





It is undoubtedly true that the fiat standard is
more workable for economic planners and money
managers. But this is the very reason why we prefer
the gold standard. Its excellence is its unmanage-
ability by government. And we also deny that the
fiat standard which is characterized by rapid self-
destruction and has failed wherever it was tried,
compares favorably on purely scientific grounds with
the gold standard which is as old as man’s civiliza-
tion. Out of the ashes of fiat money the gold
standard always springs anew because it is no tech-
nical creation of a few expert advisors, but a social
institution that flows from economic freedom and
economic law.

The most popular objection against the gold
standard rests on the notion that there is just not
enough gold in the world to accommodate the
monetary needs of mankind. How can $42.7 billion
in paper dollars held by the American public be
redeemed by some $10 billion of gold held by the
U.S. Treasury? And how can some $150 billion of
demand deposits be payable in gold?

The answer is simple. The fiat money now in the
cashholdings of the people must stay in circulation.
It must not be replaced by gold, but be permitted
to function as money side by side with gold. For
hundreds of years both gold coins and silver coins
served simultaneously as money. It is true, their
exchange ratio varied greatly over the centuries.
But one metal did not replace the other as long as
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eager governments did not fix their prices and set
into operation Gresham’s Law.

Return to the Gold Standard

How can a rebirth of the gold standard be
achieved under present conditions? And how would
it work?

No reasonable economist would want to revolu-
tionize economic life through a radical monetary
reform. He does not want to make gold the only
money, forbidding government issue of any kind
and suppressing banknotes and demand deposits
used as media of exchange. Such a reform would
require radical government intervention and greatly
reduce the country’s money supply. Prices and
wages would have to be drastically cut, which no
modern society could withstand in an orderly
fashion.

The answer to our questions can be found in
3,000 years of experience with the gold standard.
How did it emerge in the past? As described above,
it arose from three different situations: unadulterated
monetary freedom, failure of the bimetallic standard,
and government substitution of gold for other
monies.

The last avenue was chosen by a few nations who
endeavored to imitate the financial success and pro-
gress of the gold standard nations. When the indus-
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trialized countries, such as England and France,
prospered with the gold standard, others adopted it
through quick substitution. Their approach was that
of latecomers who for good reasons imitated the
successful leader. It is obvious that in an age of
fiat money this avenue to the gold standard is closed
for lack of leader. And it is rather unrealistic to
expect the U.S. Government to provide this leader-
ship. It would have to renounce its inflationary ways
and, at heavy expense, substitute- gold coins for
Federal Reserve notes while it owes more than $35
billion in gold to foreign creditors.

Most Western nations arrived at the gold standard
via the bimetallic standard. Similarly, a double
standard in which both gold and fiat money are
legal money could be used to re-establish the gold
standard. But it requires the cooperation of govern-
ment which an administration indulging in deficit
spending is unlikely to provide. It would have to
abandon any further inflation and prevent any
further expansion of money substitutes. At the same
time all restrictions on gold trading would have to
be repealed, which would permit a free market for
gold to emerge.

A free American gold market would probably
result in an inflow of considerable quantities of
foreign gold as many Americans would want to own
some gold. After some oscillation on the market the
price of gold would stabilize. Let us assume it to
be $100 per ounce.
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If the government now decrees t#at both Federal
Reserve money and gold are legal money we are on
a double standard. If the government establishes a
legal parity of the dollar to gold at any ratio other
than 100 to 1 it brings into operation Gresham’s
Law. That is, artificially overvalued money tends to
drive artificially undervalued money out of circula-
tion. Let us say the government sets a ratio of 105
to 1, or even 110 to 1. It obviously overvalues the
gold and thereby creates the gold standard. Gold
gradually replaces government money in the people’s
cashholdings.

This road to the gold standard is rather circuitous.
Nevertheless, as it makes few demands on govern-.
ment it has been the most travelled road during
the last 200 years. The U.S. Government used it in
1834.

