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Additional Views of Senator Christopher J. Dodd 

The Gold Commission majority has discharged its responsibility 
to 'conduct a study to assess and make recommendations with regard 
to the policy of the U.S. Government concerning the role of gold 
in the domestic and international monetary systems" by rejecting 
most proposals to adopt a classical gold standard or otherwise 
enhance the monetary role of gold, particularly in a manner that 
could lead to adoption of a classical gold standard. Commission 
records indicate that the monetary policy implications of adopting 
these proposals range from irrelevant to catastrophic. 

I wish to associate myself with the views, expressed by 
Congressmen Henry S. Reuss and Chalmers P. Wylie, regarding the 
Gold Commission's majority recommendation that the Treasury Depart- 
ment be authorized to mint a "gold bullion coin" exempt from capital 
gains and sales taxation. Increased speculation in gold, at the 
expense .of investment in productive assets, is clearly contrary to 
our economic and financial interests, Furthermore, the states 
would find that, through federal action, they were deprived of an 
important source of sales tax revenue at a time when the federal 
government is shifting substantial program responsibilities and 
costs to the states. On this matter, I join with the Gold Commission 
minority in opposing Treasury issue of such gold bullion coins. 

While I have reservations about the Gold Commission's juris- 
diction over monetary policy questions not directly related to the 
role of gold, I would note that improved definition, measurement 
and control of the money supply are important issues which cannot 
be separated from the larger goals of long-term price stability and 
economic growth. Accordingly, I urge that Congress proceed with 
the utmost caution should it consider proposals for multi-currency 
systems, whether or not they involve gold. 
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As members of the United States Gold Commission, we all subscribe to 

the broad principles outlined in this Report. Each of us might disagree on 

details or might have phrased a sentence or paragraph differently, but such 

disagreements are insignificant compared to the overriding importance of 

presenting to the Congress an alternative course, a course charted toward a 

sound monetary system based on gold. 

Lewis Lehrman Ronald Paul 

Qualified Endorsement 

While I generally endorse the broad principles presented in this Report, 

I believe their implementation should be delayed until the new fiscal and 

monetary programs of the Reagan Administration and the recommendations of the 

Gold Comission in its majority report are given the opportunity to succeed 

or fail. Should the programs recommended in the majority report fail to pass 

Congress within the next two years, I would endorse the plan for monetary 

reform presented herein. 

Arthur Costamagna 
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INTRODUCTION 

The United S ta t e s  is now i n  the  most se r ious  recess ion  s ince  the  

1930's. The most s t a i d  and sober  magazines and newspapers a r e  wr i t ing  

openly about t he  ~ o s s i b i l i t ~  of depression. Sectors  of the  economy have 

already entered the  depression s tage ;  more a r e  threatening t o  follow. 

The number of personal and business  f a i l u r e s  more than doubled from 1971 

t o  1981, and the e a r l y  f i g u r e s  f o r  1982 ind ica t e  t h a t  f a i l u r e s  a r e  up 

f i f t y  percent over 1981. I n t e r e s t  r a t e s  remain near record highs; unemploy- 

ment has reached nine percent  and is moving upward. The only s i g n  of 

improvement is  a slower r a t e  of increase--but s t i l l  an  increase-- 

i n  the cost-of-living. Annualized increases  i n  the  Consumer P r i ce  Index 

a r e  now down near the  l e v e l s  t h a t  prompted President  Nixon t o  impose price.  

and wage cont ro ls  i n  1971. 

How did the economy g e t  i n t o  such a poor condition? Can i t  be blamed 

on the Reagan Administration's new po l i c i e s ,  a s  some would l i k e  t o  do? O r  

i s  there  a more fundamental reason fo r  our present  c r i s i s ?  

It is  the conclusion of the  s igners  of t h i s  repor t  t h a t  there  is  

a more fundamental reason. Our present c r i s i s  has not developed i n  the pas t  

year;  i t  has been growing f o r  a t  l e a s t  a decade. When President  Nixon 

imposed p r i ce  and wage con t ro l s  on August 15, 1971, he a l s o ,  i r o n i c a l l y  

enough, severed the l a s t  l i n k  between the d o l l a r  and gold. The process 

begun i n  1913 with the formation of the Federal Reserve System, accelerated 

by President  Franklin Roosevelt through a conf i sca t ion  of p r iva t e ly  owned 

gold and a devaluation of the d o l l a r ,  nearly completed i n  the  1960's by 



the  withdrawing of s i l v e r  c e r t i f i c a t e s  from c i r c u l a t i o n  and the  end of 

s i l v e r  coinage, was f i n a l l y  completed when the  i n t e r n a t i o n a l  c o n - ~ e r t i b i l i t y  

of t h e  d o l l a r  i n t o  gold was ended i n  1971. 

