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Editorial Preface

I MET E. C. RIEGEL in New York in 1953, on a visit up from Princeton where I was an
undergraduate. "Uncle Ned", as his intimates called him, was a friend of my grandfather,
Spencer Heath, and both were residents of Greenwich Village. Occasionally they would meet
at the apartment of Mr. Riegel's friends, Major and Mrs. Ivan Firth. Here I met him, some
months before his death. He suffered from the effects of Parkinson's disease, which made
him appear older and more frail than his 74 years.

My grandfather regarded Mr. Riegel as a genius for his understanding of the nature
and functioning of money as a human and social institution. It was clear, however, that this
old man had not revolutionized the world with his ideas and could not now do so. The idea
formed and grew in my mind that I should keep in touch with Mr. Riegel and the Firths, who
were not much younger than he, in order to preserve his papers from being lost after his
death. As to what might be done with them, I had no idea at the time. An intuition told me
that they should be preserved.

When "Uncle Ned" died some months later, his papers went to his friends, Ivan and
Gladys Firth. I kept in touch with the Firths through my grandfather for the next ten years.
Then, in 1963, in the same year that my grandfather died, Major Firth died also. Gladys
decided to move from her small apartment to still smaller quarters; moreover, it had been
Ivan and not she who had understood and valued "Uncle Ned's" ideas. The papers were at
the point of being discarded. Here was the moment I had foreseen. I paid Gladys Firth five
hundred dollars for Mr. Riegel's intellectual estate, and in moving from her apartment, she
did an excellent job of collecting together every scrap of paper that related to him.

With the papers safely in my possession, there was no pressure of time to look into
them, and ten more years went by. With the papers had come a small stock of soft-cover
books, The New Approach to Freedom, published by Mr. Riegel in 1949. I passed some of
these to friends. Within this circle was Harry Browne, who was so much impressed with Mr.
Riegel's explanation of the free market that he caused some excerpts to be reprinted and
circulated. Years later, he mentioned it favorably in his best-selling book, You Can Profit
from a Monetary Crisis——and there is where this story really begins.

As a result of its mention in Harry Browne's book, a flurry of mail orders came in
which threatened to put The New Approach to Freedom out of print. I decided to reprint it,
and this seemed a good time to look into Mr. Riegel's papers to see if there might be some
other material that should be included in the new printing. I began by sorting what
correspondence had survived and arranging it chronologically, and reading it. I became
completely absorbed. Toward the last years, there began to be mention in his letters of a
book-length manuscript, Flight from Inflation. I tried to finish the correspondence in the
orderly fashion I had started out, but gave it up and plunged into the other papers to see if
the manuscript would be there. It was. I read it through with mounting excitement,
sometimes having to get up and walk around to work off superfluous energy so that I could
go on reading. Except for the statistical data and illustrations, the book was not in the least
dated, Not only was it not hurt for having lain undiscovered for twenty years, but in the light
of world events, its relevance was more immediate now than when it had been written. I
determined to bring it into print.

Could it be a commercial success? Perhaps not. How could one promote a book that
was more than twenty years old and written by an unknown author who was no longer
around to be interviewed and do all of the endless things that go into a successful book
promotion? On the other hand, the sheer human interest and the factual circumstances,
together with the substance of the book, might lend itself to a different kind of treatment.
Here was a man who had devoted his life idealistically to understanding money, although he
never had any of it nor any interest in acquiring it——a man who had died, alone and old, in
a cold-water flat in New York City, working painfully to the end to complete a manuscript
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which then lay unsuspected for more than twenty years until it was timely for it to be
discovered. An unmailed letter from the last months discloses how he had worked painfully,
trying to hit the right keys of his old typewriter and unable to make corrections because he
could not control his shaking hands to make legible pencil marks on the paper.

I began a light editing of the manuscript, then did more, and then some more, as my
interest in the subject matter grew and deepened with a careful reading of his other
writings. In time, I engaged a talented friend, George Morton, to try his hand at improving
the structure. He took me at my word, re-organizing the structure and cutting it drastically.
It was excellent pruning. I then grafted into the restructured manuscript new materials ——
fresh expressions and amplifications of his ideas - drawn from the rest of Mr. Riegel's papers
consisting of a number of books and more than 150 essays.

Editing Mr. Riegel's work was an audacious task for one without any formal training
in economics. I was trained in social anthropology, however, and had an appreciation for
social systems and institutions. As an anthropologist, Mr. Riegel's analysis of the institution
of money strikes me as elegant. Doubtless it will be debated whether the subject of his
analysis is properly called money. Whatever the conclusion of that debate, however, there
can be no doubt that he has analyzed an important feature of advanced exchange systems.
I personally find with Mr. Riegel that money is the apt word to describe this phenomenon,
which represents the culmination of a developmental sequence in the history of exchange.
Those things now commonly called money are prior steps in that progression. I would regard
the steps also as money, but money in its less developed forms——primitive money. Mr.
Riegel's concept differs so strikingly from conventional ideas of money that it will be painful
reading and mental adjustment for some people. Yet that may be one of the great and
lasting values of this book——that it provoked its readers to think fundamentally about a
subject that has long been taken for granted.

There is so much in Mr. Riegel's papers that did not find its way into either The New
Approach to Freedom or this volume, that I should like to offer the reader in this Preface
some of the perspective I have personally gleaned from studying the rest of his papers,
perspective on Mr. Riegel as a person as well as on the development of his thinking.

Mr. Riegel's sense and grasp of individualism was intuitive and unerring. It was not a
retreatist or "go-it-alone” philosophy,; he was fully aware that individualism flourishes best
in a rich social context. He had a balanced perspective on the healthy interdependence of
individuals and institutions——at least, those institutions that are voluntary and nonpolitical.
His unfailing principle was that freedom of exchange is the foundation of all freedoms. To
enlarge exchange is to liberate the individual,; to circumscribe it is to enslave him. The
crucial question for him, therefore, was to discover which institutions have the effect of
freeing exchange and which have the effect of restricting and narrowing it. His final
conclusion would be that the single most restraining influence on freedom of exchange is our
presently socialized monetary system.

On the way to that conclusion, however, he was to pass through a number of steps.
In the 1920's, he crusaded against restrictive credit practices; a theme explored and
developed in The Credit Question, written in 1926, and in a provocative little essay,
"Infidelism In Business." In 1928, he incorporated The Consumers Guild of America, which
continued into the 1940's, when it was succeeded by The Valun Institute for Monetary
Research. The purpose of the Consumers Guild was to simplify buying and raise the dignity
of the consumer, and it opposed anything that would suspend or restrain the consumer's
right of bargain. Through the Guild, Mr. Riegel mounted virtually a one-man war to make
America safe for the consumer, producing four books in the first two years: Barnum and
Bunk: An Exposure of R. H. Macy & Co.; The Yellow Book, The Three Laws of Vending,; and
Main Street Follies.

During the decade of the 1920's, Mr. Riegel had given his attention to the man-in-
the-street in his role as consumer. The stock market crash and ensuing depression shifted
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his focus. He now became concerned, on the one hand, with understanding the causes of
the crash and the depression, and on the other hand with the practical question of
promoting recovery——the need of the common man to get on his feet again.

With respect to the causes of the crash and the events preceding it, Mr. Riegel now
resumed an investigation he had begun a few years earlier into the freedom of choice of the
average citizen not only as consumer, but as investor and speculator. From this
investigation, he became acutely sensitive to the danger of the invisible partnership between
the business community and the various levels of government. Specifically, he saw the trade
association movement, stripped of all pretense, as constituting virtual warfare against
competition. How did this relate to the problem of how the normal investment motive of
middle-class America became corrupted into the excesses of Wall Street speculation? The
answer he published in a preliminary booklet in 1931, The Indictment of the Better Business
Bureau Conspiracy. While The Indictment, like so much of Mr. Riegel's writing of this period,
is badly marred by polemics, one cannot help but admire his rejoinder to one critic that the
trouble with intolerance is that there isn't enough of it for so much of what goes on in the
world.

The Indictment was only a prelude to the extraordinary piece he wrote the following
year, The Camorra of Commerce. The Camorra is a responsibly documented expose of the
role of the Better Business Bureau, after 1922, in collusion with the Investment Bankers
Association and the New York Stock Exchange, to protect the Bureau's members from
competition. Prominent among its members were Wall Street brokerage firms and
companies listed on the Exchange. The means of protection was selective enforcement of
the blue-sky laws, in which the Better Business Bureau played a key role under President
Hoover's "neighborhood enforcement” policy.

