
industrial corporations, all agree on the so-called benefits
bestowed by the Fed’s power to counterfeit fiat money. Bankers,
who benefit from our fractional reserve system, likewise never
criticize the Fed, especially since it’s the lender of last resort that
bails out financial institutions when crises arise. And it’s true, spe-
cial interests and bankers do benefit from the Fed, and may well
get bailed out—just as we saw with the Long-Term Capital Man-
agement fund crisis a few years ago. In the past, companies like
Lockheed and Chrysler benefited as well. But what the Fed cannot
do is guarantee the market will maintain trust in the worthiness of
the dollar. Current policy guarantees that the integrity of the dol-
lar will be undermined. Exactly when this will occur, and the
extent of the resulting damage to the financial system, cannot be
known for sure—but it is coming. There are plenty of indications
already on the horizon.

Foreign policy plays a significant role in the economy and the
value of the dollar. A foreign policy of militarism and empire build-
ing cannot be supported through direct taxation. The American
people would never tolerate the taxes required to pay immediately
for overseas wars, under the discipline of a gold standard. Borrow-
ing and creating new money is much more politically palatable. It
hides and delays the real costs of war, and the people are lulled into
complacency —especially since the wars we fight are couched in
terms of patriotism, spreading the ideas of freedom, and stamping
out terrorism. Unnecessary wars and fiat currencies go hand-in-
hand, while a gold standard encourages a sensible foreign policy.

The cost of war is enormously detrimental; it significantly con-
tributes to the economic instability of the nation by boosting
spending, deficits, and inflation. Funds used for war are funds
that could have remained in the productive economy to raise the
standard of living of Americans now unemployed, underem-
ployed, or barely living on the margin.

Yet even these costs may be preferable to paying for war with
huge tax increases. This is because although fiat dollars are theo-
retically worthless, value is imbued by the trust placed in them by
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the world’s financial community. Subjective trust in a currency can
override objective knowledge about government policies, but only
for a limited time.

Economic strength and military power contribute to the trust in
a currency; in today’s world trust in the U.S. dollar is not earned
and therefore fragile. The history of the dollar, being as good as
gold up until 1971, is helpful in maintaining an artificially higher
value for the dollar than deserved.

Foreign policy contributes to the crisis when the spending to
maintain our worldwide military commitments becomes prohibi-
tive, and inflationary pressures accelerate. But the real crisis hits
when the world realizes the king has no clothes, in that the dollar
has no backing, and we face a military setback even greater than we
already are experiencing in Iraq. Our token friends may quickly
transform into vocal enemies once the attack on the dollar begins.

False trust placed in the dollar once was helpful to us, but panic
and rejection of the dollar will develop into a real financial crisis.
Then we will have no other option but to tighten our belts, go back
to work, stop borrowing, start saving, and rebuild our industrial
base, while adjusting to a lower standard of living for most Amer-
icans.

Counterfeiting the nation’s money is a serious offense. The
founders were especially adamant about avoiding the chaos, infla-
tion, and destruction associated with the Continental dollar. That's
why the Constitution is clear that only gold and silver should be
legal tender in the United States. In 1792 the Coinage Act author-
ized the death penalty for any private citizen who counterfeited
the currency. Too bad they weren’t explicit that counterfeiting by
government officials is just as detrimental to the economy and the
value of the dollar.

In wartime, many nations actually operated counterfeiting pro-
grams to undermine our dollar, but never to a disastrous level. The
enemy knew how harmful excessive creation of new money could
be to the dollar and our economy. But it seems we never learned
the dangers of creating new money out of thin air. We don’t need
an Arab nation or the Chinese to undermine our system with a
counterfeiting operation. We do it ourselves, with all the disad-
vantages that would occur if others did it to us. Today we hear
threats from some Arab, Muslim, and far Eastern countries about



Money and Banking: Gold versus Fiat 277

undermining the dollar system —not by dishonest counterfeiting,
but by initiating an alternative monetary system based on gold.
Wouldn’t that be ironic? Such an event theoretically could do
great harm to us. This day may well come, not so much as a direct
political attack on the dollar system but out of necessity to restore
confidence in money once again.

Historically, paper money never has lasted for long periods of
time, while gold has survived thousands of years of attacks by
political interests and big government. In time, the world once
again will restore trust in the monetary system by making some
currency as good as gold.

Gold, or any acceptable market commodity money, is required
to preserve liberty. Monopoly control by government of a system
that creates fiat money out of thin air guarantees the loss of liberty.
No matter how well-intended our militarism is portrayed, or how
happily the promises of wonderful programs for the poor are pro-
moted, inflating the money supply to pay these bills makes gov-
ernment bigger. Empires always fail, and expenses always exceed
projections. Harmful unintended consequences are the rule, not
the exception. Welfare for the poor is inefficient and wasteful. The
beneficiaries are rarely the poor themselves, but instead the politi-
cians, bureaucrats, or the wealthy. The same is true of all foreign
aid —it’s nothing more than a program that steals from the poor in
a rich country and gives to the rich leaders of a poor country.
Whether it's war or welfare payments, it always means higher
taxes, inflation, and debt. Whether it’s the extraction of wealth
from the productive economy, the distortion of the market by
interest rate manipulation, or spending for war and welfare, it
can’t happen without infringing upon personal liberty.

At home the war on poverty, terrorism, drugs, or foreign rulers
provides an opportunity for authoritarians to rise to power, indi-
viduals who think nothing of violating the people’s rights to pri-
vacy and freedom of speech. They believe their role is to protect
the secrecy of government, rather than protect the privacy of citi-
zens. Unfortunately, that is the atmosphere under which we live
today, with essentially no respect for the Bill of Rights.

Though great economic harm comes from a government
monopoly fiat monetary system, the loss of liberty associated with
it is equally troubling. Just as empires are self-limiting in terms of
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money and manpower, so too is a monetary system based on illu-
sion and fraud. When the end comes we will be given an oppor-
tunity to choose once again between honest money and liberty on
one hand; chaos, poverty, and authoritarianism on the other.

The economic harm done by a fiat monetary system is perva-
sive, dangerous, and unfair. Though runaway inflation is injurious
to almost everyone, it is more insidious for certain groups. Once
inflation is recognized as a tax, it becomes clear the tax is regres-
sive: penalizing the poor and middle class more than the rich and
politically privileged. Price inflation, a consequence of inflating
the money supply by the central bank, hits poor and marginal
workers first and foremost. It especially penalizes savers, retirees,
those on fixed incomes, and anyone who trusts government prom-
ises. Small businesses and individual enterprises suffer more than
the financial elite, who borrow large sums before the money loses
value. Those who are on the receiving end of government con-
tracts —especially in the military industrial complex during
wartime —receive undeserved benefits.

It's a mistake to blame high gasoline and oil prices on price
gouging. If we impose new taxes or fix prices, while ignoring
monetary inflation, corporate subsidies, and excessive regulations,
shortages will result. The market is the only way to determine the
best price for any commodity. The law of supply and demand
cannot be repealed. The real problems arise when government
planners give subsidies to energy companies and favor one form
of energy over another.

Energy prices are rising for many reasons: inflation; increased
demand from China and India; decreased supply resulting from
our invasion of Iraq; anticipated disruption of supply as we push
regime change in Iran; regulatory restrictions on gasoline produc-
tion; government interference in the free market development of
alternative fuels; and subsidies to big oil such as free leases and
grants for research and development.

Interestingly, the cost of oil and gas is actually much higher
than we pay at the retail level. Much of the DOD budget is spent
protecting “our” oil supplies, and if such spending is factored in
gasoline probably costs us more than $5 a gallon. The sad irony is
that this military effort to secure cheap oil supplies inevitably
backfires, and actually curtails supplies and boosts prices at the
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pump. The waste and fraud in issuing contracts to large corpora-
tions for work in Iraq only adds to price increases.

When problems arise under conditions that exist today, it's a
serious error to blame the little bit of the free market that still func-
tions. Last summer the market worked efficiently after Katrina—
gas hit $3 a gallon, but soon supplies increased, usage went down,
and the price returned to $2. In the 1980s, market forces took oil
from $40 per barrel to $10 per barrel, and no one cried for the oil
companies that went bankrupt. Today’s increases are for the rea-
sons mentioned above. It's natural for labor to seek its highest
wage, and businesses to strive for the greatest profit. That’s the
way the market works. When the free market is allowed to work,
it's the consumer who ultimately determines price and quality,
with labor and business accommodating consumer choices. Once
this process is distorted by government, prices rise excessively,
labor costs and profits are negatively affected, and problems
emerge. Instead of fixing the problem, politicians and dema-
gogues respond by demanding windfall profits taxes and price
controls, while never questioning how previous government inter-
ference caused the whole mess in the first place. Never let it be
said that higher oil prices and profits cause inflation; inflation of
the money supply causes higher prices!

Since keeping interest rates below market levels is synonymous
with new money creation by the Fed, the resulting business cycle,
higher cost of living, and job losses all can be laid at the doorstep
of the Fed. This burden hits the poor the most, making Fed taxa-
tion by inflation the worst of all regressive taxes. Statistics about
revenues generated by the income tax are grossly misleading; in
reality much harm is done by our welfare-warfare system suppos-
edly designed to help the poor and tax the rich. Only sound
money can rectify the blatant injustice of this destructive system.

The Founders understood this great danger, and voted over-
whelmingly to reject “emitting bills of credit,” the term they used
for paper or fiat money. It’s too bad the knowledge and advice of
our Founders, and their mandate in the Constitution, are ignored
today at our great peril. The current surge in gold prices —which
reflects our dollar’s devaluation—is warning us to pay closer
attention to our fiscal, monetary, entitlement, and foreign policy.
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Meaning of the Gold Price — Summation

A recent headline in the financial press announced that gold
prices surged over concern that confrontation with Iran will fur-
ther push oil prices higher. This may well reflect the current situ-
ation, but higher gold prices mainly reflect monetary expansion by
the Federal Reserve. Dwelling on current events and their effect
on gold prices reflects concern for symptoms rather than an under-
standing of the actual cause of these price increases. Without an
enormous increase in the money supply over the past 35 years and
a worldwide paper monetary system, this increase in the price of
gold would not have occurred.

Certainly geopolitical events in the Middle East under a gold
standard would not alter its price, though they could affect the
supply of oil and cause oil prices to rise. Only under conditions
created by excessive paper money would one expect all or most
prices to rise. This is a mere reflection of the devaluation of the
dollar.

Particular things to remember:

* If one endorses small government and maximum lib-
erty, one must support commodity money.

* One of the strongest restraints against unnecessary war
is a gold standard.

* Deficit financing by government is severely restricted
by sound money.

* The harmful effects of the business cycle are virtually
eliminated with an honest gold standard.

* Saving and thrift are encouraged by a gold standard;
and discouraged by paper money.

e Price inflation, with generally rising price levels, is
characteristic of paper money. Reports that the con-
sumer price index and the producer price index are ris-
ing are distractions: the real cause of inflation is the
Fed’s creation of new money.

* Interest rate manipulation by a central bank helps the
rich, the banks, the government, and the politicians.
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e Paper money permits the regressive inflation tax to be
passed off on the poor and the middle class.

* Speculative financial bubbles are characteristic of paper
money —not gold.

* Paper money encourages economic and political chaos,
which subsequently causes a search for scapegoats
rather than blaming the central bank.

* Dangerous protectionist measures frequently are
implemented to compensate for the dislocations caused
by fiat money.

e Paper money, inflation, and the conditions they create
contribute to the problems of illegal immigration.

e The value of gold is remarkably stable.
e The dollar price of gold reflects dollar depreciation.

* Holding gold helps preserve and store wealth, but tech-
nically gold is not a true investment.

* Since 2001 the dollar has been devalued by 60 percent.
* In 1934 FDR devalued the dollar by 41 percent.
* In 1971 Nixon devalued the dollar by 7.9 percent.

* In 1973 Nixon devalued the dollar by 10 percent.

These were momentous monetary events, and every knowl-
edgeable person worldwide paid close attention. Major changes
were endured in 1979 and 1980 to save the dollar from disintegra-
tion. This involved a severe recession, interest rates over 21 per-
cent, and general price inflation of 15 percent.

Today we face a 60 percent devaluation and counting, yet no
one seems to care. It's of greater significance than the last three
events mentioned above. And yet the one measurement that best
reflects the degree of inflation, the Fed and our government deny
us. Since March, M3 reporting has been discontinued. For starters,
I'd like to see Congress demand that this report be resumed. I
fully believe the American people and Congress are entitled to this
information. Will we one day complain about false intelligence, as
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we have with the Iraq war? Will we complain about not having
enough information to address monetary policy after it’s too late?

If ever there was a time to get a handle on what sound money
is and what it means, that time is today.

Inflation, as exposed by high gold prices, transfers wealth from
the middle class to the rich, as real wages decline while the salaries
of CEOs, movie stars, and athletes skyrocket —along with the prof-
its of the military industrial complex, the oil industry, and other
special interests.

A sharply rising gold price is a vote of “no confidence” in Con-
gress’s ability to control the budget, the Fed’s ability to control the
money supply, and the administration’s ability to bring stability to
the Middle East.

Ultimately, the gold price is a measurement of trust in the cur-
rency and the politicians who run the country. It's been that way
for a long time, and is not about to change.

If we care about the financial system, the tax system, and the
monumental debt we’'re accumulating, we must start talking about
the benefits and discipline that come only with a commodity stan-
dard of money—money the government and central banks
absolutely cannot create out of thin air.

Economic law dictates reform at some point. But should we
wait until the dollar is 1/1,000 of an ounce of gold or 1/2,000 of an
ounce of gold? The longer we wait, the more people suffer and the
more difficult reforms become. Runaway inflation inevitably
leads to political chaos, something numerous countries have suf-
fered throughout the 20th century. The worst example of course
was the German inflation of the 1920s that led to the rise of Hitler.
Even the communist takeover of China was associated with run-
away inflation brought on by Chinese Nationalists. The time for
action is now, and it is up to the American people and the U.S.
Congress to demand it. m
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Monetary Policy and the State
of the Economy

House Financial Services Committee
Congressional Record — U.S. House of Representatives
February 15, 2007

Transparency in monetary policy is a goal we should all sup-
port. I've often wondered why Congress so willingly has given up
its prerogative over monetary policy. Astonishingly, Congress in
essence has ceded total control over the value of our money to a
secretive central bank.

Congress created the Federal Reserve, yet it had no constitu-
tional authority to do so. We forget that those powers not explic-
itly granted to Congress by the Constitution are inherently denied
to Congress—and thus the authority to establish a central bank
never was given. Of course Jefferson and Hamilton had that
debate early on, a debate seemingly settled in 1913.

But transparency and oversight are something else, and they’re
worth considering. Congress, although not by law, essentially has
given up all its oversight responsibility over the Federal Reserve.
There are no true audits, and Congress knows nothing of the con-
versations, plans, and actions taken in concert with other central
banks. We get less and less information regarding the money sup-
ply each year, especially now that M3 is no longer reported.

The role the Fed plays in the President’s secretive Working
Group on Financial Markets goes unnoticed by members of Con-
gress. The Federal Reserve shows no willingness to inform Con-
gress voluntarily about how often the Working Group meets, what
actions it takes that affect the financial markets, or why it takes
those actions.