The entire process  Is a catalogue of broken promises and o u t r i g h t  t h e f t  

on t h e  p a r t  of  t h e  f e d e r a l  government as i t  sought t o  s u b s t i t u t e  a managed, 

irredeemable paper money system f o r  a gold s tandard.  For t he  p a s t  t en  years  

w e  have had a monetary system unique i n  our  na t iona l  h i s tory :  no c i r c u l a t i n g  

s i l v e r  o r  gold coinage, bu t  a government monopoly of politically-managed 

paper money. The presen t  c r i s i s  is a r e s u l t  of t h i s  fundamental change i n  

our monetary arrangements, and it w i l l  not--indeed cannot-be ended 

permanently unless fundamental reforms are made. 

Our t en  year  experiment w i th  paper money has f a i l e d ;  i t  is t i m e  t h a t  

the  Congress recognize t h a t  f a i l u r e .  Congress has  v io l a t ed  both the  

p r inc ip l e s  of sound economics and the  requirements of our supreme law, 

the Cons t i tu t ion .  

That Cons t i t u t i on  fo rb ids  t h a t  anytning except gold and s i l v e r  co in  

should be made a tender i n  payment.of debt--yet Congress has made inconver t ib le  

paper a l e g a l  tender. Economics r e q u i r e s  a recogni t ion t h a t  there  

is no such th ing  a s  a f r e e  lunch, bu t  Congress has i n s t i t u t i o n a l i z e d  the  

money c r e a t i n g  powers of t h e  Federa l  Xeserve i n  its e f f o r t s  t o  perform t h e  

mirac le  of turning s tones  i n t o  bread. 

Chaoter One of t h i s  r epo r t  p r e sen t s  an economic overview of the  l a s t  

t en  years ,  a decade of paper money. Chapters Two and Three d e t a i l  t he  

process by which w e  a r r i ved  a t  our presen t  s t a t e .  The four th  chapter  p resen ts  

t he  case  f o r  monetary freedom; Chapter Five argues the case f o r  a gold  

s tandard,  and Chapter Six o u t l i n e s  t h e  s p e c i f i c  reforms t h a t  w i l l  be 

needed t o  c o r r e c t  t he  blunders of t h e  pas t .  F ina l ly ,  Chapter Seven 



w i l l  o f fer  two views of the next ten years,  a decade u i t h  gold and a decade 

without. 

In 1982 Congress faces a crisis and an opportunity. We hope the 

arguments presented here are persuasive, and the Congress acts in a timely 

fashion to avert an economic calamity. For too long the federal government 

has been playing with monopoly money; we must move forward to a real 

money system, gold. 



CHAPTER ONE 

THE PRESENT PlONETARY CRISIS 

I n  1784 i n  t h e  deba te  o v e r  t h e  money i s s u e ,  Thomas J e f f e r s o n  s a i d :  

"1f we determine t h a t  a d o l l a r  s h a l l  b e  our  u n i t ,  we must then  s a y  w i t h  

p r e c i s i o n  what a d o l l a r  is." Our founding f a t h e r s  followed t h a t  a d v i c e  

4 and i n  1792 t h e  d o l l a r  was d e f i n e d  as 371 /16 g r a i n s  of s i l v e r .  From 1792 

u n t i l  August 15, 1971 t h e  d o l l a r  was de f ined  as a p r e c i s e  weight of e i t h e r  

s i l v e r  o r  gold. Since  1971, t h e  d o l l a r  has  had no d e f i n i t i o n  ( o f f i c i a l l y  

t h e  d e f i n i t i o n  w a s  n o t  l e g a l l y  r e j e c t e d  u n t i l  1976) ;  t h e  adv ice  of Thomas 

J e f f e r s o n  has  been r e j e c t e d  e n t i r e l y .  For more t h a n  t e n  y e a r s  t h e  d o l l a r  

h a s  been nothing more than  a p i e c e  of paper w i t h  government i n k  on i t .  