As Mr. Riegel develops his indictment, it becomes increasingly reasonable that this
may, indeed, have contributed to the stock market crash by eliminating alternative
investment opportunities for the average man and thereby channeling his investment funds
into speculative Wall Street issues that were, in effect, exempted from the blue-sky laws.
Nor did this conspiracy to harass small enterprisers and discourage prospective entrants into
business facilitate recovery from the depression. Oddly, considering the toughness and
determination of its author, this book went no further than galley proofs. On the cover of
Indictment appears this statement (slightly edited):

The usurpation of legislative, judicial, or police powers, by private organizations, or
the illegitimate influence upon public officials exercising such powers, constitutes
invasion of the citizen-consumer's civil rights. Such invasion, whether it springs from
commercial, financial, professional or political interests, will be fought by The
Consumers Guild to the limit of its powers.

Apparently it was in focusing on the problem of recovery from the depression,
together with his long-standing interest in consumer credit, that Mr. Riegel first conceived
his highly original monetary ideas. Recovery depended upon the ability of small
businessmen to finance and readily exchange their products, and this greatly depended, in
turn, upon the facility of the monetary system. Much of Mr. Riegel's attention in those
depression years was focused on the difficulties experienced by the small enterpriser in
obtaining commercial bank loans, and with the injustice of charging interest for such so-
called "loans" of newly created money. His reasoning is made clear in the present volume,
so that space need not be taken here. Much of his writing in this period grappled with what
he called financism and the extent to which small businesses were disadvantaged by the
banking monopoly over the power to authorize the issuance of new money. Suffice it to say,
Mr. Riegel believed that if the common man could exchange his product freely——and be
dealt with justly in financing his enterprise——we would have more than a recovery from a
depression; we would enjoy cultural renaissance.
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In the mid 1930's, Mr. Riegel wrote The Meaning of Money and The Valun Discourses
and Monographs. By now he had conceived the basic outline of his concept of money, with
its implication that the single reform that could bring most leverage into the service of
individualism and freedom would be the separation of money and state. His work thereafter,
to the end of his life, dealt with various ways of promoting that separation. In the
depression years, he pursued this goal through a comprehensive program of reform which
he called the Radical Right Movement. This embraced three complementary programs, The
Duocratic Institute of the World, Americans of the Radical Right, and The Consumers Guild
of America. During these years, he also took particular exception to the New Deal and to
Roosevelt's actions which were leading to United States involvement in the war. The
Consumers Guild published a series of four provocatively titled booklets in 1936 (Roosevelt
Revalued; Are You Better Off?; Brain Trussed,; Franklinstein) and two more in 1941
(Quarantine the Aggressor in the White House; The Fifth Column in America).

By 1941, Mr. Riegel believed that the feature of the political monetary system that
posed the greatest single threat to human freedom was its provision for deficit public
spending. In Dollar Doomsday, written in the fall of that year, he predicted that the dollar
would never again be stabilized and that the deficit spending inaugurated a decade earlier
would culminate in global inflation. It is his lucid analysis of this threat that makes Flight
From Inflation timely today. From 1941 onward, he vigorously pursued the inflation theme
in his writings as the most likely way of influencing monetary reform.

After World War II, and the publication in 1944 of his most widely read book, Private
Enterprise Money, Mr. Riegel made the acquaintance of Major Ivan Firth and his wife,
Gladys. Major Firth was a friendly critic and deeply interested in the money question. As
friends and neighbors, he and Gladys were invaluable to "Uncle Ned" in his last years.

It was at this time, also, that Mr. Riegel met Spencer Heath, who became a friend
and a source of inspiration to him. Prior to their meeting, Mr. Riegel had conceived the
ultimate social ideal to be the separation of commerce and state into two "houses" of
democracy, one economic and the other political. The latter would be limited and controlled
by the former, which in its turn would develop in a wholesome manner and continue so
because of its freedom from the pervasive effects of state-imposed controls. This was Mr.
Riegel's concept of duocracy, which he promulgated in the 1930 's and later called bi-
cameral democracy. He was troubled, however, with political democracy, which seemed to
him to harbor internal contradictions. Spencer Heath resolved this, with his suggestion that
the free market, unfettered, might in the natural course of its development bring a purely
contractual, business administration to the tasks that, for want of any alternative, are now
assigned to the state. Hence the state did not have to be any part of an ultimate social ideal.
The present volume, therefore, entertains the possibility that the state will wither away as
evolving commerce brings its functions increasingly and then wholly within the framework of
voluntary exchange.

Through all of Mr. Riegel's writings, one theme stands out, and that is the ideal of
democracy and faith in the common man. While, as a social reformer, his driving motivation
was to advance the lot of the common man, his deep conviction of the dignity and worth of
the individual forbade charity; it forbade, in fact, everything but justice——and justice, he
insisted upon with a consuming passion. He had an intuitive, sure sense of justice. He knew
the feel of it. He had a certain conviction that all the common man requires is honesty and
straight dealing from his fellows and within his social institutions.

Mr. Riegel's advocacy of pure capitalism was based on the conviction that the only
way of obtaining justice for the common man was to completely free exchange. He exposed
all big business/government alliances as conspiratorial against the common man. But he did
not criticize the profit motive or oppose bigness as such; he opposed only the unfairness of
enleaguing with government to disadvantage the public. To him it scemed demonstrable
that the root of socialism in the United States lay not in anything so exotic as Marxist
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ideology, but in the efforts of American businessmen to escape competition. He traced the
massive build-up of government in this century directly to businessmen seeking unfair
trading advantage. He saw the league of big business, government, and finance as tending
to bring about an aristocracy in America, a privileged class that was diametrically at odds
with his ideals of democracy and justice.

The image of Edwin Clarence Riegel that emerges from his papers and letters and
from an interview with Kathryn Barnes, of Indianapolis, a distant cousin and the only
remaining family link, is inspiring in many ways. He was born in Cannelton, Indiana, in
1879, during his father's term as treasurer of Perry County, but his home was in Tell City, a
predominantly Swiss-German settlement. The family name was Zuckriegel. His grandfather,
an army officer, had refugeed from Innsbruck at about the time of Carl Schurz. His mother,
Kathryn Dusch, was an accomplished musician. For some years she was principal of The
Bailey Company School of Music, the largest conservatory in Cleveland. Later, with the help
of her husband, Peter Zuckriegel, she opened her own school of music in Louisville.

Edwin left home about 1894 and went to New York City. His only brother, Oscar, a
few years his senior, was a successful salesman in the clothing industry. The two brothers
differed radically in temperament, Oscar looking for success——and finding it——in rather
conventional and material terms, Edwin in the pursuit of an all-compelling, ideal vision of
social justice for the common man. Some letters which Oscar saved show a brotherly love
tempered with rivalry in which Edwin, against well-intentioned pressure from Oscar,
resolutely defended his own unconventional life. In one of these letters, Edwin wrote his
brother:

I don't want a job, I want no boss; I will be free and independent. I am working for
certain ideas and ideals and Hell itself will not swerve me from them. I may shift
from one course to another, I shall employ whatever strategy seems best to me, but
I shall face in one direction.

Certainly as a libertarian in New York City in the 1930's and 1940's, Mr. Riegel was a
lonely man philosophically. He held no academic degrees or distinctions that I have been
able to discover. At speaking engagements, he introduced himself as a "non-academic
student of money and credit."

Mr. Riegel never enjoyed a regular income. He was no stranger to walking about
Manhattan for want of bus or subway fare. His life of dedication did not permit conventional
habits. When he needed funds to live in his Spartan fashion, or to pay his constant printing
and publishing bills, he would apply for a sales position at the most fashionable department
store, where he was invariably well received because of his distinguished personal bearing.

A vignette sheds further light on Mr. Riegel's character. He did not care for his middle
name, but let himself be known as E. C. Riegel. Among his effects, I have his Social Security
card. The card evokes in the imagination the scene that must have taken place when he
applied for it and the Social Security clerk instructed him to write out his full name. He
refused, and Social Security insisted. The card, as issued, carries the rest of the story: his
full name appears as "Edwin Controversy Riegel."

His correspondence reveals, often entertainingly, a personal trait not unrelated to the
above. That is that he never permitted himself to be put down or brushed aside. The
occasional official of a corporation or university or government bureau who attempted it
invariably had occasion for second thoughts. Mr. Riegel tolerated no hypocrisy or personal
evasion of responsibility in such situations. He was adept at picking up the ""put down" and
turning it aside or handing it back to its source, and he would do so urbanely, without losing
sight of his guiding ideals and objectives.

In a June wedding ceremony in 1905, Edwin married Blanche Ellis Beach. It seems
fitting with his life that, despite the conventions of the time, the dissolution of their marriage
seven years later was a civilized one and they remained friends. Edwin's life was too ascetic,
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too devoted, and too idealistic, for a conventional marriage relationship. It would have been
a rare partner who could have shared such a single-minded life. Throughout Mr. Riegel's
papers and correspondence, the reader glimpses his integrity, his uncompromising
individualism, his gentleness, his toughness, and his resilience. It has been a rare privilege
to have known him through the editing of this book.