But these actions, directed by the Federal Reserve, alter the pur-
chasing power of our money. And that purchasing power is
always reduced. The dollar today is worth only 4 cents compared
to the dollar in 1913, when the Federal Reserve started. This has
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profound consequences for our economy and our political stabil-
ity. All paper currencies are vulnerable to collapse, and history is
replete with examples of great suffering caused by such collapses,
especially to a nation’s poor and middle class. This leads to polit-
ical turmoil.

Even before a currency collapse occurs, the damage done by a
fiat system is significant. Our monetary system insidiously trans-
fers wealth from the poor and middle class to the privileged rich.
Wages never keep up with the profits of Wall Street and the banks,
thus sowing the seeds of class discontent. When economic trouble
hits, free markets and free trade often are blamed, while the harm-
ful effects of a fiat monetary system are ignored. We deceive our-
selves that all is well with the economy, and ignore the funda-
mental flaws that are a source of growing discontent among those
who have not shared in the abundance of recent years.

Few understand that our consumption and apparent wealth is
dependent on a current account deficit of $800 billion per year.
This deficit shows that much of our prosperity is based on bor-
rowing rather than a true increase in production. Statistics show
year after year that our productive manufacturing jobs continue to
go overseas. This phenomenon is not seen as a consequence of the
international fiat monetary system, where the United States gov-
ernment benefits as the issuer of the world’s reserve currency.

Government officials consistently claim that inflation is in
check at barely 2 percent, but middle class Americans know that
their purchasing power —especially when it comes to housing,
energy, medical care, and school tuition—is shrinking much faster
than 2 percent each year.

Even if prices were held in check, in spite of our monetary infla-
tion, concentrating on CPI distracts from the real issue. We must
address the important consequences of Fed manipulation of inter-
est rates. When interests rates are artificially low, below market
rates, insidious malinvestment and excessive indebtedness
inevitably bring about the economic downturn that everyone
dreads.

We look at GDP numbers to reassure ourselves that all is well,
yet a growing number of Americans still do not enjoy the higher
standard of living that monetary inflation brings to the privileged
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few. Those few have access to the newly created money first,
before its value is diluted.

For example: Before the breakdown of the Bretton Woods sys-
tem, CEO income was about 30 times the average worker’s pay.
Today, it’s closer to 500 times. It's hard to explain this simply by
market forces and increases in productivity. One Wall Street firm
last year gave out bonuses totaling $16.5 billion. There’s little evi-
dence that this represents free market capitalism.

In 2006 dollars, the minimum wage was $9.50 before the 1971
breakdown of Bretton Woods. Today that dollar is worth $5.15.
Congress congratulates itself for raising the minimum wage by
mandate, but in reality it has lowered the minimum wage by
allowing the Fed to devalue the dollar. We must consider how the
growing inequalities created by our monetary system will lead to
social discord.

GDP purportedly is now growing at 3.5 percent, and everyone
seems pleased. What we fail to understand is how much govern-
ment entitlement spending contributes to the increase in the GDP.
Rebuilding infrastructure destroyed by hurricanes, which simply
gets us back to even, is considered part of GDP growth. Wall
Street profits and salaries, pumped up by the Fed’s increase in
money, also contribute to GDP statistical growth. Just buying mil-
itary weapons that contribute nothing to the well being of our cit-
izens, sending money down a rat hole, contributes to GDP growth!
Simple price increases caused by Fed monetary inflation con-
tribute to nominal GDP growth. None of these factors represent
any kind of real increases in economic output. So we should not
carelessly cite misleading GDP figures which don’t truly reflect
what is happening in the economy. Bogus GDP figures explain in
part why so many people are feeling squeezed despite our sup-
posedly booming economy.

But since our fiat dollar system is not going away anytime soon,
it would benefit Congress and the American people to bring more
transparency to how and why Fed monetary policy functions.

For starters, the Federal Reserve should:

® Begin publishing the M3 statistics again. Let us see the
numbers that most accurately reveal how much new
money the Fed is pumping into the world economy.
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® Tell us exactly what the President’s Working Group on
Financial Markets does and why.

* Explain how interest rates are set. Conservatives profess
to support free markets, without wage and price con-
trols. Yet the most important price of all, the price of
money as determined by interest rates, is set arbitrarily
in secret by the Fed rather than by markets! Why is this
policy written in stone? Why is there no congressional
input at least?

* Change legal tender laws to allow constitutional legal tender
(commodity money) to compete domestically with the dollar.

How can a policy of steadily debasing our currency be
defended morally, knowing what harm it causes to those who still
believe in saving money and assuming responsibility for them-
selves in their retirement years? Is it any wonder we are a nation
of debtors rather than savers?

We need more transparency in how the Federal Reserve carries
out monetary policy, and we need it soon. m

Chinese Currency

Committee on Financial Services
Congressional Record — U.S. House of Representatives
May 9, 2007

The imbalances in international trade, and in particular trade
between China and the United States, have prompted many to
demand a realignment of the Chinese yuan and the American dol-
lar. Since we are running a huge trade deficit with China the call
now is for a stronger yuan and a weaker dollar. This trade imbal-
ance problem will not be solved so easily.
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If a stronger yuan is implemented, increased exports to China
from the U.S. may or may not result. The weaker dollar will lead
to higher U.S. prices and crowd out the hoped-for benefits of a
realignment of the two currencies.

One thing certain is that the immediate impact would be higher
prices for consumer goods for middle class Americans. In many
ways a weaker dollar would act as an import tax just as if it were
a tariff. Both are considered protectionist in nature.

The fact that the Chinese keep their currency artificially weak is
a benefit to American consumers and in the long term is inflation-
ary for the Chinese.

This deep and legitimate concern for the trade imbalance
between China and the U.S. will fall short if the issue of fluctuat-
ing, worldwide fiat currencies, is not addressed.

The fact that the U.S. dollar is the principal reserve currency of
the world gives us a benefit that others do not enjoy. It allows us
to export paper dollars and import goods manufactured in coun-
tries with cheap labor. It also allows us to finance the welfare-war-
fare state with cheap loans from China and Japan. It's a good deal
for us but according to economic law must come to an end, and the
end will be messy for the U.S. consumer and for world trade.

The current system can only last as long as the trust in the dol-
lar is maintained and foreigners are willing to accept them as if
they had real value.

Ironically, the most serious problem we face is a sharply weak-
ening dollar, in danger of collapse, and yet many are now asking
for a policy, dealing with the Chinese, that would accelerate the
dollar’s decline. And yet we're told that we maintain a strong dol-
lar policy.

Financing deficits with monetary inflation is in itself a weak
dollar policy in the long term. Trust in our currency due to our
economic and military strength artificially props up the dollar on
international exchange markets. Since these benefits come not
from production or sound money policies, they only contribute to
the instability and imbalances in international trade.

Neither tariffs nor forced devaluations can solve the problem.

Our current account deficit and huge foreign indebtedness is a
reflection of the world monetary system of fiat money. The longer
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the trade imbalances last, the more difficult the adjustment will be.
The market will eventually force these adjustments on us.

Eventually it will be necessary to consider commodity-based
money to solve the trade imbalances that concern so many here in
the Congress. m

Financial Services Paulson Hearing

Committee on Financial Services Paulson Hearing
Congressional Record — U.S. House of Representatives
June 20, 2007

A strong case can be made that our economy is not nearly as
robust as our government statistics claim.

Unemployment numbers, inflation rates, tax revenues, and
GDP growth all indicate there is little to worry about.

Yet underemployment and a lower standard of living for many
Americans hit with significant price inflation leave them fearful of
their economic future.

The shake-up in the subprime mortgage market which is now
spreading, as the housing bubble deflates, has a long way to go.
The same problem exists in the high-yield corporate debt market
and will surely add to the economic uncertainty we now face. It’s
deceptive to merely blame “abusive lending practices” for these
problems.

The recent sharp rise in interest rates may well be signaling the
end to the painless easy money decade that has allowed us to
finance our extravagant welfare-warfare spending with minimal
productive effort and no savings. Monetary inflation and foreign
borrowing have allowed us to live far beyond our means—a type
of monetary arrangement that always comes to a painful end.
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As our problems worsen, the blame game will certainly accel-
erate. Claiming it is all due to China’s manipulation of its cur-
rency and demanding protectionist measures will unfortunately
continue to gain considerable attention. Unfortunately, there is lit-
tle or no concern for how our own policies —monetary, tax, and
regulatory —have contributed to the problems we face.

Too often officials ignore and even distort important economic
information that could be beneficial in making market decisions.

Accurate money supply growth rates are vital in anticipating
future price levels, the degree of malinvestment, and chances for
financial bubbles to form. Since March of 2006 M3 reports have
been discontinued. Private sources now report that M3 is increas-
ing at a significantly high 13 percent rate.

It is said that the CPI is now increasing at the rate of 2.5 percent,
yet if we use the original method of calculation we find that the
CPl is growing at a rate of over 10 percent.

Since money growth statistics are key to calculating currency
depreciation it is interesting to note, in this era of global financial
markets, in a world engulfed with only fiat currencies, what total
worldwide money supply is doing.

Since 1997 the world money supply has doubled. And money
growth is inflation which is the enemy of the poor and the middle
class but a friend to the banks and Wall Street.

Monetary depreciation is clearly a sinister tax placed on the
unsuspecting poor. Too many well meaning individuals falsely
believe that deficit financed assistance programs can help the poor,
while instead the results are opposite.

Welfare and warfare—guns and butter philosophy always
leads to harmful inflation. We had severe problems in the ‘60s and
70s and we are doing the same thing once again. We have only
started to pay for the extravagance of financing the current war
and rapidly expanding the entitlement system by foreign borrow-
ing and creating money and credit out of thin air. There are rea-
sons to believe that the conditions we have created will be much
worse than they were in 1979 when interest rates of 21 percent
were required to settle the markets and reverse the stagflation
process.

Congress, and especially the Financial Services Committee,
must insist on total transparency and accuracy of all government
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financial statistics. Any market interference by government agen-
cies must be done in full public view.

All meetings and decisions and actions by the President’s
Working Group on Financial Markets must be fully open to public
scrutiny. If our government is artificially propping up the dollar
by directly manipulating gold prices, or colluding with other cen-
tral banks, it is information that belongs in the public domain. The
same is true about any interference in the stock, bond, or com-
modity markets.

A free market economy requires that government keeps its
hands off and allows the consumers to exert their rightful control
over the economy. m



PART SIX

Free Trade:
Real versus Phony

Politicians, especially my fellow Republicans, love to talk about free trade.
But true free trade doesn’t require complicated treaties or subsidies to
favored domestic producers, it simply means eliminating taxes on ULS.
consumers who want to buy foreign goods. Ironically, the same people
who promote (phony) “free trade” policies also downplay the massive
trade deficits that we have been running in recent years, as a consequence
of the Fed'’s expansion of the money supply and the federal government’s
borrowing binge.






Our Soaring Trade Deficit Cannot Be Ignored

Congressional Record — U.S. House of Representatives
April 9, 1997

Mr. Speaker, the business cycle has not yet been repealed, but if
we did the right thing in the Congress, I believe we could do a lot
to alleviate the great harm done by the business cycle.

Mr. Speaker, artificially low interest rates are the culprit in the
government created boom-bust cycle. Federally regulated low
rates cause bad business decisions, confuse consumers and
encourage debt. These distortions prompt market corrections
which bring on our slumps.

In recent years the artificially low interest rates that banks pay
on savings have served to reduce savings. In the 1970s savings
were low because it was perceived that the money was rapidly los-
ing its purchasing power. It was better to spend than to save. As
money leaves savings accounts it frequently goes into stocks and
bonds adding fuel to the financial bubble which has been devel-
oping now for over 15 years. Domestic and foreign central bank
purchases of our Treasury debt further serve to distort and drive
interest rates below the market level.

Our soaring trade deficit is something that cannot be ignored.
In January there was a negative trade deficit in goods of more than
$19 billion, the highest in our history. Our deficit has now been
running over $100 billion for several years, and the artificially
strong dollar has encouraged this imbalance. Temporarily a nega-
tive trade balance is a benefit to American consumers by holding
down price inflation here at home and allowing foreigners to
finance our extravagance. These trends will end once confidence is

293
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shattered and the dollar starts to lose value on the international
exchange markets.

The tragedy is that there are very few in Congress interested in
this issue. Even in the Committee on Banking and Financial Ser-
vices I hear very little concern expressed about the long-term
weakness of the dollar, yet economic law dictates that persistent
negative trade imbalances eventually have to be corrected; it is
only a matter of time.

I suspect in the next several years Congress will be truly chal-
lenged. The high level of frustration in this body comes from the
fact that the large majority are not yet willing to give up the prin-
ciples upon which the welfare state exists. Eventually an economic
crisis will force all Americans, including Congress, to face up to
the serious problems that we have generated for ourselves over the
past 50 years.

I expect deficits to explode and not come down. I suspect the
economy is much weaker than is currently claimed. In the not too
distant future we will be in a serious recession. Under these cir-
cumstances the demand for spending will override all other con-
cerns. In spite of current dollar euphoria, dollar weakness will
become the economic event of the late 1990s. Consumers and enti-
tlement recipients will face the problem of stagflation, probably
worse than we saw in the 1970s. I expect very few in Congress to
see the monetary side of this problem.

The welfare state will be threatened, and yet the consensus will
remain that what is needed is more revenues to help alleviate the
suffering, more Federal Reserve monetary stimulus to the econ-
omy, more price controls, which we already have in medicine,
higher taxes, and protectionism.

Soon it will be realized that NAFTA and GATT were not free
trade treaties, but only an international effort at trade management
for the benefit of special interests. Ask any home builder how pro-
tectionist sentiment adds several thousands of dollars to the cost of
a home by keeping out cheaper Canadian lumber in spite of
NAFTA's pretense at free trade.

The solution to this mess is not complex. It is however politi-
cally difficult to overcome the status quo and the conventional wis-
dom of our intellectual leaders and the media. What we need is a
limited government designed for the protection of liberty. We
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need minimal control over our nation’s wealth, not the more than
50-percent of government control that we currently have. Regula-
tory control in minutiae, as we have today, must end. Voluntary
contracts need to be honored once again. None of this will work
unless we have a currency that cannot be debased and a tax system
that does not tax income, savings, capital gains, estates, or success.

Although it will be difficult to go from one form of government
to another, there will be much less suffering if we go rapidly in the
direction of more freedom rather than a protracted effort to save
the welfare state. Perestroika and glasnost did not save communism.
Block grants, a line item veto and a balanced budget amendment
will not save the welfare state. m

Ron Paul Amendment to Cut Corporate
Welfare

Debate from Foreign Operations, Export Financing, and Related
Programs Appropriations Act, 1997

Congressional Record — U.S. House of Representatives

July 30, 1997

“Reductions in Amounts”

“Each amount otherwise provided in this title is hereby
reduced to $0.”

Mr. Chairman, earlier in the debate on the previous amend-
ment, the gentleman from California [Mr. Rohrabacher] suggested
that there was one problem with the Royce amendment. He said it
just does not go far enough.