More and more Americans have come t o  recognize  t h i s , a n d  a l o s s  o f  con- 

f i d e n c e  i n  t h e  currency h a s  p a r a l l e l e d  t h i s  r ecogni t ion .  The monetary 

a u t h o r i t i e s  say  i t  is unnecessary t o  have a precise d e f i n i t i o n  of t h e  dol-  

l a r ,  claiming: "A d o l l a r  i s  whatever i t  w i l l  buy." T h i s  being t h e  case, 

and t h e  f a c t  t h a t  t h e  d o l l a r  buys less every day, and approximately one- 

t h i r d  of what i t  bought i n  1971, t h e  d o l l a r  today is undef inab le  and i t s  

v a l u e  is r e l a t i v e .  It should be  obvious t h a t  t h i s  l o s s  of d e f i n i t i o n  of 

what t h e  monetary u n i t  is, is d i r e c t l y  r e l a t e d  t o  t h e  f i n a n c i a l  and economic 

problems we f a c e  today. 

I f  t h e  d o l l a r  served a s  t h e  u n i t  of account f o r  a s i n g l e  South American 

n a t i o n ,  such as Chi le  o r  B r a z i l ,  t h e  s i g n i f i c a n c e  of t h i s  change from a pse- 

c i s e  d e f i n i t i o n  t o  no d e f i n i t i o n  would be l e s s .  However, s i n c e  world War 11 

t h e  d o l l a r  has  been t h e  i n t e r n a t i o n a l  currency of account ,  used throughout 

t h e  world,  and he ld  a s  a r e s e r v e  currency by most major western  n a t i o n s .  

Even though t h i s  was done unwisely, i t  worked temporar i ly  up u n t i l  1971 when 



the d e f i n i t i o n  of the d o l l a r  was changed. 

Un t i l  1971 a "dol lar"  was 1/35 of an  ounce of gold, and a l l  na t ions  

t h a t  held t h e  d o l l a r  a s  a reserve  were assured t h a t  t h e i r  d o l l a r s  could 

be redeemed f o r  of an ounce of gold--even i f  American c i t i c e n s  were 

denied t h a t  same r i g h t .  However, t he  f a i l u r e  of t he  U.S. government over 

many decades (Congress, t he  Federal  Reserve and t h e  Administration) t o  

i s s u e  only d o l l a r s  t h a t  could be redeemed, l e d  t o  a massive i n f l a t i o n  

of the  money supply f o r  var ious  p o l i t i c a l  reasons. This  forced the  United 

S t a t e s  t o  de fau l t  on its c o n v e r t i b i l i t y  pledge and the  d o l l a r  became only 

something the  government claimed i t  was.  Residual  t r u s t  and b l ind  f a i t h  

have allowed the  d o l l a r  t o  serve  s ince  1971 a s  money, bu t  with ever  in- 

creasing d i f f i c u l t y .  Understanding Je f f e r son ' s  advice about a p rec i se  

d e f i n i t i o n  of the  d o l l a r ,  and analysing the  problems of t h e  l a s t  decade, 

during which time we  have had no d e f i n i t i o n  of t he  d o l l a r ,  

a r e  c r u c i a l  i n  our  attempt t o  pave the  way f o r  a sound, honest and r e l i a b l e  

monetary system. 

From 1792 t o  1971 w e  had an imperfect money and banking system, a s  w i l l  

be shown i n  Chapters two and three. But during t h a t  time the  d o l l a r  was always 

r e l a t e d  t o  gold i n  one way o r  another.  ( I t  may be  argued t h a t  the  exception 

was the greenback e r a  during the  Civil  War, bu t  even then gold c i r cu l a t ed  

and was used t o  some degree.) Even with its obvious imperfections,  t he  gold 

d o l l a r  worked r a t h e r  w e l l  compared t o  t h e  p a s t  t e n  years .  Though the  Depression 

of t he ,1930 t s  was ushered i n  by government meddling i n  t he  economy and ir- 

responsible  money management, t he  gold d o l l a r  per s e  survived, even though 

debased by 41%. Today the  d o l l a r  is  troubled by a general  l ack  of confidence. 

The market is  an t i c ipa t ing  t h a t  a s teady deprec ia t ion  w i l l  continue, thus 

prompting high i n t e r e s t  r a t e s .  The purchasing power of t he  d o l l a r  a s  compared 

t o  gold has dramatical ly  decreased over t he  pas t  decade. By h i s t o r i c  

ana lys is ,  i t  is c l e a r  t h a t  1971 was a s i g n i f i c a n t  and unique year i n  



American monetary h is tory .  