Spencer Heath MacCallum
San Pedro, CaliforniaAugust 1, 1978



Notes on the Editing of this Book

Since editing always involves some revisions to an author's work, and since a reader may
therefore wonder to what extent he is reading the editor rather than the author——
especially where the editing was done after the author's death——it is only good manners
and scholarship to give some explanation of the nature and extent of the liberties the editors
took with the manuscript.

In editing throughout, the emphasis was on pruning and on rearranging, so that the
actual words as they appeared would be Mr. Riegel's even when the organization was not.
Rearranging frequently entailed splicing in phrases, sentences, paragraphs and whole
sections from his writings elsewhere. By carefully pruning, arranging, and splicing, it was
seldom necessary to write even brief connectives of our own. Some stylistic editing was
done, however, partly to moderate what would otherwise come across as polemical and
distract from the ideas. For example, Mr. Riegel was fond of the word "perversion" in
connection with government, as in “"government perverting the money supply,” or "the
perversive effects of inflation."” In the course of editing, these examples became
"government diluting the money supply,”” and "the destructive effects of inflation." Also,
where Mr. Riegel used money as an adjective, a usage Webster does not recognize, we
changed it to monetary. Thus "money system" became "monetary system " throughout. We
also followed the precedent set by Mr. Riegel in The New Approach to Freedom but not

adhered to in this text of substituting the term "“personal enterprise" for “"private
enterprise."

V4

The reason for this is explained in Mr. Riegel's words from a brief essay, "Labor Money:

The term private enterprise has come to be thought of as applying to employers and
excluding employees. This is a misconception, but because of the prevalence of this
idea, we shall use the term personal enterprise. Corporations and partnerships are
assemblies of individuals, but the activating force in all economic affairs is personal.
There is no incentive other than personal. We are all personal enterprisers and we
are all capitalists, because each of us is equipped with the tools of production even if
we have only education and experience.

Updating of statistics and illustrations was not attempted, since it in no way affects
the central thesis. Moreover, it would have been unfair to Mr. Riegel, since if he were writing
today, undoubtedly he would in many cases employ different figures and different
illustrations as being more appropriate to the changed circumstances.

It should also be noted that the "Selected Correspondence"” has been subjected to
editing along with the rest of the text. In a very few cases, material was added from other
places to strengthen a point Mr. Riegel was making in a letter. Hence his letters are to be
considered as a literary device to present different facets of his thought in his own words,
and may not be taken in every case as historical documents evidencing what was said on a
certain date to a certain person. Some brief selections from elsewhere in his unpublished
writings are also included in this section and are identified as "Random."

The major deletions from the manuscript include a chapter on "The Index Dollar," an
idea which Mr. Riegel had advocated for some time as a way of mitigating the full force of
the inflationary storm, a chapter on "Currency Reprint," in which he proposed a defensive
maneuver against the possibility of communist governments in the Cold War undermining
the United States economy by engaging in wholesale counterfeiting of dollars abroad, and a
chapter entitled "socionomy," exploring a voluntary, contractual approach to financing
community services as an alternative to taxation.

Beyond these points, the reader may be reasonably assured that he or she is reading
the authentic E. C. Riegel. Mr. Riegel's original papers contain much of interest and value
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that did not find its way between these covers. The Heather Foundation, Box 180, Tonopah,
Nevada, 89049, maintains these papers available to the public and invites their use.

Spencer Heath MacCallum and George Morton



Introduction

THIS BOOK PRESENTS a new concept of money, one that promises greater freedom and a
broader base for democracy. It points up the futility of the political ballot—and the facility of the
monetary 'ballot—for the attainment of human aspirations. It elucidates an evolution that has
progressed unobserved since the inception of monetary media and that is now coming to an end
in what appears, on the surface, to be a world calamity.

What man does not understand, he fears. But today's disturbances, which many take to be omens
of approaching adversity, are in fact signs of a departing perversity, the perversity of political
power over money. In this, the decay of the old order, all schools of economics and politics,
unconscious of the meaning of money, are vainly striving to preserve the politically based
monetary system. Such attempts will fail and chaos will ensue unless fresh insights are brought
to the problem. This book is the first to depart from the traditional concept of money as an
instrument of the state. It is the first to propose that money and state be separate.

It is not necessary to attempt to alienate society from the declining system, nor to conduct any
crusade against it. The flight from inflation that has already begun, and that is gaining
momentum, is the popular movement away from the decaying system and, in itself, represents a
search for a stable monetary medium. In times past, many national inflations have reached the
point of extinction of the local monetary unit. In each such crisis, there remained other political
monetary units to which flight could be taken. But in this world crisis, as I see it, there will
remain no stable politically based unit to which the panicky will be able to flee. There will be a
total inflation of all existing monetary units.

To avert the chaos and catastrophe inherent in a moneyless world, I visualize the emergence of a
nonpolitical monetary system to which business will resort for self-preservation. I see an orderly
transition from the old order to the new. But an orderly transition will require the leadership of
businessmen and bankers in organizing an operating system to which everyone may turn.

While such a program will require the separation of money and state, and the restoration of the
monetary system to the sphere of personal enterprise, it also will offer the greatest protection for
the state from violent revolution and the attendant hazard of its capture by non-democratic
forces. Inflation to the point of panic is a confession by the state of its inability to maintain
order. It is a clear call for help from the citizenry.

Scholars have never understood the social service of money. There has never been, therefore, an
adequate appraisal of the contribution made by money in the revival of civilization's march after
the stagnation of the thousand years of the Dark Ages. The Renaissance, a great shifting forward
in that march, coincided approximately with the liberation of money from its embodiment in
things of intrinsic value, such as gold and silver, to intrinsically valueless paper carrying only a
promise of value to the bearer. This transformation was, I believe, a fulcrum upon which the
incentive to advance lifted society forward and made it more mobile than at any previous time.

Coincident with its liberation from tangible materials, however, the monetary medium was thrust
into captivity by the state under the false belief that, to assure credibility for a medium of no
intrinsic value, the state had to sponsor and control it. This unnatural association has limited the

10



good that might have flowed from a free monetary system, and has magnified the evils that afflict
the economy. For the regulation of money is inherent in the competitive trading process, and
politics is alien to it. Yet the state has continuously distorted exchange by its attempts to
substitute synthetic controls for natural. It has brought the political monetary system to its
certain doom by employing it, through the process of inflation, as a tax-collecting device.

What effect the envisioned second and final liberation of money—this time from bondage to the
state—may have upon human behavior is possibly beyond imagination. With the passing of
nationalistic monetary units, there will remain no reason for the polyglot monetary system that
exists in the world today. A single, world wide monetary language will unify the world's peoples
on the economic plane. New vistas of human advancement will open under the new order that
will surely arise following the separation of money and state and the abandonment of the false
political means in favor of the economic means of realizing social objectives.
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CHAPTER 1
Storm Winds of Inflation

We have sown the wind and must reap the whirlwind, which will scatter dollars like autumn
leaves across the countryside.

The mariner, on the approach of threatening clouds, does not take measures to abate
the coming storm. He accepts it as beyond his control and takes steps to minimize the
stress upon his craft. If we would be realists, we must accept the inflationary storm as
inevitable and set our sails to ride it out.

All attempts at political control over the economy, such as rationing and price and
wage controls, are but attacks upon the storm, attempts to flatten the waves of a troubled
sea. They undertake to suspend the operation of the law of supply and demand. If they
succeed in smoothing the waves in one place, the waves multiply elsewhere. In so doing,
therefore, such attempts render a disservice instead of relief. Exchange, which is the
transfer of goods and services and upon the facility of which the economy depends, is
distorted to a much greater degree than otherwise it would have been. It is these artificial
impediments to the working out of natural laws that make the experience of passing
through inflation so trying and perilous.

Inflation, running its natural course, impairs and ultimately destroys the unit of
account. It does not, of itself, destroy wealth. It merely shifts it. In general, this shift is from
the creditor class to the debtor class, since debts are wiped out. To be sure, inflation
hampers exchange, and whatever hampers exchange impedes production. There is no
escaping lowered standards of living. But if we manage properly, we can pass through
inflation experiencing neither the destruction of existing property, on the one hand, nor
paralysis of business on the other.

What is it that causes business destabilization and ultimately paralysis in an
inflationary movement? It is the confusion resulting from applying one name to the unit of
account in all stages of its decline in power. At the outset of the inflationary price rise, there
may be a change of only one per cent a month in the power of the monetary unit, but as the
movement accelerates, there may be a change of this much per day and even more. To call
all of these successive units, with their varying powers, by the name dollar, obviously
frustrates exchange.