I have an amendment that will go far enough to deal with this
entire problem of corporate welfare. My amendment strikes all the
funding from title I. This means that the $632 million that goes to
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the Export-Import Bank, the $32 million that goes to OPIC, and the
$40 million that goes to the Trade and Development Agency
would be struck. This would not close these agencies down. We
have heard on numerous occasions already today that OPIC and
other agencies like OPIC are obviously self-supporting. If they are
self-supporting, they need no more appropriations. They can use
the current funding, they can be privatized. This whole idea that
they come with the argument that they are self-supporting and
self-sustaining and that they make a profit, there is no purpose in
being here. Why do they come to the American people and ask in
this particular bill for export subsidies of $704 million? My amend-
ment would strike the $704 million. These three agencies have lia-
bilities of well over $100 billion and this would be eliminated.

One of the reasons the argument is made that these agencies are
self-sustaining is that they hold Treasury bills, which means that
they receive huge sums of money through the back door through
interest payments. This money is not appropriated for the specific
purpose, but as long as they hold Treasury bills they get the inter-
est payments. For instance, I mentioned earlier that OPIC in 1996
received $166 million in this manner. Self-sustaining, it is not.

We should really ask if this is good economic policy. Quite
frankly, it is not good economic policy. It encourages businesspeo-
ple to do the wrong things at the taxpayers’ risk.

It is mentioned that these programs are available in the private
sector but they will not go into the risky areas. Obviously not.
OPIC, for instance, goes into countries, and what the American
people have to assume is the risk against political risk and eco-
nomic risk. So if these companies go bust, the American taxpayers
have to stand behind them. We have a misdirection of the econ-
omy and the misdirection of investment because we get companies
to do things more risky than they would have otherwise. If they
want to go into a more risky area, the private insurance would
obviously be higher, so therefore this is a subsidy to corporations.

There is no reason why we should support this type of welfare.
There are several kinds of welfare. We have welfare for the poor,
we have welfare for the foreigners, and we have welfare for the
corporations. I do not think the correct place to try to solve our
problem on welfare is to go after the poor man’s welfare, but we
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can go after foreign welfare and we can go after corporate welfare,
and this is an example of corporate and foreign welfare.

It is said that with these programs there is never any loss to the
taxpayers. That is a bit of a fallacy, because the loss to the taxpay-
ers is when we take the money from the taxpayer, so they are los-
ing all the time. Most little people never get benefits from this. It is
the large corporations that lobby us so heavily to endorse these
programs. There are not that many loans that default.

But there is another reason why we do not have that many loan
defaults, because they quickly renew these loans at different terms.

There is a lot of generous renewing of loans and therefore the
default level is very, very low, if we see it at all. But the risk is
there. The real risk to the American taxpayer is when we tax the
Americans to go and encourage programs like this. The assump-
tion is made that if we do not do it, it will not happen. Maybe not,
maybe it will. If it does not happen, maybe it is too risky. But most
of it still would happen; it would be insured in the private sector
and many of these programs would occur.

To get up and say A, B, and C company would not have existed
and could not have done this is not correct because we do not know.
The other thing we do not know is who suffered from this credit
allocation. When the government gets involved in credit allocation,
in saying this credit is guaranteed and should go in this direction,
every time there is $10 billion going in that direction, it comes out of
the private sector and some little guy lost his credit. So obviously the
banks are going to loan to the people that have a guarantee.

Another area that we should address here is the subject of who
gets these loans. For instance, one of the biggest beneficiaries is
China. Red China gets over $4 billion. That in itself is enough rea-
son to vote for this amendment and reject corporate welfare on
principle.

Mr. CALLAHAN. Mr. Chairman, I rise in opposition to the
amendment.

Once again, Mr. Chairman, this amendment is intended to
destroy the Eximbank which might sound good and might look
good on the back of a bumper sticker, but it would be a tremendous
mistake for literally tens of thousands of working American people
who are working today as a result of the fact that we are doing busi-
ness in some overseas countries. If indeed my colleagues believe
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that we are not in a global economy, then my colleagues ought to do
exactly what the gentleman from Texas said: build a wall around the
United States of America. Let us not let anybody in and let us not let
anybody out, let us not ship any of our equipment overseas.

Let us talk about General Electric. What kind of generators do
Members think they use if GE builds a plant in a foreign country?
They use a GE generator built by American workers, built by Amer-
ican workers who take that money home and support their families
and support my colleagues through their taxes that they pay.

So if my colleagues want to close down America, if they do not
want to do business overseas, if they really in their heart believe
that a global economy is not the future of this country, then my col-
leagues ought to abolish the Eximbank and they ought to abolish
OPIC as well.

But unfortunately, if the gentleman will read the newspapers,
watch television, look at world affairs, attend some of the commit-
tee hearings that we have, when we hear the testimony of the
Eximbank and these various agencies, he will learn that we are
exporting our jobs overseas by letting them work in Texas, by let-
ting them work in Alabama, in California. They are taking that
money to their homes and we are shipping our generators and our
products to them overseas simply because we have provided for
our businesspeople the same thing that the French, the British, the
Germans, the Japanese have provided to theirs. Not as much, I
grant the gentleman. They still give them much more. They subsi-
dize theirs. We do not subsidize these.

So, yes, if the gentleman wants to shut the world down as far as
the United States is concerned and abolish all these; but it would
be very, very unwise to do that. I would encourage my colleagues
to recognize that and to vote against the gentleman’s amendment.

Mr. PAUL. Mr. Chairman, will the gentleman yield?

Mr. CALLAHAN. I yield to the gentleman from Texas.

Mr. PAUL. Japan subsidizes 32 percent of their exports and we
only subsidize a small amount, only 2 percent. So I guess I would
be complaining a lot more if I lived in Japan because they do so
much more; but if we look at the economic growth of Japan, now
it is less than 1 percent and we are doing better. We have economic
growth of 4 percent.
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Mr. CALLAHAN. If  may reclaim my time, that is because they
are doing too much. We are not doing too much. We are trying to
facilitate our businesspeople in this country the opportunity to
make them competitive doing business in foreign countries. If that
is wrong, then I am wrong. But I am not wrong. The gentleman is
wrong in trying to abolish this agency.

Ms. PELOSI. Mr. Chairman, I move to strike the last word, and
I rise in opposition to the amendment of our distinguished col-
league from Texas.

Mr. Chairman, this is a most unfortunate amendment, because
it strikes right to the heart of eliminating title I of our bill, which is
an important part of our foreign operations legislation. Eximbank,
Overseas Private Investment Corporation, Trade and Develop-
ment Agency programs help create more and better-paying U.S.
jobs through exports. Each of these agencies has a distinct role in
the administration’s effort to increase U.S. exports. Increasing U.S.
exports is a major pillar of our foreign policy and these agencies
help do that. Every one of our major industrial competitors have
publicly supported counterparts to Exim, OPIC, and TDA. Virtu-
ally all of our competitors fund their trade and investment finance
agencies at a higher level than we do. Failure to fully fund Exim,
OPIC, and TDA would severely handicap our exporters as they
battle for market share in the key fast-growing markets. Exports
create more and higher-paying jobs, support the creation of Amer-
ican jobs by promoting exports. Vote against this amendment.

Mr. PAUL. Mr. Chairman, will the gentlewoman yield?

Ms. PELOSI. I yield to the gentleman from Texas.

Mr. PAUL. Could the gentlewoman cite the constitutional
authority for programs like this? Where did we get this authority?
When did we get involved in doing this? I am confused on that
constitutional issue.

Ms. PELOSI. I would not be able to cite the constitutional
authority. I know the gentleman is well known for his opposition
to any spending bills, but I think the question that he asks is an
appropriate one to ask every Member who speaks on the floor,
because these agencies of government create jobs and return rev-
enue to our Treasury.
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I would like to address one of the points the gentleman made in
his remarks. He said if they are so self-sustaining, why are they not
privatized, or words to that effect.

I think it is very important that this is part of our national
export program, that we be able to participate in the program level
and have a control on the operating expenses so that all of the
funds that are put to this end are well spent and that they promote
the most exports, create the most jobs, and increase the vitality and
dynamism of our own economy.

Mr. PAUL. If the gentlewoman will continue to yield, I think
that is a noble gesture to mix business and government, but some
people are hesitant to do that, to supervise what businesses are
doing.

Ms. PELOSI. Reclaiming my time, the point was not to mix
business and government. The point was to promote U.S. exports
abroad and to recognize the realities of the global economy, where
all of the countries, the developed countries of the world and the
developing countries, are very competitive for the market share
out there. It is very important for us in those particular instances
where, for example, OPIC would be necessary, assessing the risk
very carefully so as not to put the U.S. taxpayers” dollars at an
extraordinary risk, but where the calibration is such that we need
OPIC’s participation, or Eximbank’s participation or TDA’s pro-
motion, that we give some opportunity to U.S. business to make
the playing field more level. As I have said in my remarks, we do
not come close to what many countries do to help promote
exports, but at least we can participate in promoting exports.

Mr. PAUL. If the gentlewoman will yield further, I think earlier
she said that it would be an appropriate question to ask for consti-
tutional authority and suggested that this is a good idea, and I
would like to emphasize that we do it more often.

Mr. FOGLIETTA. Mr. Chairman, will the gentlewoman yield?

Ms. PELOSI. I yield to the gentleman from Pennsylvania.

Mr. FOGLIETTA. I think if the gentleman reads the question, he
will find that the Constitution calls upon the Congress to promote
the general welfare of this nation. I think by increasing trade and
creating jobs, we are promoting the general welfare of our nation.
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Mr. PAUL. If the gentlewoman will yield further, this is fre-
quently cited as a constitutional authority to do almost anything.
But let me be specific to point out to the gentleman that we are not
dealing with the general welfare. We are dealing with the very
specific welfare of General Electric and other big companies at the
expense of the general welfare of the taxpayers who are paying the
money.

Ms. PELOSI. Reclaiming my time, I would like to say to the
gentleman, I keep a very close eye on these agencies. To the extent
that I believe that they are not promoting the general welfare and
that special interest is served rather than the public interest, I
would be certain to join with the gentleman in criticism of those
aspects.

But that is not what the point is here tonight.

I urge my colleagues to oppose the Paul amendment.

Mr. BEREUTER. Mr. Chairman, I move to strike the requisite
number of words.

Mr. Chairman, I rise in strongest opposition to the gentleman’s
amendment, offered for ideological reasons no doubt. It is devas-
tating. It would do draconian levels of damage to the American
economy, American exporters, American business, and American
workers. It needs to be rejected.

Mr. Chairman, I yield to the gentleman from Illinois [Mr.
Manzullo].

Mr. MANZULLO. Mr. Chairman, I would cite with authority
Article I, section 8, clause 3 of the United States Constitution that
it is within the powers of this body to regulate commerce with for-
eign nations, and if I could make my point, then I would be glad
to yield for a question from my constitutional friend.

In what we are doing here with these three bodies, Exim, OPIC,
and TDA, are we regulating commerce? You bet we are. We are
involved in an international global war. If the amendment offered
by the gentleman from Texas [Mr. Paul] were presented somehow
in an international body, and I would dread that because we would
have a one-world government, then I would say let us go ahead and
do what he is doing because there are 73 export credit agencies,
there are 36 international equivalents of OPICs. So what that means
is that if we get rid of these specialty types of credit agencies, where
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are we? What we have done is we have effectively thrown up our
hands and we have left it to the Finns and Germans to take over.

Let me give my colleagues an example that is in my backyard,
Beloit Corporation. They are one of three manufacturers of paper
making machines, three worldwide manufacturers of paper mak-
ing machines, engaged in trying to get a contract in Indonesia. The
only other two manufacturers are in Europe. One are the Finns and
the other one are the Germans, and the Finns and the Germans go
through extraordinary lengths in order to, if my colleagues want to
use that word, subsidize, grant favorable financing so that these
sales can take place.

So what happened was Beloit Corporation applied to Exim in
working with Members on both sides of the aisle, including the
gentleman from Wisconsin [Mr. Barrett] over here from Milwau-
kee. We were able to see Exim grant a $275 million loan guarantee
which has to be paid back with interest at a good premium for the
purpose of making sure that Beloit Corporation was put in a level
playing field to sell those machines. Those were 2 machines that
cost over $150 million a piece, and there are several more in the lot.
Let me finish my thought here.

Now what is going on here dynamically is this. Worldwide
there is an effort, there is an effort to eliminate OPIC and Exim
types of financing. For example the OECD met and said that what
we will do is we will have an agreement that a nation can only sub-
sidize the spread; that is, the actual amount of interest as charged
worldwide on the open market with what a nation wants to pay to
a certain extent, and they continue to narrow that gap so that
nations will be involved in less core subsidizing of the loans for the
exports.

Mr. PAUL. Mr. Chairman, will the gentleman yield?

Mr. BEREUTER. I yield to the gentleman from Texas.

Mr. PAUL. Let me address the subject of regulation. The Con-
stitution does give us the authority to regulate commerce, but it
never mentions that we should subsidize special interests at the
expense of the average American taxpayers. Yes, we can put on tar-
iffs and we can regulate what comes and goes across our borders,
but in the wildest dreams of the Founders of this country they
never intended that we would have programs like this. We have to
think this is a concoction of the latter part of the 20th century, the
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past 20 or 30 years. This is when this stuff, when welfarism has
blossomed, it has been these types of programs. It was never
intended by our Constitution to do these programs.

Mr. BEREUTER. Reclaiming my time, Mr. Chairman, I would
say that the authorization appropriations are funds that are very
much in the American taxpayers’” benefit. They come out positive
as a result directly of these jobs.

Mr. MANZULLO. Mr. Chairman, will the gentleman yield?

Mr. BEREUTER. I yield to the gentleman from Illinois.

Mr. MANZULLO. Mr. Chairman, back in those days the main
income for the United States was international tariffs. We have
these incredible tariff barriers, and that is how we supported the
economy of the nation before the income tax.

I mean nobody wants those tariffs. I know the gentleman is a
libertarian and does not like the tariffs, but that is what was going
on 200 some years ago when the nation was founded, and I think
when this was put into the Constitution it says to regulate, mean-
ing this body, the United States Congress, is given the power to
make sure that we can operate internationally.

The CHAIRMAN. The question is on the amendment offered
by the gentleman from Texas [Mr. Paul].

The question was taken; and the Chairman announced that the
noes appeared to have it.

Mr. PAUL. Mr. Chairman, I demand a recorded vote. m

What is Free Trade?

Congressional Record — U.S. House of Representatives
May 2, 2000

Madam Speaker, I asked for this Special Order this evening to
talk about trade. We are going to be dealing with permanent normal
trade relations with China here soon, and there is also a privileged
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resolution that will be brought to the floor that I have introduced,
H.J.Res. 90. The discussion in the media and around the House
floor has been rather clear about the permanent normal trade sta-
tus, but there has not been a whole lot of talk yet about whether or
not we should even really be in the World Trade Organization.

I took this time mainly because I think there is a lot of misun-
derstanding about what free trade is. There are not a whole lot of
people who get up and say “I am opposed to free trade,” and
many of those who say they are for free trade quite frankly I think
they have a distorted definition of what free trade really is.

I would like to spend some time this evening talking a little bit
about that, because as a strict constitutionalist and one who
endorses laissez-faire capitalism, I do believe in free trade; and there
are good reasons why countries should trade with each other.