This being the  case, what i n p a r t i c u l a r  occurred on August 15, 1971? It 

w a s  on t h i s  day President  Nixon "closed the gold window," which meant t ha t  

o f f i c i a l l y  the  American government would no longer honor its promise to  foreign 

holders  of d o l l a r s  t o  redeem those d o l l a r s  i n  gold. It became pol icy what 

was already )mown through the  world, t h a t  the American government had created 

many more dollars-promises t o  pay-then they should have and no longer could 

l i v e  up t o  t h e i r  monetary commitments by redeeming them i n  gold. A new 

agreement, the Smithsonian agreement, which las ted  only fourteen months, was claimed 

by President  Nixon t o  be "the most s ign i f i can t  monetary agreement in the h i s to ry  

of t he  world," proudsing i t  would c r e a t e  jobs, r e s t o r e  f i n a n c i a l  s t a b i l i t y ,  help 

the farmers, s t imula te  exports ,  and br ing prosperi ty  t o  all. "Significant!'it was, 

but in an e n t i r e l y  d i f f e r e n t  way, f o r  i t  was t h i s  agreement t h a t  ushered i n  the  

present period of f i a t  paper money and monetary chaos. It has brought us the 

exact opposite of w h a t  w a s  intended. 

I n  h i s  statement i n  1971 President  Nixon, a s  many uninformed individuals  

do today, blamed "speculation" f o r  our problems and not the r e a l  culpr i t - -  

gwernment i n f l a t i on .  He f u r t h e r  s t a t e d  on t h a t  f a t e f u l  day " tha t  t h e e f f e c t  

of t h i s  act ion,  i n  o ther  words, w i l l  be t o  s t a b i l i z e  the do l l a r .  " Row can 

ve expect those who claimed t h a t  r e j e c t i n g  a gold-related d o l l a r  would 

" s t a b i l i z e  the dol lar"  t o  advise  u s  now on solving our cur ren t  f inanc ia l  and 

monetary c r i s i s ?  We cannot, because they a r e  not capable. It 

is necessary t o  look elsewhere f o r  the solut ion.  

Even though the  dec lara t ion  made in August 1971 was of grea t  s ignif icance,  

overa l l  monetary pol icy did not change a t  t h a t p a r t i c u l a r  time. This was 



e s s e n t i a l l y  an admission of the f a i l u r e  of the Federal Reserve's dis-  

c re t ionary  monetary pol icy they had followed i n  various forms s ince  1914. 

Although previous de f l a t i ons  ( p a r t i c u l a r l y  1929 and 1932), and the  f a c t  we 

were spared from the  physical  des t ruc t ion  of World War 11, prolonged the  l i f e  

of t h e  d o l l a r ,  the  i n w i t a b l e  f a i l u r e  of d i sc re t iona ry  pol icy  was known by many 

f o r  a long t i m e .  

When t h e  record of t he  pas t  t e n  years  is  examined, i t  is  c l e a r  t h a t  

i nd ic t ing  the  monetary arrangements of the  pas t  decade is j u s t i f i e d .  It is 

c l e a r  t h a t  d i sc re t iona ry  monetary pol icy ,  without any as s i s t ance  from gold, 

l eads  to  s e r ious  economic i n s t a b i l i t y ,  l a c k  of c a p i t a l  formation, high 

i n t e r e s t  r a t e s ,  high p r i c e  i n f l a t i o n  and in to l e rab ly  high-levels of unemploy- 

ment. The climax of t h i s  pol icy came i n  October 1979 when the  Federal Reserve 

w a s  forced t o  change some of its management techniques. Due t o  i n t e rna t iona l  

pressure,  weakness of the  d o l l a r ,  gold a t  $600.00 an ounce, and s i l v e r  over 

$25.00 an  ounce, the  Federal  Reserve adopted a  pol icy  d i r ec t ed  toward con- 

cen t r a t ing  more on money supply than on i n t e r e s t  r a t e s .  Monetarism was t o  be 

given a  chance a t  solving the problems of i n f l a t i o n .  The record from 1979 

t o  the present  o f f e r s  no r e a l  hope and inmany ways confirms the content ion by 

many t h a t  the  only so lu t ion  w i l l  come when we have a  redeemable currency. 

The money supply s ince  1971 has been growing a t  unprecedented r a t e s .  

Since i n f l a t i o n  an increase  i n  the supply of money and c r e d i t ,  t h i s  is of 

c r i t i c a l  importance. It t e l l s  us what many economic h i s t o r i a n s  knew even 

before '1971, t h a t  when government is granted an  unlimited power t o  c r e a t e  

money out  of t h i n  a i r  a s  the  Federal Reserve has,  t h a t  power is always 

abused. For var ious p o l i t i c a l  reasons, excessive money is always created 

bringing only t rouble  to  the  innocent c i t i z e n s  not  receiving t h e  "benefits" 

of i n f l a t i on .  It is  tempting to  pursue i n f l a t i o n a r y  po l i c i e s , s ince  during 
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