As the successive changes in the power of the unit accelerate, sellers must reduce
the time allowed between billing date and payment date. If they do not, they risk losing
their profit from sales because of the decline in the power of the monetary unit. The actual
loss suffered during a recent period from this unseen cause is shown in Table 1. This trend
toward reducing the credit period ultimately destroys credit altogether and forces business
to a cash basis. Under normal business practices, prompt payment entitles the buyer to a
discount, and thus there is an inducement for him to pay within the discount period.
Inflation reverses this; the longer the buyer delays payment, the smaller the ultimate
payment by reason of the decline in the power of the unit. Thus the prompt payer penalizes
himself, and the inducement is for him to defer payment. It is readily apparent that
business cannot operate on this upside-down basis. The alternative of resorting to a cash
basis, on the other hand, would be so awkward in a highly commercialized nation such as
the United States as to amount to practical paralysis. Before such an impasse is reached, of
course, the holders of longer-term contracts such as mortgages will have had their claims
decimated, if not wiped out.

Imagine how business would be impeded if words like pound, foot, or gallon were
continually changing their meanings. To undertake to conduct exchange transactions with a
changing unit of account is, if anything, worse.
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TABLE 1

LOSSES SUSTAIMED IM BILLIMG
BY REASOHN OF DOLLAR SHRIMKAGE

Based Upon Bureau of Labor Index of Whaolezale

Prices on Date Mearest to First of Month

IMDE®: 1926 =100 BILLS
DATED
1945 Map 4 1099 Man 1
Junl 111.1 Jun 1
Jun 29 1127 Jul 1
Aug 3 1250 fug 1
Aug 31 128,27 Sep 1
Sep 28 124.1 Ot
Mow 2 134.8 Mow 1
Mow 20 1391 Dec 1
1947 Jan 4 139.1 Jan 1
Feb 1 140,23 Fah 1
Mar 1 146.4 Mar 1
TOTAL
AYERAGE

30 DAaYs

13

PERCENT L2555 (OFR GAIM)
IF CERTOR PAID IM

—-1.1
—1.4
-10.2
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The above illustrates the great hazard in doing business on credit during inflation. The
extreme instability of the dollar in 1946 is shown by a range of 3.2 per cent net gain (by
reason of a decline in the price level) on the thirty-day payment of September 1st bills
receivable, to a loss (by reason of price rises) of 15.5 per cent on the ninety-day payments
of June 1st bills receivable. The average for the whole period was a loss of 3.0 per cent on
the thirty-day payments and 6.2 and 8.5 per cent respectively on the sixty and ninety-day
payments.

Since business profits generally average only about five per cent on sales, it will be seen
that "credit losses" alone, in the period reviewed, wiped out profits, to say nothing of losses
sustained by shrinkage of capital and reserves.

Sources of Inflation

There are in the world today 144 national political monetary units. This means that
there are 144 springs of inflation through which governments of the world are undermining
the monetary system. This present polyglot system is, moreover, an instrumentality of
national isolation that permits governments to block the free flow of commerce.

If there were free monetary exchange internationally, as there was before "money
management" practices came into vogue, the 144 units would be subject to change. In the
course of a year, there might occur thousands of changes. While free exchange would
require great agility on the part of international traders, it would at least be realistic and
permit trade to move freely except where limited by tariffs and embargos. Under the current
managed-money practices, the various governments try to peg their units with respect to
one another. This has a deadly effect on international trade and forces exchange to resort to
the black market, so-called.

This divisive system, which makes each nation's unit of account alien to all others
and thereby impedes international trade and intercourse, may be observed in the tabulation
of foreign exchange quotations reproduced in Table 2. Note the extraordinary confusion of
tongues, the numerous dinars, pounds, rupees, and shillings, as well as the thirteen
different dollars that range in value from the United States dollar to the Hong Kong dollar,
which is equivalent to 17.5 United States cents.

TABLE 2

TABLE OF FOREIGM EXCHAMGE QUOTATICONS
IMUMITED STATES DOLLARS PER UMIT

15 OCTOBER 1951%

Country Currency Consisting of Of;ti?:?:ns
Afghanistan Afghani 100 Puls $0.06
Alaska L5, Dollars 100 Cents 1.00
Albania Lek 100 Quintar 0.0z
Algeria Franc 100 Centimes o.a0z29
Angola Angaolar 100 Centavas 0.0350
Argentinat Pesa 100 Centavaos 0.avio
Australia Paund 20 Shillings—=240 Pence 2149
Auztria®® Schilling 100 Groschen 0.0475
Bahama Is. Paund 20 Shillings—100 Pence 2.5815
Bahrain Is. Indian Rupee 16 Annas—192 Pies 02110
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Barbados
Bechuanaland
Belgian Congao
Belgium

Bermuda

Bolivia®

Brazil

British East Africa

Kenya

Tanganyika

Uganda

Zanzibar

British Guiana
British Honduras
British Morth Borneo
British West Africa

Gaold Coast

Migeria

Bulgaria
Burma

Canada

Cape Verde I=,
Cayrman Is,
Cevlon

Chilet

China
Colombia
Costa Rica®
Cuba

Curacan
Cyprus
Cezechoslovakia
Cenmark
Caminican Republic
Ecuador
Egupt

England
Eritrea
Ethiopia

Fiii Iz,

Finland
Farmozat
France

French Equatarial africa

French Guiana
French Inde China

Crallar
Englizh Pound
Franc

Franc

Paund
Baoliviana
Cruzeiro
Shlling

Shilling

Shilling

Shilling

Shilling

Crallar
Crallar
Crallar
Found

Paound

Paund

Leaw
Fupes
Crallar

Escudo
Faund
Fupee

Pesao

Pesao
Calon
Pesao
Guilder
Faund
Crown
Krone
Pesao
Sucre
Found
Pound
Shilling
Crallar
Found
Mark
Taiwan Collar
Franc
Franc
Fracn
Piaster

100 Cents

20 Shilling—240 Pence
100 Centimes

100 Centimes

20 Shillings—240 Pence
100 Centavos

100 Centavos

100 Cents

100 Cent=

100 Cent=

100 Cent=

100 Cents

100 Cents
100 Cents
100 Cents
20 Shillings—240 Pance

20 Shillings—240 Pence

20 Shillings—240 Pance

100 Stotinki
16 Annas—1932 Pies

100 Cents

100 Centavos

20 Shillings—240 Pence
100 Cents

100 Centavos

100 Centavos

100 Cents

100 Centavos

100 Cents

180 Piasters—7200 Paras
100 Heilers

100 Cre

100 Centavos

100 Centavos

100 Piasters—1000 Mill
20 Shillings—240 Pance
100 Cents

100 Cents

20 shillings—240 Pance
100 Pennis

100 Cents

100 Centimes

100 Centimes

100 Centimes

100 Cents

15

0.3873
2,803
0.01%2
0.01%2
2,803
00167
0.0330
0.1403

0.1405

0.1405

0.1405

0.1403

0.32873
0,70
0,2230
2,833

2,833

2,833

0.0035
02103

0,23
0.0330
2,803
0.2103
00113

0.40
01720
1.00
0.,3323
2.81
0.0z
0.1450
1.00
00553
2,8823
2,80
0,1403
0.41
2,023
0,0043
0,050
00023
0,005:
00023
0,03



French West Africa
Germany (Western)®
Gibraltar

Greece
Guadeloupe
Guatemala

Haiti

Hawaii

Honduras

Hang Kang
Hungary

Iceland

India

Indonesia®

Iran

Irag

Ireland (Republic)
Israel

Italy®

Jarnaica
Japan

Jardan

Karea
Lebanont
Liberia
Liechtenstein
Lusembourg
Macao
Madagascar
Malaya

Malta
Martinique
Mauritius
Mexrico
Monaco
Marocca [French]
Maozambique
Metherlands
Mew Caledonia
Mew Suinea [(Mandate)
MHew Zealand
Micaragua™
Marway
Myazaland
Oceania [French)
Pakistan
Panarma
Paraguay®
Peru
Philippine Is.
Paland

Franc
Deutsche Mark
Englizh Pound
Drachma
Franc

Quetzal
Gourde

L5, Dollar
Lempira
Drallar

Faorint

Krona

Fupes

Rupiah

Rial

Crinar

Faund

Faund

Lira

Paund

Yean
Cinar
IWon
Paund
Callar
Franc
Franc
Pataca
Franc
Crallar
Faund
Franc
Rupes
Pesao
Franc
Franc
Facudo
Guilder
Franc
Faund
Faund
Cordoba
Krone
Faund
Franc
Fupes
Balboa
Guarani
Sal
Peszo