The first reason I would like to mention is a moral reason. There
is a moral element involved in trade, because when governments
come in and regulate how citizens spend their money, they are
telling them what they can do or cannot do. In a free society, indi-
viduals who earn money should be allowed to spend the money
the way they want. So if they find that they prefer to buy a car
from Japan rather than Detroit, they basically have the moral right
to spend their money as they see fit and those kinds of choices
should not be made by government. So there is a definite moral
argument for free trade.

Patrick Henry many years ago touched on this when he said,
“You are not to inquire how your trade may be increased nor how
you are to become a great and powerful people but how your lib-
erties may be secured, for liberty ought to be the direct end of your
government.” We have not heard much talk of liberty with regards
to trade, but we do hear a lot about enhancing one’s ability to
make more money overseas with trading with other nations. But
the argument, the moral argument, itself should be enough to con-
vince one in a free society that we should never hamper or inter-
fere with free trade.

When the colonies did not thrive well prior to the Constitution,
two of the main reasons why the Constitutional Convention was
held was, one, there was no unified currency, that provided a great
deal of difficulty in trading among the States, and also trade barri-
ers among the States.
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Even our Constitution was designed to make sure that there
were not trade barriers, and this was what the interstate commerce
clause was all about. Unfortunately though, in this century the
interstate commerce clause has been taken and twisted around and
is the excuse for regulating even trade within a State. Not only
interstate trade, but even activities within a State have nothing to
do with interstate trade. They use the interstate commerce clause
as an excuse, which is a wild distortion of the original intent of the
Constitution, but free trade among the States having a unified cur-
rency and breaking down the barriers certainly was a great bene-
fit for the development and the industrialization of the United
States.

The second argument for free trade is an economic argument.
There is a benefit to free trade. Free trade means that you will not
have high tariffs and barriers so you cannot buy products and you
cannot exert this freedom of choice by buying outside. If you have
a restricted majority and you can evenly buy from within, it means
you are protecting industries that may not be doing a very good
job, and there is not enough competition.

It is conceded that probably it was a blessing in disguise when
the automobile companies in this country were having trouble in
the 1970s, because the American consumer was not buying the
automobiles, the better automobiles were coming in, and it should
not have been a surprise to anybody that all of a sudden the Amer-
ican cars got to be much better automobiles and they were able to
compete.

There is a tremendous economic benefit from competition by
being able to buy overseas. The other economic argument is that in
order to keep a product out, you put on a tariff, a protective tariff.
A tariff is a tax. We should not confuse that, we should not think
tariff is something softer than a tax in doing something good. A
tariff is a tax on the consumer. So those American citizens who
want to buy products at lower prices are forced to be taxed.

If you have poor people in this country trying to make it on
their own and they are not on welfare, but they can buy clothes, or
shoes, or an automobile, or anything from overseas, they are
tremendously penalized by forcing them to pay higher prices by
buying domestically.
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The competition is what really encourages producers to pro-
duce better products at lower costs and keep the prices down. If
one believes in free trade, they do not enter into free trade for the
benefit of somebody else. There is really no need for reciprocity.
Free trade is beneficial because it is a moral right. Free trade is ben-
eficial because there is an economic advantage to buying products
at a certain price and the competition is beneficial.

There really are no costs in the long run. Free trade does not
require management. It is implied here in conversation on the
House floor so often that free trade is equivalent to saying we will
turn over the management of trade to the World Trade Organiza-
tion, which serves special interests. Well, that is not free trade; that
is a misunderstanding of free trade.

Free trade means you can buy and sell freely without interfer-
ence. You do not need international management. Certainly, if we
are not going to have our own government manage our own
affairs, we do not want an international body to manage these
international trades.

Another thing that free trade does not imply is that this opens
up the doors to subsidies. Free trade does not mean subsidies, but
inevitably as soon as we start trading with somebody, we accept
the notion of managed trade by the World Trade Organization, but
immediately we start giving subsidies to our competitors.

If our American companies and our American workers have to
compete, the last thing they should ever be required to do is pay
some of their tax money to the government, to send subsidies to
their competitors; and that is what is happening. They are forced
to subsidize their competitors on foreign aid. They support their
competitors overseas at the World Bank. They subsidize their com-
petitors in the Export-Import Bank, the Overseas Private Invest-
ment Corporation.

We literally encourage the exportation of jobs by providing
overseas protection in insurance that cannot be bought in the pri-
vate sector. Here a company in the United States goes overseas for
cheap labor, and if, for political or economic reasons, they go bust,
who bails them out? It is the American taxpayer, once again, the
people who are struggling and have to compete with the free
trade.
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It is so unfair to accept this notion that free trade is synonymous
with permitting these subsidies overseas, and, essentially, that is
what is happening all the time. Free trade should never mean that
through the management of trade that it endorses the notion of
retaliation and also to stop dumping.

This whole idea that all of a sudden if somebody comes in with
a product with a low price that you can immediately get it stopped
and retaliate, and this is all done in the name of free trade, it could
be something one endorses. They might argue that they endorse
this type of managed trade and subsidized trade; but what is
wrong, and I want to make this clear, what is wrong is to call it free
trade, because that is not free trade.

Most individuals that I know who promote free trade around
Washington, D.C., do not really either understand what free trade
is or they do not really endorse it. And they are very interested in
the management aspect, because some of the larger companies
have a much bigger clout with the World Trade Organization than
would the small farmers, small rancher, or small businessman
because they do not have the same access to the World Trade
Organization.

For instance, there has been a big fight in the World Trade
Organization with bananas. The Europeans are fighting with the
Americans over exportation of bananas. Well, bananas are not
grown in Europe and they are not grown in the United States, and
yet that is one of the big issues of managed trade, for the benefit of
some owners of corporations that are overseas that make big dona-
tions to our political parties. That is not coincidental.

So powerful international financial individuals go to the World
Trade Organization to try to get an edge on their competitor. If
their competitor happens to be doing a better job and selling a lit-
tle bit lower, then they come immediately to the World Trade
Organization and say, Oh, you have to stop them. That is dump-
ing. We certainly do not want to give the consumers the benefit of
having a lower price.

So this to me is important, that we try to be clear on how we
define free trade, and we should not do this by accepting the idea
that management of trade, as well as subsidizing trade and calling it
free trade is just not right. Free trade is the ability of an individual
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or a corporation to buy goods and spend their money as they see
fit, and this provides tremendous economic benefits.

The third benefit of free trade, which has been known for many,
many centuries, has been the peace effect from trade. It is known
that countries that trade with each other and depend on each other
for certain products and where the trade has been free and open
and communications are free and open and travel is free and open,
they are very less likely to fight wars. I happen to personally think
this is one of the greatest benefits of free trade, that it leads us to
policies that direct us away from military confrontation.

Managed trade and subsidized trade do not qualify. I will men-
tion just a little later why I think it does exactly the opposite.

There is a little bit more to the trade issue than just the benefits
of free trade, true free trade, and the disadvantages of managed
trade, because we are dealing now when we have a vote on the
normal trade status with China, as well as getting out of the World
Trade Organization, we are dealing with the issue of sovereignty.
The Constitution is very clear. Article I, section 8, gives the Con-
gress the responsibility of dealing with international trade. It does
not delegate it to the President, it does not delegate it to a judge, it
does not delegate it to an international management organization
like the World Trade Organization.

International trade management is to be and trade law is to be
dealt with by the U.S. Congress, and yet too often the Congress has
been quite willing to renege on that responsibility through fast-
track legislation and deliver this authority to our President, as well
as delivering through agreements, laws being passed and treaties,
delivering this authority to international bodies such as the UN-
IMF-World Trade Organizations, where they make decisions that
affect us and our national sovereignty.

The World Trade Organization has been in existence for five
years. We voted to join the World Trade Organization in the fall of
1994 in the lame duck session after the Republicans took over the
control of the House and Senate, but before the new Members
were sworn in. So a lame duck session was brought up and they
voted, and by majority vote we joined the World Trade Organiza-
tion, which, under the Constitution, clearly to anybody who has
studied the Constitution, is a treaty. So we have actually even
invoked a treaty by majority vote.
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This is a serious blunder, in my estimation, the way we have
dealt with this issue, and we have accepted the idea that we will
remain a member based on this particular vote.

Fortunately, in 1994 there was a provision put in the bill that
said that any member could bring up a privileged resolution that
gives us a chance at least to say is this a good idea to be in the
World Trade Organization, or is it not? Now, my guess is that we
do not have the majority of the U.S. Congress that thinks it is a bad
idea. But I am wondering about the majority of the American peo-
ple, and I am wondering about the number of groups now that are
growing wary of the membership in the World Trade Organiza-
tion, when you look at what happened in Seattle, as well as
demonstrations here in D.C. So there is a growing number of peo-
ple from various aspects of the political spectrum who are now
saying, what does this membership mean to us? Is it good or is it
bad? A lot of them are coming down on the side of saying it is
bad.

Now, it is also true that some who object to membership in the
World Trade Organization happen to be conservative free enter-
prisers, and others who object are coming from the politics of the
left. But there is agreement on both sides of this issue dealing with
this aspect, and it has to do with the sovereignty issue.

There may be some labor law and there may be some environ-
mental law that I would object to, but I more strenuously object to
the World Trade Organization dictating to us what our labor law
ought to be and what our environmental law ought to be. I highly
resent the notion that the World Trade Organization can dictate to
us tax law.

We are currently under review and the World Trade Organiza-
tion has ruled against the United States because we have given a
tax break to our overseas companies, and they have ruled against
us and said that this tax break is a tax subsidy, language which
annoys me to no end. They have given us until October 1 to get rid
of that tax break for our corporations, so they are telling us, the
U.S. Congress, what we have to do with tax law.

You say, oh, that cannot be. We do not have to do what they tell
us. Well, technically we do not have to, but we will not be a very
good member, and this is what we agreed to in the illegal agree-
ment. Certainly it was not a legitimate treaty that we signed. But
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in this agreement we have come up and said that we would obey
what the WTO says.

Our agreement says very clearly that any ruling by the WTO,
the Congress is obligated to change the law. This is the interpreta-
tion and this is what we signed. This is a serious challenge, and we
should not accept so easily this idea that we will just go one step
further.

This has not just happened five years ago, there has been a
gradual erosion of the concept of national sovereignty. It occurred
certainly after World War II with the introduction of the United
Nations, and now, under current conditions, we do not even ask
the Congress to declare war, yet we still fight a lot of wars. We
send troops all over the world and we are involved in combat all
the time, and our presidents tell us they get the authority from a
UN resolution. So we have gradually lost the concept of national
sovereignty.

I want to use a quote from somebody that I consider rather typ-
ical of the establishment. We talk about the establishment, but
nobody ever knows exactly who they are. But I will name this indi-
vidual who I think is pretty typical of the establishment, and that
is Walter Cronkite. He says, “We need not only an executive to
make international law, but we need the military forces to enforce
that law and the judicial system to bring the criminals to justice in
an international government.”

“But,” he goes on to say, and this he makes very clear, and this
is what we should be aware of, “the American people are going to
begin to realize that perhaps they are going to have to yield some
sovereignty to an international body to enforce world law, and I
think that is going to come to other people as well.”

So it is not like it has been hidden, it is not like it is a secret. It
is something that those who disagree with me about liberty and
the Constitution, they believe in internationalism and the World
Trade Organization and the United Nations, and they certainly
have the right to that belief, but it contradicts everything America
stands for and it contradicts our Constitution, so, therefore, we
should not allow this to go unchallenged.

Now, the whole idea that treaties could be passed and under-
mine the ability of our Congress to pass legislation or undermine
our Constitution, this was thought about and talked about by the
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Founders of this country. They were rather clear on the idea that a
treaty, although the treaty can become the law of the land, a treaty
could never be an acceptable law of the land if it amended or
changed the Constitution. That would be ridiculous, and they
made that very clear.

It could have the effect of the law of the land, as long as it was
a legitimate constitutional agreement that we entered into. But
Thomas Jefferson said if the treaty power is unlimited, then we do
not have a Constitution. Surely the President and the Senate can-
not do by treaty what the whole government is interdicted from
doing in any way.

So that is very important. We cannot just sit back and accept the
idea that the World Trade Organization, we have entered into it, it
was not a treaty, it was an agreement, but we have entered into it,
and the agreement says we have to do what they tell us, even if it
contradicts the whole notion that it is the Congress’s and people’s
responsibility to pass their own laws with regard to the environ-
ment, with regard to labor and with regard to tax law.

So I think this is important material. I think this is an important
subject, a lot more important than just the vote to trade with China.
I think we should trade with China. I think we should trade with
Cubea. I think we should trade with everybody possible, unless we
are at war with them. I do not think we should have sanctions
against Iran, Iraq, or Libya, and it does not make much sense to me
to be struggling and fighting and giving more foreign aid to a
country like China, and at the same time we have sanctions on and
refuse to trade and talk with Cuba. That does not make a whole lot
of sense. Yet those who believe and promote trade with China are
the ones who will be strongly objecting to trade with Cuba and
these other countries. So I think a little bit more consistency on this
might be better for all of us.

Alexander Hamilton also talked about this. He said a treaty
cannot be made which alters the Constitution of the country or
which infringes any expressed exception to the powers of the Con-
stitution of the United States.

So these were the Founders talking about this, and yet we have
drifted a long way. It does not happen overnight. It has been over
a 50-year period. Five years ago we went one step further. First we
accepted the idea that international finance would be regulated by
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the IMF. Then we accepted the idea that the World Bank, which
was supposed to help the poor people of the world and redistrib-
ute wealth, they have redistributed a lot of wealth, but most of it
ended up in the hands of wealthy individuals and wealthy politi-
cians. But the poor people of the world never get helped by these
programs. Now, five years ago we have accepted the notion that
the World Trade Organization will bring about order in trade
around the world.

Well, since that time we have had a peso crisis in Mexico and
we had a crisis with currencies in Southeast Asia. So I would say
that the management of finances with the IMF as well as the World
Trade Organization has been very unsuccessful, and even if one
does not accept my constitutional argument that we should not be
doing this, we should at least consider the fact that what we are
doing is not very successful. m

The Dollar and Our Current Account Deficit

Congressional Record — U.S. House of Representatives
May 16, 2000

Fiat money, that is, money created out of thin air, causes
numerous problems, internationally as well as domestically. It
causes domestic price inflation, economic downturns, unemploy-
ment, excessive debt (corporate, personal, and government), mal-
investment, and overcapacity —all very serious and poorly under-
stood by our officials. But fluctuating values of various paper cur-
rencies cause all kinds of disruptions in international trade and
finance as well.

Trade surpluses and deficits when sound money conditions
exist are of little concern since they prompt changes in policy or
price adjustments in a natural or smooth manner. When currencies



Free Trade: Real versus Phony 313

are nonconvertible into something of real value, they can be arbi-
trarily increased at will, trade deficits and especially current
account deficits are of much greater significance.

When trade imbalances are not corrected, sudden devaluations,
higher interest rates, and domestic inflation are forced on the
country that has most abused its monetary power. This was seen
in 1997 in the Asian crisis, and precarious economic conditions
continue in that region.