Ludwig von Mises, the great dean of monetary
theory, would establish the gold standard without
this circuitousness. He would, once the market price
of gold has been found, adopt this price as the new
legal parity of the U.S. dollar and secure its uncon-
ditional convertibility at this parity. A new “con-
version agency” would sell gold bullion to the public
against paper dollars, and buy any amount of gold
offered at the legal parity. Finally, transition from
this gold-bullion standard to the gold-coin standard
would be achieved by the U.S. Treasury exchanging
all five, ten, and perhaps also twenty dollar bills
against newly minted gold coins.
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This proposal for reform is most comprehensive
and complete, as it envisions creation of a classical
gold-coin standard by a single law. Of course, it
assumes a state of economic and political enlighten-
ment that surpasses by far the present state of
economic and political thought.

Restoration of the gold standard may be a long
and arduous task. As it was lost in a gradual erosion
of monetary freedom we may have to retrieve it
slowly and painstakingly on the road back to free-
dom, which gives it birth and meaning through in-
exorable economic law. This is why we seek no
reform law, no restoration law, no conversion or
parity, no government cooperation, merely freedom.

The road is short and direct. And yet, depending
on the resistance offered by popular ignorance and
prejudice, by government greed and lust of power,
it may take us many years to traverse. For the
weary traveller it has several intermediary stops
that provide convenient targets for supreme effort.

The first objective must be the freedom to trade
and hold gold. Everyone must be free to buy and
to sell, to lend and to borrow, to import and to
export any quantity of gold, to hold it at home or
abroad, whether minted or unminted. There must
be no government interference with the gold
markets, no regulation or controls, no taxation or
dictation that would sabotage the gold markets.
Dozens of nations in all continents actually enjoy
this rudimentary freedom. Americans lost it “‘tem-
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porarily” in 1933 when the Roosevelt Administra-
tion seized all private gold holdings.

The next objective must be the individual freedom
to use gold in all economic exchanges. The people
must be free to buy gold by selling their goods and
services for it, and to sell gold when they buy goods
and services, without the interaction of government
money. That is to say, the legal tender law which
decrees that government money must be accepted
in payment of all debt, public and private, must
exempt “gold contracts” and “gold clauses” that
specifically call for payment of certain measures of
gold. In short, the ordinary law of contract must
be permitted to function.

At this point we have arrived at the “parallel
standard.” It would not in the least curtail govern-
ment operations or impede government finance. The
Federal Reserve System could continue its opera-
tions, its inflation and credit expansion, and the
U.S. Treasury would receive taxes and make pay-
ments in Federal Reserve money. All contracts
stated in U.S. dollars would have to be met in U.S.
dollars; but contracts in ounces and grains of gold
would have to be met in gold. Government money
and gold would be circulating side by side. The
relative supplies of and demands for the two monies
would determine their exchange ratio, which would
continually fluctuate in response to demand and
supply.

The third objective on the road to the gold
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standard would be the individual freedom to mint
coins. The first coins were minted by private in-
dividuals and goldsmiths. And private coins have
circulated throughout history, in California as late
as 1848. As these coins would not be endowed
with “legal tender,” no one would be obliged to
accept them in payment of a debt. He who would
deem them too much trouble to weigh or test, or
would distrust the minter’s stamp and guarantee,
would be free to use Federal Reserve notes. After
all, only Federal Reserve money would be legal
tender except where gold payment is contractually
required.

The fourth and final phase is not really vital for
the restoration of the gold standard. An enlightened
government may at this time decide to make its own
money freely convertible into gold. It may adopt
the going exchange ratio between the two as the
legal parity and then secure unconditional converti-
bility of its money into gold. This phase, which does
not materially enhance our monetary freedom, would
merely legalize the gold standard that would gradu-
ally emerge on the road to freedom.

Step by step the federal government has assumed
control over our monetary system. It thus captured
a potent source of revenue and a vital command
post over the economic lives of its people. This is
why every friend of freedom is dedicated to the
restoration of free money which is also sound
money. It is the gold standard.
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