Zloty

100 Centimes

100 Pfennig

20 Shillings—240 Pance
100 Lepta

100 Centimes

100 Centavos

100 Centimes

100 Cents

100 Centavos

100 Cents

100 Filler

100 Aurar

16 Annas—1932 Pies
100 Cents

100 Dinars

1000 Fila

20 shillings—240 Pence
1000 Mils

100 Centesimi

20 shillings—240 Pence

100 Sen

1000 Mils

100 Cheun

100 Piasters

100 Cents

100 Rappen

100 Centimes

100 Avos

100 Centimes

100 Cents

20 Shillings—240 Pence
100 Centimes

100 Cents

100 Centavos

100 Centimos

100 Centimes

100 Centavos

100 Cents

100 Centimes

20 Shillings—240 Pence
20 Shillings—240 Pence
100 Centavas

100 Cre

20 Shillings—240 Pence
100 Centimes

16 Annas—192 Pies
100 Centesimos

100 Centimos

100 Centavas

100 Centavas

100 Grosze
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0.0033
0.2381
2,81
0.000066
0.0022
1.00
0,20
1.00
0,50
0.1730
0.0261
0.0614
0.2103
0.2640
003123
2,803
2,803
2,81
0.0016

21823

0.0022
2.81

0.2740
1.00
02293
0.0133
021
0.0052
0.2290
2.81
0.00239
0.2103
0.1137
0.0023
0.00239
0.0230
0.26320
0.01&0
2,19
2,80
0,20
0.1405
2,82
0.01&60
0.2035
1.00
01666
0.06350
0.4330
0,25



Portugal Ezcudo 100 Centaves 0,0350
Portuguese Guiana Escudo 100 Centaves 0.0350
Portuguese India Fupia 16 Tangas—192 Reis 0.2105
Puarto Rico .5, Crollar 100 Cents 1.00
RFeunion Is, Franc 100 Centimes 0.0058
Rhaodesia, Martharn Pound 20 Shillings—240 Pance 2.81
Rhadesia, Southern Paund 20 Shillings—240 Pence 2,81
Rournania Leu 100 Bani 000687
Salvador, El Calon 100 Centavos 0.40
Samoa (Britizh) Mew Zea, Pound 20 Shillings—240 Pance 2,80
Sarawak Crallar 100 Cents 0.3290
Saudi Arabia Rival 22 Qurush = 82 Halals 0,28
Sewchelles Rupes 100 Cents 0,210%5
Singapare Callar 100 Cents 0.3275
Solamen Iz, Paund 20 Shillings—240 Pence 2,80
Somaliland Protactarate Rupes 100 Cents 0,2135
South West Africa Paund 20 Shillings—240 Pence 2,80
Spain* Peseta 100 Centimos 00315
St, Thomas & Principe Ezcudo 100 Centaves 0,0350
Sudan Pound 100 Piasters—1000 Mill 2,89
Surinam guilder 100 Cents 0.5375
Swaden KErona 100 Sre 0.1335
Switzerland Franc 100 Centimes 0.2293
Syria® Pound 100 Piasters 0.,2335
Thailand® Baht 100 Satang 0,08
Tibet Rupes Appros. & Trangkaz 0,2105
Timor Pataca 100 Aves 0.z21
Taonga Is. Austral, Pound 20 Shillings—240 Pance 2,19
Trinidad Crallar 100 Cents 0.5873
Tunisia Franc 100 Centimes 0.00z29
Turkey Paund 100 Piasters = 4000 Paras 0,3575
Union of South Africa Pound 20 Shillings—240 Pance 2,80
Union of Sowiet

Socialist Republics Ruble 100 Kopecks 0.25
Uruguayt Peza 100 Centesimos 0.4175
Venezuela Balivar 100 Centimas 0.3010
Virgin I=. [LL5.) LS. Dallar 100 Cents 1.00
Yugeslavia Cinar 100 Paras 0.0z

* Official Rate, t Free rate, ** Effective Commerial Rate

* Source: Manufacturers' Trust Company

In foreign exchange quotations, the United States dollar is taken each day as the
index figure of 100. This convention allows no comparison between one day's figure and the
next. Compared with its value in 1900, the United States dollar has been eroded by nearly
70 per cent. [Bureau of Labor statistics show a 94.6% erosion from 1913 to 2002, which is
roughly 95% for the century.——Editors. ] The entire field of 144 units, therefore, should
show correspondingly more decline in that period than they do show in their daily
quotations against the dollar. Thus the decline of the criterion unit, the United States dollar,
obscures the actual depreciation of the other units and fails to show how far these units
have approached worthlessness.
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The following units, for example, on the basis of their 1939 standings, have suffered
actual losses as of June 1951, in the percentages shown here:

Switzerland 39.5
Columbia 71.6
South Africa 41.6
Argentina 73.4
Sweden 03.7
Spain 73.4
Canada 45.4
Belgium 74.8
U.S.A. 46.1
Mexico 74.8
United Kingdom 48.5
Brazil 76.3
Uruguay 49.9
Chile 85.3
Australia 50.0
France 94.6
Netherlands 61.5
Italy 98.1
Egypt 68.1
Japan 99.3
India 68.5
Greece 99.9
Turkey 71.1

9

China 99.
Figures above are from International Monetary Fund Cost of Living Statistics

Even these shrinkages are understated in most instances because of the various
blocking devices and price controls. As of December 1951, there remained but three
monetary units that were not restricted——the United States dollar, the Canadian dollar,
and the Swiss franc. In other words, all of the quotations, save the three mentioned, are
unrealistic because of restrictions on free exchange.

Further, the United States Government is bolstering other units by dollar loans and
gifts, thus absorbing some of the deterioration of those units. How far this will go, and how
much it will be reflected in the deterioration of the dollar, we can only speculate. It is
possible that, due to the transfusion of its blood to other national units, the dollar may
decline faster than other units. This may lead to a false sense of improvement on the part of
the money managers of other nations, as they may find an easement in dollar exchange
which they will credit to a rise in their unit rather than perceiving that it is due merely to an
out-distancing decline of the dollar.

Figure 1 takes the distortion out of the relativity picture in the three units, the dollar,
the pound and the franc, by comparing their present status with their status in 1900.
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Figure 1
DECLINE OF THE DOLLAR, POUND AND FRANC
FROM 1900 TO 1950

486¢c

100c

63
33c
1c

The graph shows the purchasing powers of the United States dollar, the English
pound and the French franc in 1900 (white bars) and how they have declined to 1950 (black
bars) as compared with the 1900-dollar. The dollar has lost 67 per cent, the pound 87 per
cent and the franc 96 per cent.

The pound would have shown even greater decline if the 1950 exchange rate had not
been officially pegged. No black bar appears for the franc because the 1950 comparative
rate, being less than one 1900 cent, is too small to illustrate

Copyright ©© 2003 The Heather Foundation

The Approaching Storm

Since all national moneys are but fractions or multiples of the dollar, it follows that
each may go through inflation without disturbing the value of the dollar. But when the
master unit goes through inflation or deflation, all other national units will automatically be
disturbed, since they partly depend for their stability on central bank dollar reserves. Hence
inflation of the dollar means international inflation, a new experience for the world.

Monetary management, more properly called monetary maneuver, is now so
universal that it is difficult to accurately observe this international inflationary effect. The
very fact that all governments feel impelled to interfere with international ratios and
exchange rates, however, shows the difficulties in which the political monetary system finds
itself.

The world has seen many national inflations end in the total extinction of their
monetary units. But these have always involved minor or secondary units with isolated
spheres of influence. The premier unit, and therewith the main structure of the monetary
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system, has never before been affected. Always the premier unit has remained the criterion
of worth and stability, in terms of which accounting could be carried on and exchange not
completely break down. Today, however, inflation is universal, attacking the stronger as
well as the weaker units. The criterion unit itself now varies from day to day, and it is
impossible to measure the variability of monetary units in terms of a variable. The monetary
mariner no longer has a guide; for the North Star, the dollar, is moving. This is the first time
in history that the world has withessed global inflation, with the whole field of monetary
units sliding into the sea.

Whether we survive the storm that will attend this destruction of the political
monetary system will depend upon how we respond to this danger. If we apply remedies
designed to preserve the power of the monetary unit, the sails of exchange will be shredded
by the gales of inflation. We will find ourselves adrift in a chaotic world for exchange is the
device by which the ship of social order moves Foreword. If, on the other hand, we allow
nature to take its course with the unit of account, adjusting matters to preserve the
exchange system as required, we will be able to weather the storm and maintain civil and
social order.

The purpose of this book, then, is to propose a means of preserving the exchange
system in the coming emergency. If, in the process, we find our way to a clearer
understanding of political and economic realities, so much the better. If, still further, we
discover a vehicle through which men can more effectively pursue their destiny of freedom
and self-expression, then my hopes for this book will have been wholly justified.

It is my belief that through the establishment of a nonpolitical monetary system, run
by and for private enterprise in a free market, we can achieve all of these things. How such
a system might be organized, the nature of the philosophical argument for the necessary
separation of money and state, and the implications of a nonpolitical monetary system for
the modern world, are subjects to be dealt with in the following chapters. First, however, let
us inquire about the nature of money itself.
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CHAPTER 2
A Monetary Rationale

It tests the imagination to visualize the blessings that await mankind once the
balance wheel is no longer disturbed by the eccentric of primitive monetary concepts.