Japan has yet to recover from its monetary inflation of the ‘70s
and ‘80s and has now suffered with a lethargic economy for over
a decade. Even after this length of time there is no serious thought
for currency reform in Japan or any other Asian nation.

Although international trade imbalances are a predictable
result of fiat money, the duration and intensity of the cycles asso-
ciated with it are not. A reserve currency, such as is the dollar, is
treated by the market quite differently than another fiat currency.

The issuer of a reserve currency—in this case the United
States —has greater latitude for inflating and can tolerate a current
account deficit for much longer periods of time than other coun-
tries not enjoying the same benefit. But economic law, although at
times it may seem lax, is ruthless in always demanding that eco-
nomic imbalances arising from abuse of economic principles be
rectified. In spite of the benefits that reserve currency countries
enjoy, financial bubbles still occur and their prolongation, for
whatever reason, only means the inevitable adjustment, when it
comes, is more harsh.

Our current state of imbalance includes a huge U.S./foreign
debt of $1.5 trillion, a record 20 percent of GDP and is a conse-
quence of our continuously running a huge monthly current
account deficit that shows no signs of soon abating. We are now
the world’s greatest debtor. The consequence of this deficit cannot
be avoided. Our current account deficit has continued longer than
many would have expected. But not knowing how long and to
what extent deficits can go is not unusual. The precise event that
starts the reversal in the trade balance is also unpredictable. The
reversal itself is not.

Japan’s lethargy, the Asian crisis, the Mexican financial crisis,
Europe’s weakness, the uncertainty surrounding the Euro, the
demise of the Soviet system, and the ineptness of the Russian
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bailout, all contributed to the continued strength in the dollar and
prolongation of our current account deficit. This current account
deficit, which prompts foreigners to loan back dollars to us and to
invest in our stock and bond markets, has contributed significantly
to the financial bubble. The perception that the United States is the
economic and military powerhouse of the world, helps perpetuate
an illusion that the dollar is invincible and has encouraged our
inflationary policies.

By inflating our currency, we can then spend our dollars over-
seas getting products at good prices which in the short run raises
our standard of living—but, on borrowed money. All currency
account deficits must be financed by borrowing from abroad.

It all ends when the world wakes up and realizes it has been
had by the U.S. printing press. No country can expect to inflate its
currency at will forever.

Since cartels never work, OPEC does not deserve credit for get-
ting oil prices above $30 per barrel. Demand for equivalent pur-
chasing power for the sale of oil can. Recent commodity and wage
price increases signal accelerating price inflation is at hand. We are
witnessing the early stages in a sea change regarding the dollar,
inflation, the stock market as well as commodity prices.

The nervousness in the stock and bond markets, and especially
in the NASDAQ, indicates that the Congress may soon be facing
an entirely different set of financial numbers regarding spending,
revenues, interest costs on our national debt, and the value of the
U.S. dollar. Price inflation of the conventional type will surely
return, even if the economy slows.

Fiscal policy and current monetary policy will not solve the cri-
sis we will soon face. Only sound money, money that cannot be
created out of thin air, can solve the many problems appearing on
the horizon. The sooner we pay attention to monetary policy as the
source of our international financial problems, the sooner we will
come up with a sound solution. m
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International Trade

Congressional Record — U.S. House of Representatives
May 23, 2000

Mr. Speaker, this week there will be a lot of talk on the House
floor about international trade. One side will talk about pseudo-
free trade, the other about fair trade. Unfortunately, true free trade
will not be discussed.

Both sides generally agree to subsidies and international man-
agement of trade. The pseudo-free trader will not challenge the
WTO's authority to force us to change our tax, labor, and environ-
mental laws to conform to WTO rules, nor will they object to the
WTO authorizing economic sanctions on us if we are slow in fol-
lowing the WTO's directives.

What is permitted is a low-level continuous trade war, not free
trade. The current debate over Chinese trade status totally ignores
a much bigger trade problem the world faces, an ocean of fluctu-
ating fiat currencies.

For the past decade, with sharp adjustments in currency values
such as occurred during the Asian financial crisis, the dollar and
the U.S. consumers benefitted. But these benefits will prove short-
lived, since the unprecedented prosperity and consumption has
been achieved with money that we borrow from abroad.

Our trade imbalances and our skyrocketing current account
deficit once again hit a new record in March. Our distinction as the
world’s greatest debtor remains unchallenged. But that will all end
when foreign holders of dollars become disenchanted with financ-
ing our grand prosperity at their expense. One day, foreign hold-
ers of our dollars will realize that our chief export has been our
inflation.

The Federal Reserve believes that prosperity causes high prices
and rising wages, thus causing it to declare war on a symptom of
its own inflationary policy, deliberately forcing an economic slow-
down, a sad and silly policy, indeed. The Fed also hopes that
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higher interest rates will curtail the burgeoning trade deficit and
prevent the serious currency crisis that usually results from cur-
rency-induced trade imbalances. And of course, the Fed hopes to
do all this without a recession or depression.

That is a dream. Not only is the dollar due for a downturn, the
Chinese currency is as well. When these adjustments occur and
recession sets in, with rising prices in consumer and producer
goods, there will be those who will argue that it happened because
of, or the lack thereof, of low tariffs and free trade with China.

But instead, I suggest we look more carefully for the cause of
the coming currency crisis. We should study the nature of all the
world currencies and the mischief that fiat money causes, and
resist the temptation to rely on the WTO, the IMF, the World Bank,
and pseudo-free trade, to solve the problems that only serious cur-
rency reform can address. m

PNTR

Congressional Record — U.S. House of Representatives
May 24, 2000

Mr. Speaker, yesterday morning the legislation which would
have implemented “permanent normal trade relations” with the
People’s Republic of China was three pages in length. Today, it is
66 pages in length. Close examination of this bill “gone bad” is
demonstrative of how this Congress misdefines “free trade” and
how, like most everything else is in Washington, this “free trade”
bill is a misnomer of significant proportions.

For the past several years I have favored normal trade relations
with the People’s Republic of China. Because of certain miscon-
ceptions, I believe it is useful to begin with some detail as to what
“normal trade relations” status is and what it is not. Previous “nor-
mal trade relations” votes meant only that U.S. tariffs imposed on
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Chinese goods will be no different than tariffs imposed on other
countries for similar products —period. NTR status did not mean
more U.S. taxpayers dollars sent to China. It did not signify more
international family planning dollars sent overseas. NTR status
does not mean automatic access to the World Bank, the World
Trade Organization, OPIC, or any member of other “foreign aid”
vehicles by which the U.S. Congress sends foreign aid to a large
number of countries. Rather, NTR status was the lowering of a
United States citizen’s taxes paid on voluntary exchanges entered
into by citizens who happen to reside in different countries.

Of course, many of the critics of NTR status for China do not
address the free trade and the necessarily negative economic con-
sequences of their position. No one should question that individ-
ual rights are vital to liberty and that the communist government
of China has an abysmal record in that department. At the same
time, basic human rights must necessarily include the right to
enter into voluntary exchanges with others. To burden the U.S. cit-
izens who enter into voluntary exchanges with exorbitant taxes
(tariffs) in the name of “protecting” the human rights of citizens of
other countries would be internally inconsistent. Trade barriers
when lowered, after all, benefit consumers who can purchase
goods more cheaply than previously available. Those individuals
choosing not to trade with citizens of particular foreign jurisdic-
tions are not threatened by lowering barriers for those who do.
Oftentimes, these critics focus instead on human rights depriva-
tion by government leaders in China and see trade barriers as a
means to “reform” these sometimes tyrannical leaders. However,
according to Father Robert Sirico, a Paulist priest who discussed
this topic in the Wall Street Journal, American missionaries in China
favor NTR status and see this as the policy most likely to bring
about positive change in China.

But all of this said, this new 66-page “free trade” bill is not
about free trade at all. It is about empowering and enriching inter-
national trade regulators and quasi-governmental entities on the
backs of the U.S. taxpayer. Like NAFTA before us, this bill con-
tains provisions which continue our country down the ugly path
of internationally-engineered, “managed trade” rather than that of
free trade. As explained by Ph.D. economist Murray N. Rothbard:
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[Glenuine free trade doesn’t require a treaty (or its
deformed cousin, a “trade agreement;” NAFTA was
called an agreement so it can avoid the constitutional
requirement of approval by two-thirds of the Senate). If
the establishment truly wants free trade, all its has to do
is to repeal our numerous tariffs, import quotas, anti-
dumping laws, and other American-imposed restric-
tions of free trade. No foreign policy or foreign maneu-
vering is necessary.

In truth, the bipartisan establishment’s fanfare of “free trade”
fosters the opposite of genuine freedom of exchange. Whereas gen-
uine free traders examine free markets from the perspective of the
consumer (each individual), the merchantilist examines trade from
the perspective of the power elite; in other words, from the per-
spective of big business in concert with big government. Genuine
free traders consider exports a means of paying for imports, in the
same way that goods in general are produced in order to be sold
to consumers. But the mercantilists want to privilege the govern-
ment business elite at the expense of all consumers, be they domes-
tic or foreign. This new PNTR bill, rather than lowering govern-
ment-imposed barriers to trade, has become a legislative vehicle
under which the United States can more quickly integrate and
cartelize government in order to entrench the interventionist
mixed economy.

No, Mr. Speaker and my colleagues, don’t be fooled into think-
ing this bill is anything about free trade. In fact, those supporting
it should be disgraced to learn that, among other misgivings, this
bill further undermines U.S. sovereignty by empowering the
World Trade Organization on the backs of American taxpayers,
sends federal employees to Beijing to become lobbyists to mem-
bers of their communist government to become more WTO-
friendly, funds the imposition of the questionable Universal Dec-
laration of Human Rights upon foreign governments, and author-
izes the spending of nearly $100 million to expand the reach of
Radio Free Asia.

Mr. Speaker, I say no to this taxpayer-financed fanfare of “free
trade” which fosters the opposite of genuine freedom of exchange
and urge my colleagues to do the same. m
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The Export-Import Reauthorization Act

House Financial Services Committee
Congressional Record — U.S. House of Representatives
October 31, 2001

Mr. Chairman, the Financial Services committee should reject
H.R. 2871, the Export-Import Reauthorization Act, for economic,
constitutional, and moral reasons. The Export-Import Bank (Exim-
bank) takes money from American taxpayers to subsidize exports
by American companies. Of course, it is not just any company that
receives Eximbank support—rather, the majority of Eximbank
funding benefits large, politically powerful corporations.

Proponents of continued American support for the Eximbank
claim that the bank “creates jobs” and promotes economic growth.
However, this claim rests on a version of what the great economist
Henry Hazlitt called “the broken window” fallacy. When a hood-
lum throws a rock through a store window, it can be said he has
contributed to the economy, as the store owner will have to spend
money having the window fixed. The benefits to those who
repaired the window are visible for all to see, therefore it is easy to
see the broken window as economically beneficial. However, the
“benefits” of the broken window are revealed as an illusion when
one takes into account what is not seen: the businesses and work-
ers who would have benefited had the store owner not spent
money repairing a window, but rather had been free to spend his
money as he chose.

Similarly, the beneficiaries of Eximbank are visible to all; what
is not seen is the products that would have been built, the busi-
nesses that would have been started, and the jobs that would have
been created had the funds used for the Eximbank been left in the
hands of consumers.

Some supporters of this bill equate supporting Eximbank with
supporting “free trade,” and claim that opponents are “protection-
ists” and “isolationists.” Mr. Chairman, this is nonsense, Eximbank
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has nothing to do with free trade. True free trade involves the
peaceful, voluntary exchange of goods across borders, not forcing
taxpayers to subsidize the exports of politically powerful compa-
nies. Eximbank is not free trade, but rather managed trade, where
winners and losers are determined by how well they please gov-
ernment bureaucrats instead of how well they please consumers.

Expenditures on the Eximbank distort the market by diverting
resources from the private sector, where they could be put to the
use most highly valued by individual consumers, into the public
sector, where their use will be determined by bureaucrats and
politically powerful special interests. By distorting the market and
preventing resources from achieving their highest valued use,
Eximbank actually costs Americans jobs and reduces America’s
standard of living!

The case for Eximbank is further weakened considering that
small businesses receive only 12-15 percent of Eximbank funds;
the vast majority of Eximbank funds benefit large corporations.
These corporations can certainly afford to support their own
exports without relying on the American taxpayer. It is not only
bad economics to force working Americans, small business, and
entrepreneurs to subsidize the exports of the large corporations: it
is also immoral. In fact, this redistribution from the poor and mid-
dle class to the wealthy is the most indefensible aspect of the wel-
fare state, yet it is the most accepted form of welfare. Mr. Chair-
man, it never ceases to amaze me how members who criticize wel-
fare for the poor on moral and constitutional grounds see no prob-
lem with the even more objectionable programs that provide wel-
fare for the rich.

The moral case against Eximbank is strengthened when one
considers that the government which benefits most from Exim-
bank funds is communist China. In fact, Eximbank actually under-
writes joint ventures with firms owned by the Chinese govern-
ment! Whatever one’s position on trading with China, I would
hope all of us would agree that it is wrong to force taxpayers to
subsidize in any way this brutal regime. Unfortunately, China is
not an isolated case: Colombia, Yemen, and even the Sudan bene-
fit from taxpayer-subsidized trade courtesy of the Eximbank!

There is simply no constitutional justification for the expendi-
ture of funds on programs such as Eximbank. In fact, the drafters
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of the Constitution would be horrified to think the federal govern-
ment was taking hard-earned money from the American people in
order to benefit the politically powerful.

In conclusion, Mr. Chairman, Eximbank distorts the market by
allowing government bureaucrats to make economic decisions in
place of individual consumers. Eximbank also violates basic prin-
ciples of morality, by forcing working Americans to subsidize the
trade of wealthy companies that could easily afford to subsidize
their own trade, as well as subsidizing brutal governments like
Red China and the Sudan. Eximbank also violates the limitations
on congressional power to take the property of individual citizens
and use them to benefit powerful special interests. It is for these
reasons that I urge my colleagues to reject H.R. 2871, the Export-
Import Bank Reauthorization Act. m

Opposing Unconstitutional “Trade
Promotion Authority”

Congressional Record — U.S. House of Representatives
December 6, 2001

Mr. Speaker, we are asked today to grant the President so-
called trade promotion authority, authority that has nothing to do
with free trade. Proponents of this legislation claim to support free
trade, but really they support government-managed trade that
serves certain interests at the expense of others. True free trade
occurs only in the absence of interference by government, that’s
why it’s called “free” —it’s free of government taxes, quotas, or
embargoes. The term “free-trade agreement” is an oxymoron. We
don’t need government agreements to have free trade; but we do
need to get the federal government out of the way and unleash the
tremendous energy of the American economy.
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Our Founders understood the folly of trade agreements
between nations; that is why they expressly granted the authority
to regulate trade to Congress alone, separating it from the treaty-
making power given to the President and Senate. This legislation
clearly represents an unconstitutional delegation of congressional
authority to the President. Simply put, the Constitution does not
permit international trade agreements. Neither Congress nor the
President can set trade policies in concert with foreign govern-
ments or international bodies.

The loss of national sovereignty inherent in government-man-
aged trade cannot be overstated. If you don’t like GATT, NAFTA,
and the WTO, get ready for even more globalist intervention in our
domestic affairs. As we enter into new international agreements,
be prepared to have our labor, environmental, and tax laws
increasingly dictated or at least influenced by international bodies.
We've already seen this with our foreign sales corporation tax
laws, which we changed solely to comply with a WTO ruling. Rest
assured that TPA will accelerate the trend toward global govern-
ment, with our Constitution fading into history.

Congress can promote true free trade without violating the
Constitution. We can lift the trade embargo against Cuba, end
Jackson-Vanik restrictions on Kazakhstan, and repeal sanctions on
Iran. These markets should be opened to American exporters,
especially farmers. We can reduce our tariffs unilaterally — taxing
American consumers hardly punishes foreign governments. We
can unilaterally end the subsidies that international agreements
purportedly seek to reduce. We can simply repeal protectionist
barriers to trade, so-called NTBs, that stifle economic growth.

Mr. Speaker, we are not promoting free trade today, but we are
undermining our sovereignty and the constitutional separation of
powers. We are avoiding the responsibilities with which our con-
stituents have entrusted us. Remember, congressional authority
we give up today will not be restored when less popular Presi-
dents take office in the future. I strongly urge all of my colleagues
to vote NO on TPA. m
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Steel Protectionism

Congressional Record — U.S. House of Representatives
March 13, 2002

Mr. Speaker, I am disheartened by the administration’s recent
decision to impose a 30 percent tariff on steel imports. This meas-
ure will hurt far more Americans than it will help, and it takes a
step backwards toward the protectionist thinking that dominated
Washington in decades past. Make no mistake about it, these tar-
iffs represent naked protectionism at its worst, a blatant disregard
of any remaining free-market principles to gain the short-term
favor of certain special interests. These steel tariffs also make it
quite clear that the rhetoric about free trade in Washington is aban-
doned and replaced with talk of “fair trade” when special interests
make demands. What most Washington politicians really believe
in is government-managed trade, not free trade. True free trade, by
definition, takes place only in the absence of government interfer-
ence of any kind, including tariffs. Government-managed trade
means government, rather than competence in the marketplace,
determines what industries and companies succeed or fail.

We've all heard about how these tariffs are needed to protect
the jobs of American steelworkers, but we never hear about the
jobs that will be lost or never created when the cost of steel rises 30
percent. We forget that tariffs are taxes, and that imposing tariffs
means raising taxes. Why is the administration raising taxes on
American steel consumers? Apparently no one in the administra-
tion has read Henry Hazlitt’s classic book, Economics in One Lesson.
Hazlitt's fundamental lesson was simple: We must examine eco-
nomic policy by considering the long-term effects of any proposal
on all groups. The administration instead chose to focus only on
the immediate effects of steel tariffs on one group, the domestic
steel industry. In doing so, it chose to ignore basic economics for
the sake of political expediency. Now I grant you that this is hardly
anything new in this town, but it's important that we see these tar-
iffs as the political favors that they are. This has nothing to do with
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fairness. The free market is fair; it alone justly rewards the worthi-
est competitors. Tariffs reward the strongest Washington lobbies.

We should recognize that the cost of these tariffs will not only
be borne by American companies that import steel, such as those
in the auto industry and building trades. The cost of these import
taxes will be borne by nearly all Americans, because steel is widely
used in the cars we drive and the buildings in which we live and
work. We will all pay, but the cost will be spread out and hidden,
so no one complains. The domestic steel industry, however, has
complained —and it has the corporate and union power that scares
politicians in Washington. So the administration moved to protect
domestic steel interests, with an eye toward the upcoming
midterm elections. It moved to help members who represent steel-
producing states. We hear a great deal of criticism of special inter-
ests and their stranglehold on Washington, but somehow when we
prop up an entire industry that has failed to stay competitive,
we're “protecting American workers.” What we’re really doing is
taxing all Americans to keep some politically-favored corporations
afloat. Sure, some rank and file jobs may also be saved, but at what
cost? Do steelworkers really have a right to demand that Ameri-
cans pay higher taxes to save an industry that should be required
to compete on its own?

If we're going to protect the steel industry with tariffs, why not
other industries? Does every industry that competes with
imported goods have the same claim for protection? We've
propped up the auto industry in the past, now we’re doing it for
steel, so who should be next in line? Virtually every American
industry competes with at least some imports.

What happened to the wonderful harmony that the WTO was
supposed to bring to global trade? The administration has been
roundly criticized since the steel decision was announced last
week, especially by our WTO “partners.” The European Union is
preparing to impose retaliatory sanctions to protect its own steel
industry. EU trade commissioner Pascal Lamy has accused the
U.S. of setting the stage for a global trade war, and several other
steel producing nations such as Japan and Russia also have vowed
to fight the tariffs. Even British Prime Minister Tony Blair, who has
been tremendously supportive of the President since September
11th, recently stated that the new American steel tariffs were
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totally unjustified. Wasn’t the WTO supposed to prevent all this
squabbling? Those of us who opposed U.S. membership in the
WTO were scolded as being out of touch, unwilling to see the
promise of a new global prosperity. What we're getting instead is
increased hostility from our trading partners and threats of eco-
nomic sanctions from our WTO masters. This is what happens
when we let government-managed trade schemes pick winners
and losers in the global trading game. The truly deplorable thing
about all of this is that the WTO is touted as promoting free trade!

Mr. Speaker, it’s always amazing to me that Washington gives
so much lip service to free trade while never adhering to true free
trade principles. Free trade really means freedom — the freedom to
buy and sell goods and services free from government interfer-
ence. Time and time again, history proves that tariffs don’t work.
Even some modern Keynesian economists have grudgingly begun
to admit that free markets allocate resources better than central-
ized planning. Yet we cling to the idea that government needs to
manage trade, when it really needs to get out of the way and let the
marketplace determine the cost of goods. I sincerely hope that the
administration’s position on steel does not signal a willingness to
resort to protectionism whenever special interests make demands
in the future. m

Export-Import Bank is Corporate Welfare

Congressional Record — U.S. House of Representatives
June 5, 2002

Madam Speaker, I rise in opposition to this bill. This bill is noth-
ing more than subsidies for big corporations. If one were to look at
the Constitution and look for authority for legislation of this sort
in Article I, Section 8, it would not be found. That in itself should
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be reason to stop and think about this, but we do not look at that
particular article too often any more.

Also for moral reasons, I object to this. Even if we accepted the
idea that we should interfere and be involved in this type of activ-
ity, it is unfair because the little guy gets squeezed and the big guy
gets all of the money. It is not morally fair because it
cannot be.

One thing that annoys me the most is when Members come to
the floor and in the name of free trade say we have to support the
Export-Import Bank. This is the opposite of free trade. Free trade
is good. Low tariffs are good, which lead to lower
prices; but subsidies to our competitors is not free trade. We
should call it for what it is. We have Members who claim they are
free traders, and yet support managed trade through NAFTA and
WTO and all these special interest management schemes, as
well as competitive devaluation of currencies with the notion that
we might increase exports. This has nothing to do with free trade.

I am a strong advocate for free trade, and for that reason I think
this bill should not be passed. There are good economic reasons
not to support this. Because some who favor this bill argue that
some of these companies are doing risky things and
they do not qualify in the ordinary banking system for these loans
and, therefore, they need a little bit of help. That is precisely when
we should not be helping. If there is a risk, it is telling us there is
something wrong and we should not do it. It is transferring the lia-
bility from the company to the taxpayer. So the risk argument does
not hold water at all.

The other reason why economically it is unsound, is that this is
a form of credit allocation. If a bank has money and they can get
a guarantee from the Export-Import Bank, they will always
choose the guarantee over the nonguarantee, so who gets
squeezed? The funds are taken out of the investment pool. The lit-
tle people get squeezed. They do not get the loan, but they are
totally unknown. Nobody sees those who did not get a loan. All
we see is the loan that benefits somebody on the short run. But
really in the long run, it benefits the big corporations. Many times
it doesn’t even do that.

Take a look at Enron. We have mentioned Enron quite a few
times already. If we add up all of the subsidies to Enron, it adds up
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to $1.9 billion. That is if we add up the subsidies from OPIC as
well. And look at what Enron did. They ran a few risks,
and then they lost it. Who was left holding the bag? The taxpayers.

Madam Speaker, I strongly urge a no vote on this bill. If Mem-
bers are for free trade, they will vote against this bill, and will vote
for true free trade. m

Don’t Antagonize Our Trading Partners

Congressional Record — U.S. House of Representatives
April 1, 2003

Madam Speaker, this week we will be working on the $75 bil-
lion supplemental appropriation to pay for the war. Financing the
war is not as simple as it appears. It involves more than just pass-
ing a piece of legislation labeled as support for the troops.

It has now been fashionable to bash France and Germany and
other friends if they are less enthusiastic for the war than we think
they should be. Yet foreign corporations provide millions of jobs
for American citizens. French companies alone employ over
400,000. There is a practical reason why offending the French and
others may backfire on us.

In 2002 we earned $11.9 billion less from our investments over-
seas than foreigners did here. This is not a sign of financial
strength. A negative balance on the income account contributes to
the $500 billion annual current account deficit. Since 1985 when we
became a deficit nation, we have acquired a foreign debt of
approximately $2.8 trillion, the world’s largest. No nation can long
sustain a debt that continues to expand at a rate greater than 5 per-
cent of the GDP. This means we borrowed more than $1.4 billion
every day to keep the borrowing binge going. This only can be
maintained until foreigners get tired of taking and holding our
dollars and buying our debt. Bashing the French and others will
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only hasten the day that sets off the train of economic events that
will please no one.

In thinking about providing funds for the war and overall mil-
itary expenditures, not only must every dollar be borrowed from
overseas, but an additional $150 billion each year as well. The cur-
rent account deficit is now 44 percent greater than the military
budget and represents the amount we must borrow to balance the
accounts. The bottom line is that our international financial condi-
tion is dire and being made worse by current international events.

It is true that military might gives a boost to a nation’s currency;
but this is not permanent if fiscal and monetary policies are
abused. Currently, our budget deficits are exploding, as there is no
restraint on spending.

No one can guarantee permanent military superiority.

The dollar has already significantly weakened this past year,
and this trend will surely continue. A weaker dollar requires that
we pay more for everything we buy overseas. Foreign borrowing
will eventually become more difficult, and this will in time cause
interest rates to rise. Be assured that domestic price inflation will
accelerate. Economic law dictates that these events will cause the
recession to linger and deepen.

My humble advice, consider being nicer to our friends and
allies. We need them more than we can imagine to finance our war
efforts. There is more to it than passing the supplemental appro-
priation. Besides, we need time to get our financial house in order.
Antagonizing our trading partners can only make that task that
much more complicated.

The day will come when true monetary reform will be
required. Printing money to finance war and welfare can never be
a panacea. m
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The United States Trade Rights Enforcement
Act

Congressional Record — U.S. House of Representatives
July 26, 2005

Mr. Speaker, I rise in strong opposition to this legislation. Isn’t
it ironic that the proponents of “free trade agreements” like
CAFTA are lining up squarely behind a bill like this that threatens
a trade war with China, and at the least calls for the United States
to initiate protectionist measures such as punitive tariffs against
“subsidized” sectors of the Chinese economy? In reality, this bill,
which appeared out of the blue on the House floor as a suspension
bill, is part of a deal made with several Members in return for a
few votes on CAFTA. That is why it is ironic: to get to “free trade”
with Central America we first need to pass protectionist legislation
regarding China.

Mr. Speaker, in addition to the irony of the protectionist flavor
of this bill, let me say that we should be careful what we demand
of the Chinese government. Take the demand that the government
“revalue” its currency, for example. First, there is sufficient prece-
dent to suggest that doing this would have very little effect on
China’s trade surplus with the United States. As Barron’s magazine
pointed out recently, “the Japanese yen’s value has more than
tripled since the breakdown of the Bretton Woods system, yet
Japan’s trade surplus remains huge. Why should the unpegging of
the Chinese yuan have any greater impact?”

As was pointed out in the Wall Street Journal recently, with the
yuan tied to several foreign currencies and the value of the dollar
dropping, China could be less inclined to purchase dollars as a
way of keeping the yuan down. Fewer Treasury bond purchases
by China, in turn, would drive bond prices down and boost
yields —which, subsequently, would cause borrowing costs for
residential and some corporate customers to increase. Does any-
one want to guess what a sudden burst of the real estate bubble
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might mean for the shaky U.S. economy? This is not an argument
for the status quo, however, but rather an observation that there are
often unforeseen consequences when we demand that foreign gov-
ernments manipulate their currency to U.S. “advantage.”

At the very least, American consumers will immediately feel
the strengthening of the yuan in the form of higher U.S. retail
prices. This will disproportionately affect Americans of lower
incomes and, as a consequence, slow the economy and increase the
hardship of those struggling to get by. Is this why our constituents
have sent us here?

In conclusion, I strongly oppose this ill-considered and poten-
tially destructive bill, and I hope my colleagues will join me in
rejecting it. m



PART SEVEN

International Affairs

In these selections I discuss U.S. economic relations with other countries,
outside the narrow context of trade policies. History shows that the most
productive and peaceful behavior would be to mind our own business, not
giving taxpayer money to regimes we like or imposing punitive sanctions
on those we dislike. I believe the U.S. should withdraw from organiza-
tions such as the IMF, World Bank, and United Nations, as they uncon-
stitutionally delegate U.S. sovereignty to international bodies, which are
unaccountable to the American people.






Dissenting Views on H.R. 7244

Congressional Record — U.S. House of Representatives
May 15, 1980

Mr. Speaker, once again your committee has recommended
pouring billions of tax dollars down an international rat hole,
bringing to approximately $16.5 billion the total amount of wealth
we have taken from the American people and given to the Inter-
national Monetary Fund. The approximately $5.5 billion increase
in our quota is the largest single increase in history, and it occurs
at a most dangerous point in the history of the international mon-
etary system.

Bailing Out the Banks

In his appearances before the Senate and House Banking Com-
mittees on this bill, Federal Reserve Governor Henry C. Wallich
had some disturbing things to say about the purposes of this mas-
sive increase in our quota. Many of these statements are allusions
to the desperate condition that seems to exist and be worsening in
repayments of loans by developing countries to large American,
Japanese, and European banks.

1. In an environment of increased international
financial strains and of increased sensitivity of the U.S.
economy to developments abroad, the United States
also benefits indirectly from the IMF’s efforts to allevi-
ate such strains. In many instances, without temporary
financial assistance from the IMF, countries would be

333
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forced to take severe adjustment actions that could
have a disruptive effect on the international economy.

2. The strengthening of the financial position of the
Fund resulting from the increase in Fund quotas is an
essential element in preparing for the strains that may
well develop on the international financial system in
the next year or two.

3. Given the expected increases in demands for bal-
ance of payments financing, as well as the large exter-
nal indebtedness that many countries already have
with commercial banks, the IMF should be in a position
to meet a larger proportion of the immediate financing
needs of its members in the coming years than it has
assumed recently. A strengthening of the Fund’s finan-
cial position by an increase in members’ quotas would
increase the likelihood that more countries would come
under the Fund'’s conditional lending umbrella.