Notwithstanding that money is the very language of exchange, it is so little
comprehended that the term itself lacks even a generally accepted definition. Prevailing
concepts of money range from the multi-material to the ethereal. A prominent New York
bank widely publicizes its "money" collection of some 75,000 specimens, including a wide
range of commodities used in indirect barter. The author of a recent book on money, on the
other hand, begins his thesis with the statement, "Money is nothing." Such range of premise
creates endless confusion.

In his book, Money, Montgomery Burchard reviews "Selected Passages Presenting the
Concepts of Money in the English Tradition, 1640 to 1935.”” He concludes:

What does this book "prove?" In any narrow or positive sense it proves, I hope,
nothing. But if the passages illustrate anything it is the broad negative thesis that, in
the history of English writings on the nature and function of money, there has been,
from the earliest times to the present, no observable advance.

In 1934, after years of fruitless search for a money master, my own hopes were
rekindled by a press statement from Professor Irving Fisher, the renowned monetary
economist and teacher, that there were "only a few persons in the world who understand
the meaning of money." I asked Professor Fisher to name them, and he submitted the
names of thirteen Americans and five Europeans. Of these world authorities I succeeded in
getting six Americans and two Europeans to enter a symposium to be presented to the
United States Congress, which at that time was debating monetary theories.*

*E.C. Riegel, Irving Fisher's World Authorities on the Meaning of Money. New York:
Empire Books, 1935. Contributing authorities were Harry G. Brown, Irving Fisher,
Ragnar Frisch, Von Schulze-Gaevernitz, F. Cyril James, Willford I. King, George
LeBlanc, and Warren M. Persons.——Editors.

After submitting the result to the Senate Committee on Banking and Currency, I
published the work in a book entitled, The Meaning of Money, concluding as follows:

The total of 176 answers to the 22 questions showed such contradictions,
inconsistencies and disagreements that we feel it a patriotic duty to state that there
appears no understanding of the subject of money among the contributing
authorities or among others whose writings we have studied. No clear principles are
established; projected theories are not demonstrable; the basis for the construction
of a monetary science seems lacking.

Economics professor John W. McConnell more recently has undertaken to render a
symposium of the opinions of authorities from before the Christian era up to the present. I
commend his book, The Basic Teachings of the Great Economists, to all who wish to wander
through the forest of economic confusion with much of the underbrush removed. He opens
his seventh chapter, "Money, Credit and Banking," with the observation, " A great deal of
confusion has surrounded the discussion of money in all ages." His review of writers from
Xenophon onward amply proves the contention. Search as one may the literature of money,
nowhere does one find a comprehension of the subject.
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Confused as the picture is, there are nevertheless certain common threads running
through the literature which, taken together, reveal some fairly consistent, traditional
assumptions about money. This traditional view may properly be called the objective view of
money, inasmuch as it represents money as an entity having some kind of an independent
existence, of and by itself. By its logic, money is an entity that can be created by law, apart
from trade, and that can be used as a stimulus to trade. Operating under this assumption,
men naturally look to governments to be the issuing and regulating authorities for the
monetary system. For purposes of discussion, this system will be called the political
monetary system.

The new idea, the subjective, or integral, idea of money, is that money can spring
only from trade——that trade creates money, and not vice versa. But before pursuing this
idea, we shall first look into the origins of money. Let us start with fundamentals.

What is Money?

Civilization began with exchange, and exchange began with whole barter. Whole
barter means the exchange of things for things, with each transaction complete in itself.
Obviously such transactions require contact between two traders, each of whom has
something the other wants. Such contacts are not easy to make. For a trader to find
someone who has what he wants and wants what he has, requires so much time and effort
that he loses much of what he might otherwise gain from the specialization of labor. Only
when an escape from this limited exchange method is found, can men begin to specialize
their labor sufficiently to raise their standard of living above that of a meager subsistence.

The first improvement on whole barter was indirect barter, the practice of utilizing
commodities of common use as reserves to be later traded for commodities of immediate
need. A list of such commodities adopted at various times and places would include salt,
hides, grain, cattle, tobacco, nails, etc. The trader accepting these found them useful, and,
because of their general acceptance, he was assured of being able to use them to secure
desired commodities in exchange. These interim commodities tended to be perishable,
however, and a major difficulty was the inconvenience when large values were to be stored
or transferred.

The adoption of precious metals, such as gold and silver, as intermediating
commodities reduced the inconvenience. This step reflected a growing emphasis upon
facility in exchange. Moreover, the durability of the precious metals led to the realization
that the actual transfer of these commodities was not required. Accordingly, a new means of
completing exchange transactions arose in the practice of depositing precious metals with
goldsmiths, who in turn issued warehouse receipts. Such pieces of paper were negotiable, in
that purchases could be effected by their transfer.

Acceptance of these promises of future delivery marked the first real step toward the
utilization of money, for it was at this point that barter was split into two halves, with the
buyer receiving value and the seller only a claim. Previously, the seller had always to
receive some tangible asset from the buyer in exchange for his wares. He had received that
asset even when he had no personal use for it——as was usually the case when the asset
was silver or gold. Now, through an understanding among traders, one could defer his part
of a transaction to another time and place and to another trader. This was the first faint
glimpse of the tremendous liberating power of money.

Because of the use of precious metals during the last phase of whole barter
exchange, it is natural that the first step toward money should have involved a promise to
deliver these materials. The belief widely persists to this day that money, to be sound, must
promise the delivery of gold or silver. The essential quality of money, however, is its
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promise to deliver value in any commodity or service at the choice of the holder. To
comprehend the excellence of this promise, we must only inquire what the seller would most
desire that the promise (money) should convey. Would he desire that it promise him gold,
or silver, or any other specific commodity, or would he prefer that it stipulate only a specific
value, a value applicable to any and every commodity or service? Obviously it is the latter.
We see then that the ideal of money is to split barter absolutely in half, without any
limitation imposed upon the seller.

Not only is the ideal of money most fully accomplished when the promise imposes
upon the holder no limitation as to choice of commodity, but any concurrent delivery of
value with the monetary instrument is a reduction in the sum of money conveyed. Unlike a
dollar bill or a dollar check, for example, a silver dollar is not wholly money. The former are
complete split-barter instruments, while the silver dollar is a qualified split-barter
instrument, in that some value is conveyed with the promise. To that extent it is not money.
If a silver dollar contains fifty cents worth of silver, its transference is half a monetary
transaction and half a barter transaction. Or, counting both sides, the transaction is three-
fourths barter, since the seller, of course, delivers his half in value. When inflation so
shrinks the power of the dollar that the silver content of the silver dollar becomes worth
more than its face value, silver dollars will disappear from circulation and be melted for
bullion while the dollar bill and dollar check will remain. This demonstrates that money has
no intrinsic value and will tolerate the use of a valuable vehicle or token only so long as the
value is less than the sum of its face.

The purpose of money thus is to obviate the definitive and invoke the relative, i.e. to
enable the acceptor to requisition any commodity or service at the market price. Hence we
can see that money is a device that operates within the trading community for that
community's own self interest. The necessity of splitting barter into halves in order to
facilitate exchange is the motivating force that makes the monetary system operate.

A would-be money issuer must, in exchange for the goods or services he buys from
the market, place goods or services on the market. In this simple rule of equity lies the
essence of money. Money, as a monetary instrument, is an evidence of purchase that is
issued by the purchaser to the seller. Since it is in the self-interest of all concerned that the
monetary system continue to operate within the trading community, it is apparent that the
buyer who issued the monetary instrument to the seller has made a commitment to the
community that he, in his turn, will engage in business, i.e., will bid for money by offering
his own goods and services in the open market. In this competitive situation, he redeems
his original issue through the sale of his goods and services. Thus money is actually backed
by the value surrendered by the seller and potentially backed by a value in the possession of
the next seller.

To print bills and mint coins is not to issue or create money. This has no more
monetary significance than if you were to write a check and leave it in your checkbook.
Instruments that have not been put into exchange are nonexistent in the world of exchange
and money. Money simply does not exist until it has been accepted in exchange. Hence two
factors are necessary to money creation: a buyer, who issues it, and a seller, who accepts it.
Since the seller expects, in turn, to reissue the money to some seller, it will be seen that
money springs from mutual interest and cooperative action among traders, and not from
authority. That the Government can issue money for the people, or, in other words, that
there can be a vicarious money power is an utter fallacy. Money can be issued only by a
buyer for himself, and he must in turn be a competitive seller to recapture it and thus
complete the cycle. He must recapture to stay in business, since his issuing (credit) power is
limited. Moreover, in a market conducted under free competition, he will be compelled to
give the par value of his issue, since under free competition he must bid for money against
all other sellers and thereby return as much to the market as he took out with his issue.
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This competitive situation, in which the trader redeems his original monetary issue
through the sale of his goods and services, assures that the community's monetary system
will maintain its stability. It is cooperative self-interest which maintains the parity of the
monetary unit, and that same cooperative self-interest justifies the seller in surrendering
value without fear of loss.