4. The letter from the chairman of the subcommit-
tee inviting the Board to testify has accurately pointed
to the dilemma facing the international financial sys-
tem: a high level of lending by banks to developing
countries could lead to excessive risk concentrations at
banks.

5. Between the end of 1974 and the end of 1979, out-
standing claims of banks from all countries on non-oil
developing countries increased on average about $20
billion per year.

6. The rapid expansion in lending by foreign banks
has caused some concern among foreign regulatory
authorities. The German and British authorities have
begun to require banks in those countries to maintain
detailed records on a consolidated basis including, as a
minimum, lending by their head offices and foreign
branches. Since last fall, Japanese banks have been con-
strained by a request from the Ministry of Finance to
limit their international lending.
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7. Weighing all these factors is indeed complex,
but, on balance, I would conclude that the general risks
are somewhat greater in 1980 and 1981 than in 1974 and
1975. The situation clearly varies greatly from country
to country. Recent history has taught us that the posi-
tions of some countries can improve dramatically in a
short period of time. Unfortunately, in other cases, the
external situation has deteriorated rapidly over time,
either as a consequence of financial mismanagement or
because of external (and sometimes internal) events
over which the country has little control.

These warnings and allusions to impending crises cast some
light on the perceived necessity for this massive infusion of Amer-
ican tax dollars into the IMF. The money will apparently be
needed to bail out some banks that have made risky loans to the
socialist governments of developing countries.

Worldwide Inflation

Ever since World War II, the IMF has permitted and encour-
aged worldwide inflation. This has been done through providing
reserves to facilitate international payment problems. One of the
reasons given for passage of this bill is that it will enable the IMF
to handle the large imbalances of payments that now exist and are
expected to persist into the foreseeable future. The developing
nations, like the developed nations, have to face reality. There is no
free lunch. An increase of international liquidity merely serves as
another source of price inflation. It is true that recipient nations
can buy goods and services in the international markets at yester-
day’s prices, thereby gaining in relationship to those who have not
yet gained access to the fiat money, but this only can be paid for by
those who must restrict their purchases in the face of higher prices.

By creating added liquidity, the IMF can indeed redistribute
wealth, but it cannot create new wealth. The net trade imbalances
of the nations that import more than they export can be met by
gifts of new liquidity of IMF reserves, at least for as long as such
reserves are honored by the producing nations. But this is simply
a giveaway program.
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In effect, it steals resources from one group of citizens and gives
them to another group.

The transfer of resources from one nation to another makes the
IMF just one more foreign aid bureaucracy. The wealth of middle-
class citizens of the nations of the West will wind up subsidizing
the grossly inefficient programs of the elitist, socialist, envious,
and bureaucratized Third World nations. The middle classes of the
West will have to support the educated elite of the less-developed
nations. We will rob from the middle class to finance the powerful,
only we will do it across borders.

What we have seen again and again during the past 30 years is
that the guilt-ridden voters of the West —unnecessarily guilt-rid-
den—have allowed their governments to transfer their hard-
earned resources to the state planning bureaucracies of the Third
World. Government-to-government aid strengthens the economics
of socialism. This kind of aid is nothing less than a weapon—a
weapon used by Western-educated socialist bureaucrats in the
Third World to suppress economic freedom in their own countries.

Because of the testimony taken by the subcommittee two
amendments were incorporated into this bill regarding the social
programs of nations which borrow from the IMF. The first would
encourage the IMF not to impose conditions on its loans that
would adversely affect the socialist programs of the borrowing
governments. It seems that the conditions that the IMF has
imposed in the past have curtailed the attempts of those govern-
ments to provide material security for their subjects, and the com-
mittee feels that these welfare programs should not suffer because
of the irresponsible policies of the government.

Important as this amendment is, the second amendment would
encourage the World Bank to coordinate its lending activities with
those of the IMF so that borrowing governments may receive
funds sufficient to repay their loans to the banks and also maintain
the welfare programs at home. Working in tandem, the IMF and
the World Bank would become the main vehicle for the interna-
tional redistribution of wealth. Much of that wealth, of course, will
be redistributed from the American people to large bankers via
Third World governments. It will not be the first time that poor
Peter will have been robbed to pay wealthy Paul. If the IMF is suc-
cessful in its proposed policies, we will see even greater disruption
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of international economic cooperation. The IMF may have failed in
its attempt to create a world of price-controlled stability; it will not
fail in its attempt to subsidize uncertainty-producing socialist
regimes in the Third World and large banks in the First World.

Should anyone believe that the United States needs the IMF to
achieve its supposed goals of monetary reliability, price stability,
and economic growth, let him consider this fact: Switzerland has
never belonged to the IMF, does not suffer from price inflation,
and did not contribute its gold reserves only to see its gold sold off
to finance the financial follies of the Third World socialists.

We could learn a lesson from the Swiss experience, and I hope
we do. I urge my colleagues to reject this bill. m

Big Bankers Get Their Bailout

Congressional Record — U.S. House of Representatives
March 24, 1983

Mr. Speaker, in spite of the expressed concern for the poor by
the proponents of big government policies, they, nevertheless, are
seeing to it that the wealthy big bankers get their bailout. The
budget resolution passed yesterday contains $8.4 billion for fur-
ther IMF funding. I realize the budget resolution was directed
toward the benefit of welfare recipients but I really do not think
the bankers who made unwise foreign loans are all that deserving.

Billions of dollars were loaned by large international banks
with the intention of making big profits. Because these loans are
proving to be unwise and unprofitable, it is no reason why the
pain and suffering should be passed on to the American taxpayer
who is now just barely getting by.

Besides it is hardly necessary since the IMF is financially able to
pursue other courses. It has 103 million ounces of gold on hand
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and could easily sell what is needed to keep their scheme of world-
wide inflation going—for a while longer that is —without further
taxing the American taxpayer. The IMF’s official position is that
gold is not money so they have no more reason to hold gold than
diamonds.

The IMF also has authority and plans to borrow funds in the
market by issuing bonds. They claim their credit is good and could
easily raise whatever funds are necessary. This voluntary
approach is certainly preferable to the taxpayer being stuck with
the bill.

The American taxpayer should not be asked to sacrifice for for-
eign debtors nor the world’s international bankers.

The IMF funding must be rejected for moral and economic rea-
sons. It is unfair to American taxpayers and it is unwise to perpet-
uate the engine of worldwide inflation.

I am really rather shocked that the bleeding hearts who seri-
ously care for the poor have such compassion for the banking rich
who stand to lose a few dollars from the ill-advised loans they
made overseas with the intention of making huge profits. m

The Mexican Bailout

Congressional Record — U.S. House of Representatives
February 12, 1997

President Clinton, in his State of the Union Address, smugly
announced that:

We should all be proud that America led the effort to
rescue our neighbor, Mexico, from its economic crisis.
And we should all be proud that . . . Mexico repaid the
United States — three full years ahead of schedule —with
half a billion dollar profit to us.
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The reporting of this payback and the State of the Union
Address was all favorable, highly praising the administration. The
bailout was bipartisan so leaders of both parties were pleased with
the announcement. International finance, just as it is with interna-
tional military operations, is rarely hindered by inter-party fights
that get so much attention. But there are several reasons why we
should not be too quick to congratulate the money manipulators.

First, they merely celebrate the postponement of the day of
reckoning of their financial Ponzi scheme. It took 50 billion in U.S.
dollars to save creditors who had unwisely invested in Mexico
prior to the crisis of two years ago. Much of this $50 billion also
included U.S. credit extended through the IMF, the World Bank,
and the Bank of International Settlements, much of which is yet to
be repaid.

Second, foreign government welfare, and there is no better
name for it, takes money out of the productive sectors of the econ-
omy —the paychecks of middle-class Americans—to reward eco-
nomic mismanagement and political corruption. Such “welfare”
exacerbates Mexico’s suffering: social disruption, economic stag-
nation, debt crises, and declines in real incomes.

Third, a new fund set up under the IMF will serve to bail out
the next Mexico in trouble. The plan calls for the establishment of
a $25 billion credit fund with the U.S. “ponying up” $3.5 billion.
This fund is in addition to the IMF funds already available for such
crises. Mexico has also received help from the Inter-American
Development Fund; again, indirectly supported by U.S. taxpayers.
These funds indirectly guarantee the newly-issued Mexican gov-
ernment bonds and undermine the normal incentive for investors
to police governments.

As such, more confidence is now being placed in new Mexican
bonds enabling Mexico to refinance its old loans. Of course, it is at
slightly lower interest rates, but they are more than doubling the
time of repayment. All investments involve some risks. The
rewards of such risk-taking are appropriately realized by investors
as loans are repaid. American taxpayers should not, however, be
forced to subsidize the Wall Street financier any time such entre-
preneurial ventures are unprofitable. The true test of the professed
confidence in Mexico will come from the level of private invest-
ment into the productive sectors of the economy.
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Fourth, the Fed is allowed to hold Mexican bonds and use them
as collateral for our own Federal Reserve Notes. It does so, even
though it will not admit it, and refuses to reveal just how much it
holds. It is quite possible that the newly issued Mexican bonds will
find their way into the Fed’s holdings. How far down the road we
have traveled from constitutional money when we are backing the
dollar not with gold but with Mexican bonds!

Fifth, a likely motivation for this fanfare regarding the repay-
ment of the loans, and the so-called profits engendered, is to get
the U.S. Congress to go along with using this money to pay our
back dues to the United Nations. How about paying our so-called
U.N. back dues with our Mexican bond holdings?!

The use of the Exchange Stabilization Fund to bail out the peso
was illegal and unconstitutional, and yet now we have a precedent
not only established but praised for its great success. This prece-
dent encourages political currency manipulation over sound fiscal
and monetary policies as well as establishes the U.S. as lender of
last resort for all governments with bad policies.

President Clinton claims that, “We stand at another moment of
change and choice—and another time to be farsighted, to bring
America 50 more years of security and prosperity.” He earlier told
us the “era of big government is over,” but calls for full burden
sharing through the IMF in a multilateral way with the Mexico
agreement. We need to end this shell game of masking economic
mismanagement by circumventing both the Constitution and Con-
gress.

We must stand firm in our opposition to the establishment of
new extra-governmental agreements that will reward govern-
ments with irresponsible policies which, at the same time, punish
their own people and erode U.S. sovereignty. Such policies take us
one step further from a constitutional rule of law, and institution-
alize the United States as the world’s lender of last resort—all at
the expense of the American taxpayer.

Political and economic factors can override, only in the short
run, the subtle reality that the fiat nature of the dollar guarantees
its inherent weakness and steady depreciation. This new easy
credit scheme that the government creates by fiat only expands the
World Dollar Base leading to U.S. dollar depreciation and reduced
buying power.
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In essence, the bailout of Mexico and the financing of the pay-
back with interest, to the sheer delight of the politicians and their
Wall Street constituents, were done on the back of the U.S. dollar
and the U.S. taxpayer. The real consequence, however, will not be
felt until dollar confidence is lost which will surely come and be
accompanied by rapid inflation and high interest rates. m

Reaffirming Commitment of United States to
Principles of the Marshall Plan

Congressional Record — U.S. House of Representatives
May 21, 1997

Mr. Speaker, I rise to make some comments about the Marshall
Plan because my interpretation is somewhat different than the
conventional wisdom of the past 50 years.

I happen to believe the understanding of the Marshall Plan is
probably one of the most misunderstood economic events of the
20th century. The benefits are grossly overstated. The Marshall
Plan through these many years has been used as the moral justifi-
cation for all additional foreign aid. And once I hear it, I assume
we are on the verge of extending and expanding our foreign aid
overseas.

When we look at the total amount of money that flowed into
Europe following World War II, the amount that came from the
American taxpayers was not large. The large amount came from
corporations and investors who believed that Europe would be
safe and secure, so the large number of dollars then flowed into
Europe.

It was interesting that the conditions were improved in Europe
not so much because of America but sometimes in spite of America,
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because many of our economists went to Europe at this time and
advised them that the most important thing that they could do,
especially in Germany, was to maintain price controls. Here in this
country we did not learn, and hopefully we have finally learned
the lesson, but we had not learned until at least 1971 that wage and
price controls were not a good idea.

Yet Ludwig Erhard at that time defied the strong advice by the
American advisers and took off wage and price controls, kept
taxes low, kept regulations low, produced political conditions
which were very conducive to investment, and this is what caused
the real recovery in Europe.

Political assistance, funds flowing into a country through polit-
ical maneuvers, are never superior to those funds that flow into a
country for reasons of the political stability. Because Europe did
invite capital, this was the real reason why Europe recovered.

Foreign aid is used frequently throughout the world to help
people. But if we look at Zaire and Rwanda and the many coun-
tries of the world, foreign aid has really been a gross failure. As a
matter of fact, it does harm because it encourages the status quo.
The market is much smarter than we as politicians, because if the
market and the political conditions are not right, that country that
wants capital must improve those conditions to invite the capital.
A good example might be in Vietnam at the current time. They
changed their conditions to invite capital. So there must be an
incentive for those countries to change their condition.

Foreign aid very often and very accurately, I believe, is a con-
dition of taking money from the poor people in a rich country and
giving it to the rich people of a poor country. I think there is a lot
of truth to that, because the burden of taxation and inflation and
the many things that our average citizen and our middle-class cit-
izen suffer comes from overexpenditures and good intentions
whether they are here, at home, or overseas. We believed at that
time, and strongly so, I guess, still, that the government’s respon-
sibility, whether it is through government expenditures or through
the inflationary machinery of the Federal Reserve, that if we stim-
ulate an economy, if we prime the pump, so to speak, that we can
stimulate the economy. This was the argument after World War II,
that we would prime the pump. That is not a free-market notion,
that is a Keynesian notion. There has been no proof that this is
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beneficial. Really what counts is a sound currency. Germany after
World War II and even to this date is known to have a harder and
sounder currency than any other currency in Europe. Political sta-
bility is what is necessary, not taking money from taxpayers of one
country and shifting it to another one.

Foreign aid very often, not so much the foreign aid that went to
Europe, and I would grant my colleagues, the other conditions
compensated and did not allow the foreign aid to be damaging so
much as the foreign aid, say, to a country like Rwanda. That was
so destabilizing, because the politicians get hold of the money and
they use it for political reasons. Money to help a country must go
in because conditions are beneficial, that encourage investment,
that encourage the market to work.

Mr. Speaker, I would argue that there is a different interpreta-
tion, but I know that the support for this measure is justified. m

Calling for the United States to Withdraw
from the World Trade Organization

Congressional Record — U.S. House of Representatives
March 1, 2000

Mr. Speaker, I rise today to announce my introduction of and
request cosponsors for a privileged resolution to withdraw the
United States from the World Trade Organization.

Last week, the Wall Street Journal reported that the United States
was dealt a defeat in a tax dispute with the European Union by an
unelected board of international bureaucrats. It seems that, accord-
ing to the WTO, $2.2 billion of United States tax reductions for
American businesses violates WTO'’s rules and must be eliminated
by October 1 of this year.
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Much could be said about the WTO’s mistaken Orwellian
notion that allowing citizens to retain the fruits of their own labor
constitutes subsidies and corporate welfare. However, we need
not even reach the substance of this particular dispute prior to ask-
ing: by what authority does the World Trade Organization assume
jurisdiction over the United States federal tax policy? That is the
question.