All enigma as to what causes money to circulate and maintain its power is thus
dissolved by comprehending the natural law of money issue. This is that its legitimate issue
is confined to personal enterprisers in the market place, since they alone, by the logic of
their situation, are able to be and are desirous of being issuers of values as well as issuers
of money.

It is important to note, further, that only an impecunious person or corporation can
create money, as strange as that may seem. A person already in possession of money can
only draw upon the existing supply——that part of it which is in his possession. The reason
for this, of course, is that money is an accounting system, and under the principle of
accountancy a net debit and a net credit cannot exist side by side. A person without money
is neutral unless he creates money, which puts him on the debit side.

To create money one must first be impecunious, and the act of creating money is the
act of paying for a purchase. There is no other way. Such payment by an impecunious buyer
puts him on the debit side of exchange. The effect upon the recipient of the payment, the
seller, is to create either a credit as an addition to a previously existing credit or an offset to
an existing debit. Thus purchasing (and paying) either creates money or moves the
purchaser nearer the creative line. Selling (and receiving payment) either destroys money
by offsetting a debit or moves the seller farther from the creative line by increasing his
credit balance.

Let us now consider a hypothetical community of traders who, finding the need to
facilitate their exchange with monetary instruments, hire a bookkeeper to keep track of their
transactions. Each member of the exchange might receive some blank pieces of paper on
which he directs the bookkeeper to debit his account and to credit the account of the seller
by a specified number of monetary units. Nothing need be deposited with the bookkeeper to
authorize such orders. This implies that the members would be authorized to start the
exchange with a bookkeeping debit or overdraft. Let us pause once again to realize that
money can spring only from a debit, not from a credit. This shows that the basis of money is
a pledge to surrender value on demand——to offer goods or services in the market at
competitive or market price and, thereby, to give value when money is tendered.

Now if we assume that, in a trading day, the buyers issued checks in the sum of 950
units, and that each trader deposited his checks with the bookkeeper, the bookkeeper would
have 950 units as a total bookkeeping entry. However, since the buyers are also sellers,
there might only be a net debit of 50 units to the accounts of those who overbought, and
the same amount as credits to the accounts of those who under bought. In this case the
actual amount of money in existence at the end of the day would be 50 units, although
monetary transactions to the extent of 950 unit”s had taken place. It is even conceivable
that there might remain no debit balance, and hence no money whatever in existence,
despite a healthy monetary exchange. Money is created by the process of incurring a debit
and is destroyed by the process of offsetting a debit.

The volume of money extant, therefore, has no relation to the volume of business
transacted in its name. The volume of money is determined by the amount of deferred
spending, or "savings." In the example, those traders with credit balances have a claim
upon values held by other traders. The traders with debit balances are the money issuers,
and have proclaimed thereby their obligation to other traders. This demonstrates that
money is but a medium of evidencing barter balances. It is a claim upon neither particular
goods nor particular traders, but upon any goods in the hands of any trader. In that sense
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only is there a store of value behind monetary instruments. The idea that there is a reserve
of value, such as gold, which can back or support the money extant, is a chimera.

Monetary Circles

Perhaps an easy way to visualize the money creation and redemption process is
through the use of monetary circles. A monetary circle begins when, through a line of credit
at a bank or other bookkeeper, a check writer issues a check that is accepted by a seller.
With the acceptance of this monetary instrument, the check writer has issued money into
circulation and stands as a debtor to the market, i.e. he has taken something of value out of
the market and, in due course, must put an equal value into the market in order to liquidate
his "loan" at the bank. The money issued passes from hand to hand in what may be a wide
circle of traders. Each holder of money stands, to the extent of his holding, as a creditor to
the market, because his holding of money is evidence of having delivered value to the
market. Thus, as the result of one man's issue, a monetary circle consisting of one debtor
and a number of successive creditors is created. The creditors (money holders) displace
each other, while the debtor remains until, in due course, he makes a sale (delivers value to
the market), thereby capturing the money with which to liquidate his "loan." This completes
the circle from issue to redemption. Redemption does not imply, of course, recapture of the
identical units issued, but merely an equivalent offset.

Figure 2
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The above describes an uncompleted seven-factor monetary circle. The issuer starts
the circle by buying before selling (BS). The six trader-transmitters sell before buying (SB).
Any number of additional trader-transmitters may be imagined before closing the line to the
buyer-issuer, but this line ultimately must be closed by the buyer-issuer making a sale to
the last trader-transmitter, and thus the circle is completed from issue to retirement.

Monetary circles may be of wide or narrow orbit, depending upon the length of
turnover in the business of the issuer, and can be sustained as long as necessary to supply
the needs of any business. The only essential is that the initiator be also a potential finisher.
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To be such, he obviously must be a personal enterpriser, i.e. one who is obliged to go into
the market and bid for money. This requirement being fulfilled, his issue is genuine money.

Money as an Abstraction
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With the passage of time, trade psychology has become more and more enslaved to
the superstition that trade by money must be state permitted and regulated. This attitude
has come about because man has not understood money. He has believed that, in passing
from whole barter exchange into monetary exchange, he passes to a higher plane where, by
political magic, there is conferred upon him a power that he could not exert without the
sanction of the state. In truth, trade has not risen and cannot rise above barter, because it
is inconceivable that one trader would surrender value without being assured of receiving
value. Money does not destroy the principle of barter. It merely splits it into halves,
improving it by introducing a time lag between the surrender of value and the requisition of
value, during which lag the monetary instrument certifies the right of the seller to make the
requisition at such time and from such trader as he may choose. The monetary instrument
acquires no value; the value resides solely in the thing or things to be requisitioned.

To believe in a metallic or other "standard," or to identify money with any commodity
or "backing" or "coverage" or "reserve," or to attribute value to it, is to confess inability to
master the monetary concept. The monetary concept is a concept in accountancy. It is as
abstract from value as mathematics. Indeed, money is the mathematics of value, and is
valueless in the same sense that mathematics is valueless. No amount of value can create
money. But when men form a compact to trade with each other by means of accounting, in
terms of a value unit, then a monetary system is formed, and actual money springs into
existence when any of them, by means of the act of paying for a purchase, incurs a debit in
the accounting system. Conversely, money is destroyed by the process of selling, in which a
credit is earned against a previously incurred debit. Yet value is neither created nor
destroyed by the process of creating and destroying money, since money is but a concept.

Every lawyer knows when he draws a contract that the real contract exists in the
minds of the contracting parties, and that the paper and ink are but the evidence of the
contract. Likewise, the substance of money is a tradesmen's agreement to carry on split
barter. The monetary instrument is but the evidence of, and accounting device for, the split
barter exchange consummated under the tradesmen 's agreement.

It is well to realize that the monetary concept must come before the monetary
instrument, and that, indeed, there may be an actual monetary exchange without
instruments. When traders are able to evaluate things in terms of an abstract mathematical
unit, they have conceived money, and may carry on monetary exchange without record or
instruments. Of course, this is not feasible to any great extent. But we should understand
that money, first of all, is a concept, and that the bookkeeping and instrumentation that
follows is but the record of transactions consummated in accord with the concept.

If a farmer approaches the village storekeeper with the question, "What are you
giving for eggs?" and the storekeeper answers, "A peck of corn or three yards of calico," the
trading is on a whole barter basis. But if the answer is, "Thirty cents," the trading is on a
monetary, or split-barter, basis. A deal may be struck whereby the farmer turns over five
dozen eggs and gets credit on the dealer's books for $1.50, against which he orders
merchandise, and this method might continue indefinitely without a single monetary
instrument passing between them. Yet these transactions would be perfect monetary
transactions. They would constitute trading by means of money simply because the traders
were able to state prices in terms of an abstract value unit. It is important for us to realize
that the sum of monetary instruments used in trade is far from coextensive with the sum of
monetary transactions. Offsetting items are common in business, which reduce the need for
monetary instruments to settle balances.

The Mathematics of Exchange

It is obvious that exchange is a mathematical process because it deals in numbers,
using addition, multiplication, division and subtraction. This is true even with traders who
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are uneducated in mathematics. To trade, the mind must think mathematically. In the
absence of a basic concept, the mind deals in physical objects, comparing one with another.
To establish relativity, which is the prerequisite of exchange, we may take any valuable
thing, call it the unit of value, and give it the numeral 1. Other things, by comparison, will
be either multiples or fractions thereof. It is of little consequence what commodity we
choose as the representative of the unit of value, but it is all-important that we realize that
we are choosing the value of the commodity and not the commodity itself. For values are
always in a condition of flux, moving in and out of commodities under the control of the law
of supply and demand, and hence no commodity retains a fixed portion of value.