At last reading, the Constitution required that all appropriation
bills originate in the House, and specified that only Congress has
the power to lay and collect taxes. Taxation without representation
was a predominant reason for America’s fight for independence
during the American Revolution. Yet, now we face an unconstitu-
tional delegation of taxing authority to an unelected body of inter-
national bureaucrats.

Let me assure Members that this nation does not need yet
another bureaucratic hurdle to tax reduction. Article 1, Section 8
of the United States Constitution reserves to Congress alone the
authority for regulating foreign commerce. According to Article
II, Section 2, it reserves to the Senate the sole power to ratify
agreements, namely, treaties, between the United States govern-
ment and other governments.

We all saw the recent demonstrations at the World Trade Orga-
nization meetings in Seattle. Although many of those folks who
were protesting were indeed rallying against what they see as evils
of free trade and capitalist markets, the real problem when it
comes to the World Trade Organization is not free trade. The
World Trade Organization is the furthest thing from free trade.

Instead, it is an egregious attack upon our national sovereignty,
and this is the reason why we must vigorously oppose it. No
nation can maintain its sovereignty if it surrenders its authority to
an international collective. Since sovereignty is linked so closely to
freedom, our very notion of American liberty is at stake in this
issue.

Let us face it, free trade means trade without interference from
governmental or quasi-governmental agencies. The World Trade
Organization is a quasi-governmental agency, and hence, it is not
accurate to describe it as a vehicle of free trade. Let us call a spade
a spade: the World Trade Organization is nothing other than a
vehicle for managed trade whereby the politically-connected get
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the benefits of exercising their position as a preferred group; pre-
ferred, that is, by the Washington and international political and
bureaucratic establishments.

As a representative of the people of the 14th District of Texas
and a Member of the United States Congress sworn to uphold the
Constitution of this country, it is not my business to tell other
countries whether or not they should be in the World Trade Orga-
nization. They can toss their own sovereignty out the window if
they choose. I cannot tell China or Britain or anybody else that they
should or should not join the World Trade Organization. That is
not my constitutional role.

I can, however, say that the United States of America ought to
withdraw its membership and funding from the WTO immedi-
ately.

We need to better explain that the Founding Fathers believed
that tariffs were meant to raise revenues, not to erect trade barri-
ers. American colonists even before the war for independence
understood the difference.

When our Founding Fathers drafted the Constitution, they
placed the treaty-making authority with the President and the Sen-
ate, but the authority to regulate commerce with the House. The
effects of this are obvious. The Founders left us with a system that
made no room for agreements regarding international trade;
hence, our nation was to be governed not by protection, but rather,
by market principles. Trade barriers were not to be erected, period.

A revenue tariff was to be a major contributor to the U.S. Trea-
sury, but only to fund the limited and constitutionally authorized
responsibilities of the federal government. Thus, the tariff would
be low.

The colonists and Founders clearly recognized that these are
tariffs or taxes on American consumers, they are not truly taxes on
foreign corporations. This realization was made obvious by the
British government’s regulation of trade with the colonies, but it is
a realization that has apparently been lost by today’s protection-
ists.

Simply, protectionists seem to fail even to realize that raising
the tariff is a tax hike on the American people. m
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U.S. Membership in the World Trade
Organization

Congressional Record — U.S. House of Representatives
June 19, 2000

Mr. Speaker, I rise tonight to talk about a bill that is coming to
the floor either tomorrow or the next day. It is H.J. Res. 90. This
resolution, if it were to pass, would get us out of the World Trade
Organization.

There are many of us here in the House and many Americans
who believe very sincerely that it is not in our best interests to
belong to the World Trade Organization, who believe very sin-
cerely that international managed trade, as carried on through the
World Trade Organization, does not conform with our Constitu-
tion and does not serve our interests.

It is said by those who disagree with this so often in the media
that those of us who disagree with the World Trade Organization
that we are paranoid, we worry too much, and that there is no loss
of sovereignty in this procedure. But quite frankly, there is strong
evidence to present to show that not only do we lose sovereignty
as we deliver this power to the World Trade Organization, that it
indeed is not a legal agreement. It does not conform with our Con-
stitution, and, therefore, we as Members of Congress should exert
this privilege that we have every five years to think about the
World Trade Organization, whether it is in our best interests and
whether it is technically a good agreement.

The World Trade Organization came into existence, and we
joined it, in a lame duck session in 1994. It was hurried up in 1994
because of the concern that the new Members of Congress, who
would have much more reflected the sentiments of the people,
would oppose our membership in the WTO. So it went through in
1994; but in that bill, there was an agreement that a privileged res-
olution could come up to offer us this opportunity.
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Mr. Speaker, let me just point out the importance of whether or
not this actually attacks our sovereignty. The CRS has done a
study on the WTO, and they make a statement in this regard. This
comes from a report from the Congressional Research Service on
August 25, 1996. It is very explicit. It says, as a member of the
WTO, the United States does commit to act in accordance with the
rules of the multilateral body. It is legally obligated to ensure
national laws do not conflict with WTO rules. That is about as clear
as one can get.

Now, more recently, on June 5, the WTO director, General
Michael Moore, made this statement and makes it very clear: the
dispute settlement mechanism is unique in the international archi-
tecture. WTO member governments bind themselves to the out-
come from panels and, if necessary, the appellate body. That is
why the WTO has attracted so much attention from all sorts of
groups who wish to use this mechanism to advance their interests.

Interestingly enough, in the past, if we dealt with trade matters,
they came to the U.S. Congress to change the law; they came to
elected representatives to deal with this, and that is the way it
should be under the Constitution. Today, though, the effort has to
be directed through our world trade representative, our interna-
tional trade representative, who then goes to bat for our business
people at the WTO. So is it any surprise that, for instance, the com-
pany of Chiquita Banana, who has these trade wars going on in the
trade fights, wants somebody in the administration to fight their
battle, and just by coincidence, they have donated $1.5 million in
their effort to get influence?

So I think that the American people deserve a little bit more
than this.

The membership in the WTO actually is illegal, illegal any way
we look at it. If we are delivering to the WTO the authority to reg-
ulate trade, we are violating the Constitution, because it is very
clear that only Congress can do this. We cannot give that author-
ity away. We cannot give it to the President, and we cannot give it
to an international body that is going to manage trade in the WTO.
This is not legal, it is not constitutional, and it is not in our best
interests. It stirs up the interest to do things politically, and
unelected bureaucrats make the decision, not elected officials. It
was never intended to be that way, and yet we did this five years
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ago. We have become accustomed to it, and I think it is very
important, it is not paranoia that makes some of us bring this up
on the floor.

Mr. Speaker, we will be discussing this either tomorrow or the
next day. We will make a decision, and it is not up to the World
Trade Organization to decide what labor laws we have or what
kind of environmental laws we have, or what tax laws. m

New China Policy

Congressional Record — U.S. House of Representatives
April 25, 2001

President Bush deserves much credit for the handling of the
spy plane crisis. However, he has received significant criticism
from some of his own political supporters for saying he was
“very” sorry for the incident. This seems a “very” small price to
pay for the safe return of 24 American military personnel. Trade
with China though should be credited for helping to resolve this
crisis. President Bush, in the diplomatic handling of this event,
avoided overly strong language and military threats, which would
have done nothing to save the lives of these 24 Americans.

This confrontation, however, provides an excellent opportunity
for us to reevaluate our policy toward China and other nations.
Although trade with China, for economic reasons, encouraged
both America and China to work for a resolution of the spy plane
crisis, our trading status with China should be reconsidered. What
today is called free trade is not exactly that. Although we engage
in trade with China, it is subsidized to the tune of many billions of
dollars through the Export-Import Bank — the most of any country
in the world.

We also have been careless over the last several years in
allowing our military secrets to find their way into the hands of
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the Chinese government. At the same time we subsidize trade
with China, including sensitive military technology, we also build
up the Taiwanese military while continuing to patrol the Chinese
border with our spy planes. It’s a risky, inconsistent policy.

The question we must ask ourselves is how would we react if
we had Chinese airplanes flying up and down our coast and occu-
pying the air space of the Gulf of Mexico?? We must realize that
China is a long way from the U.S. and is not capable, nor is she
showing any signs, of launching an attack on any sovereign terri-
tory of the United States.

Throughout all of China’s history she has never pursued mili-
tary adventurism far from her own borders. That is something that
we cannot say about our own policy. China traditionally has only
fought for secure borders predominantly with India, Russia,
Japan, and in Korea against the United States, and that was only
when our troops approached the Yaloo River.

It should not go unnoticed that there was no vocal support
from any of our allies for our spy missions along the Chinese coast.
None of our allies bothered to condemn the action of the Chinese
military aircraft, although it technically was the cause of the acci-
dent. Don’t forget that when a Russian aircraft landed in Japan in
1976, it was only after many months we returned the plane to Rus-
sia—in crates.

Although there is no doubt that we technically have legal
grounds for making these flights, the question really is whether or
not it is wise to do so or necessary for our national security. Actu-
ally a strong case can be made that our national security is more
threatened by our patrolling the Chinese coast than if we avoided
such flights altogether. After a half a century it’s time to reassess
the need for such flights. Satellite technology today gives us the
ability to watch and to listen to almost everyone on earth. If there
is a precise need for this type of surveillance for the benefit of Tai-
wan, then the Taiwanese ought to be involved in this activity, not
American military personnel. We should not feel so insecure that
we need to threaten and intimidate other countries in order to
achieve some vague psychological reassurance that we’re still the
top military power in the world. This is unnecessary and may well
represent a weakness rather than strength.
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The Taiwan Relations Act essentially promises that we will
defend Taiwan at all costs and should be reevaluated. Morally and
constitutionally a treaty cannot be used to commit us to war at
some future date. One generation cannot declare war for another.
Making an open-ended commitment to go to war, promising
troops, money, and weapons, is not permitted by the Constitution.

It is clear that war can only be declared by a Congress cur-
rently in office. Declaring war cannot be circumvented by a treaty
or agreement committing us to war at some future date. If a pre-
vious treaty can commit future generations to war, the House of
Representatives, the body closest to the people, would never have
a say in the most important issue of declaring war.

We must continue to believe and be confident that trading with
China is beneficial to America. Trade between Taiwan and China
already exists and should be encouraged. It’s a fact that trade did
help to resolve this current crisis without a military confrontation.

Concern about our negative trade balance with the Chinese is
irrelevant. Balance of payments are always in balance. For every
dollar we spend in China those dollars must come back to Amer-
ica. Maybe not buying American goods, as some would like, but
they do come back and they serve to finance our current account
deficit.

Free trade, it should be argued, is beneficial even when done
unilaterally, providing a benefit to our consumers. But we should
take this opportunity to point out clearly and forcefully the fool-
ishness of providing subsidies to the Chinese through such vehi-
cles as the Export-Import Bank. We should be adamantly opposed
to sending military technology to such a nation, or to any nation
for that matter.

It is interesting to note that recent reports reveal that missiles,
coming from Israel and financed by American foreign aid, were
seen on the fighter plane that caused the collision. It should be
equally clear that arming the enemies of our trading partners does
not make a whole lot of sense either. For American taxpayers to
continue to finance the weaponry of Taiwan, and to maintain an
open commitment to send our troops if the border dispute
between Taiwan and China erupts into violence, is foolhardy and
risky.
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Don’t forget that President Eisenhower once warned that there
always seems to be a need for a “monster to slay” in order to keep
the military industries busy and profitable. To continue the
weapons buildup, something we are always engaged in around
the world, requires excuses for such expenditures —some of these
are planned, some contrived, and some accidental.

When we follow only a military approach without trading in
our dealings with foreign nations, and in particular with China, we
end up at war, such as we did in the Korean War. Today, we are
following a policy where we have less military confrontation with
the Chinese and more trade, so relations are much better. A crisis
like we have just gone through is more likely to be peacefully
resolved to the benefit of both sides. But what we need is even less
military involvement, with no military technology going to China
and no military weapons going to Taiwan. We have a precise inter-
est in increasing true free trade; that is, trade that is not subsidized
nor managed by some world government organization like the
WTO. Maintaining peace would then be much easier.

We cannot deny that China still has many internal moral, eco-
nomic, and political problems that should be resolved. But so do
we. Their internal problems are their own. We cannot impose our
views on them in dealing with these issues, but we should be con-
fident enough that engaging in free trade with them and setting a
good example are the best ways for us to influence them in com-
ing to grips with their problems. We have enough of our own
imperfections in this country in dealing with civil liberties, and we
ought not to pretend that we are saintly enough to impose our will
on others in dealing with their problems. Needless to say we don’t
have the legal authority to do so either.

During the Cuban missile crisis a resolution was achieved
under very dangerous circumstances. Quietly, President Kennedy
had agreed to remove the missiles from Turkey that were pointed
at the Soviets, making the point that American missiles on the
Soviet borders was not unlike the Soviet missiles on the American
borders. A few months later, quietly, the United States removed
these missiles, and no one suffered. The Cold War was eventually
won by the United States, but our national security was not threat-
ened by the removal of those missiles.
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It could be argued that the fact that our missiles were in Turkey
and pointed at the Soviets was more of a threat to our national secu-
rity because that motivated the Soviets to put their missiles in Cuba.
It would do no harm to our national security for us to quietly, in
time, stop the potentially dangerous and unnecessary spy missions
that we have pursued for over 50 years along the Chinese border.

James Bamford recently wrote in The New York Times of an
episode that occurred in 1956 when Eisenhower was president. On
a similar spy mission off the Chinese coast the Chinese Air Force
shot down one of our planes, killing 16 American crewmen. In
commenting on the incident President Eisenhower said, “We seem
to be conducting something that we cannot control very well. If
planes were flying 20 to 50 miles from our shores we would be
very likely to shoot them down if they came in closer, whether
through error or not.”

We have been pursuing these missions near China for over 50
years. It’s time to reconsider the wisdom and the necessity of such
missions, especially since we are now engaged in trade with this
nation.

Bellicose and jingoistic demands for retaliation and retribution
are dangerous, and indeed are a greater threat to our national
security than relying on satellite technology for gathering the
information that we might need. A policy of peaceful, nonsubsi-
dized trade with China would go a long way to promoting
friendly and secure relations with the Chinese people. By not
building up the military arsenal of the Taiwanese, Taiwan will be
forced to pursue their trade policies and investments with China,
leading to the day where the conflict between these two powers
can be resolved peacefully.

Today, it looks like there’s a much better chance of North and
South Korea getting together and solving their dispute than was
the case in the 1950s, when we sent hundreds of thousands of
troops and millions of bombs to resolve the conflict, which was
unsuccessful.

We should have more confidence that peaceful trade is a much
stronger weapon than all the military force that we can provide.
That same argument can be made for our dealings with Vietnam
today. We did not win with weapons of war in the 1960s, yet we
are now much more engaged in a peaceful trade with the people
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of Vietnam. Our willingness over the past hundred years to resort
to weapons to impose our will on others has generally caused a
resentment of America rather than respect.

It is now time to reassess our entire foreign policy of worldwide
military intervention. Staying neutral in world conflicts while
showing a willingness to trade with all nations anxious to trade
with us will do more to serve the cause of world peace than all the
unnecessary and provocative spy missions we pursue around the
gl