When we have adopted a unit, which we designate as the Figure 1, and approach the
mental process of evaluating in terms of mathematical relatives, we have conceived of
money. This is the monetary concept. As we have seen, it is possible to conduct a monetary
exchange without going any further. Therefore the concept is money, and the instrument or
record that follows is also money, but in another sense of the word. Thus, we do not give
money in exchange for things, we give values (represented by goods and services) for
values. We give things for things, mathematically evaluating them in terms of the unit, and
then we give checks or currency as evidence of an accomplished exchange. It is important
to note this so as to preclude the false idea that money ever buys anything or is a thing of
value. Indeed, it is mistaken to attribute purchasing power to money, for it has none. It is
merely the conduit through which purchasing power flows, such purchasing power lying in
the commodities or values exchanged.

Money, the concept, is the determination of value by mathematical relativity of the
unit of value. Money, the manifest, is the evidence of an accomplished unilateral exchange
transaction through the monetary concept.

Monetary Rationale

Let us now formulate a definition of money that we can refer to as we consider the
workings of monetary systems. Only by turning our backs on the muddle of past monetary
economics can we fully understand the subject of money. We must reject such irrelevancies
as metallic and other standards, managed currency, bullion and specie redemption, quantity
theories, legal tender, and other issues, which have consumed endless hours of debate. Let
us simply apply our common sense to the rationalization of the subject of money. Error has
labyrinths; truth is an obelisk.

Money is a Receipt for Value

Expressed in Terms of a Value Unit, and is

A Transferable Claim

For an Equivalent Value

To be Determined by Competitive Exchange

In Which the Issuer is an Active Vendor

Whose Issue Conforms to the Customs of a Convention of Participants in the
Monetary System.

a) Money is a Receipt for Value

A receipt for value implies an exchange. Hence, money springs out of exchange and not vice
versa. It cannot be created by political statute nor by any action that is independent of
trade.

OmMmoOm»

b) Expressed in Terms of a Value Unit

The value unit may be the equivalent of any measure of any commodity at the time the unit
is adopted. Thereafter the value unit must be divorced from identity with the commodity
selected since, under the law of supply and demand, the value content of all commodities is
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constantly changing. The selection of amount, commodity and time serve merely to provide
a reference point for the value unit, i.e., an initial value. Thus a new monetary unit might be
established by making it par with an existing unit, but its parity at launching would not
imply continued parity, inasmuch as the values of the two units would thereafter depend
upon the monetary policies of their respective administrations.

c) A Transferable Claim

Transferability is of the essence. Hence, there can be no promise, in the ordinary sense of
the word, involved in money, for if the fidelity of a monetary instrument depended upon the
credibility of a given promisor, its transferability might be severely limited. Monetary credit
must be a social credit, backed by all participants in the exchange system but identified with
none.

d) For an Equivalent Value
This implies stability of the unit, which is necessary for a viable monetary system.
e) To be Determined by Competitive Exchange

There is no way to assure the holder of money that he will receive a value at the time he
buys equivalent to the value he gave at the time he sold, other than by free competition.
Only under free competition can the requirements of trade equitably regulate the value of
money.

f) In Which the Issuer is an Active Vendor

Only as an active bidder for money under competitive exchange can the issuer of money
justify his issue power. He who would create money to buy goods or services must be
prepared to produce goods or services with which to buy money. Since personal enterprisers
are dependent upon reciprocal buying and selling, it may be seen that they are compelled,
by self-interest, to be redeemers of money as well as issuers. It should readily be seen that
governments are not under such necessity, since they have the taxing power. Such services
as they render are not subjected to the choice and evaluation inherent in free trade. Hence
governments are not qualified to issue money.

g) Whose Issue Conforms to the Customs of a Convention of the Participants in the
Monetary System.

The rules and regulations prescribed in the convention of the participants must be honored,
to assure fidelity of issue. This implies a formally structured monetary system and authority
that establishes the monetary unit, prescribes the issuing process, its limits, the implements
to be used, and such other mutually acceptable rules as will give dependability to the unit
and to the system.

Breviate

The purpose of money is to facilitate barter by splitting the transaction into two
parts, the acceptor of money reserving the power to requisition value from any trader at any
time. .

The method of money is to employ a concept of value in terms of a value unit
dissociated from any object.

The monetary unit is any adopted value, which value is the basis relative to which
other values may be expressed.

The monetary system is a cooperative agreement among traders to regulate the
issuance of monetary instruments, to express and exchange values in terms of the monetary
unit, and to keep account of such exchanges.

Monetary instruments may be any evidences of monetary transactions that serve the
convenience of trade and the purpose of accountancy.
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Chapter 3
Banking and Business Cycles

Commercial banks do not lend money. They permit the "borrower" to issue money.
The "loan," which is not in any true sense a loan because it does not reduce the money
resources of the lender, is simply entered as a credit to the borrower on the books of the
bank. It is a paper transaction, no money having been lent and no new money having come
into existence. The borrower, however, now has legal authorization to write checks to the
extent of the loan and tender them in trade. Upon their acceptance by a seller, new money
comes into existence. Until such time as the borrower, through becoming a seller,
recaptures the money (extinguishes the money he created) with which to liquidate his
"loan," there may be many purchase and sale transactions effected by the money he issued.
Yet, throughout it all, not a single unit of money has been lent or borrowed. "Borrowing
money" from a commercial bank is but a figurative phrase. It is getting authorization to
create money——the first step in the money creating process.

Money may, however, be truly borrowed from existing reserves of money. True
moneylenders include savings banks, building and loan associations, finance companies, and
individuals. Such money, however, originated in commercial banks through the process
above described, and was accrued from surpluses.

It is interesting to ponder the question: Why does money lending exist? A little
thought shows that it exists because of the deficiency of commercial bank credit. The
borrower obviously borrows money because he wishes to buy something.

The motive is the same for creating money. Borrowing money offers no advantage
over creating money, and it has positive disadvantages. Interest charges are usually higher
for borrowed than for created money. To the money lender it involves the hazard of default
by the borrower, whereas default in a commercial bank "loan" is distributed, almost
painlessly, over the entire economy. "Loans" through commercial banks are underwritten by
the entire trading community, whereas a loan of existing money is supported by the
resources of the borrower alone.

Why, then do buyers resort to moneylenders rather than commercial banks for
needed funds? The only answer is that the banker, the gatekeeper of the trade channel, is
limited by statute in the number of passes that he can issue to personal enterprisers. Let us
investigate the source and consequences of this limitation.

Bust Without Boom

We in America are in the habit of thinking that boom-bust, the business cycle, is due
to an inherent fault in the personal enterprise system. We also believe that boom means
inflation, and that bust means deflation. This confusion between inflation and boom must be
eliminated before we can understand the source of the business cycle. Some definitions are
in order.

Boom results from an expansion of the genuine money supply. This is not
inflationary, because it justifies itself by an expansion of production and trade.

Inflation, on the other hand, is the result of the injection of monetary units into the
money supply without an offsetting increase of values in the market place.

Bust results from a reduction of the genuine money supply, which is brought about
by bankers calling or, as they mature, failing to renew the "loans" upon which the money is
based.

Deflation is not to be confused with bust, for there cannot be deflation without prior
inflation. Just as inflation is not an increase in the genuine money supply, so deflation is not
a reduction. Both are produced by governments. By deficit financing (through borrowing
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from banks) water is injected into the circulation, and by surplus budgets it is extracted, in
no wise affecting in either operation the substance of the money supply.

Now, if the expansion of the genuine money supply, resulting from bank loans to
personal enterprisers, is justified by the expansion of production and distribution, how can
we explain the reduction of the genuine money supply that occurs during the bust part of
the business cycle?

The shrinkage of the genuine money supply, which causes the bust, is due to a
limitation imposed upon banks by the political monetary system. When a bank makes loans
to personal enterprisers, it assumes the legal obligation to convert all of the deposits
resulting from such loans into currency on demand. But there is a limit to the actual cash
the banker can deliver. This limit is determined by the amount of gold certificates and
Government bonds he holds. A Government bond can requisition cash by its deposit with the
Treasury, which will deliver to the banker its equivalent in currency at the mere cost of
printing.

At the beginning of the boom there exists a wide margin of safety, since demands for
currency can easily be met. As the movement progresses, however, this margin is reduced,
until it becomes hazardous for the banker to further extend the loan volume. His attempt to
keep the volume of loans within the limit of his holding of gold and federal securities arrests
the movement of the boom. As a result of this effort, business is stalemated. This further
increases the banker's caution to the point where he stops making loans. As outstanding
loans mature without an offset of new loans, the money supply begins to decline, and the
bust movement is on its way.

Our worst boom-bust culminated in 1929. It was aggravated if not precipitated by
the action of Secretary of the Treasury Andrew Mellon, who retired the federal debt from its
peak in 1919 of approximately $25.5 billions to about $16.2 billions in 1930. His reduction
of the federal debt was acclaimed by leaders of banking and business. However, in so doing,
Mellon cut away the foundation of the bank credit pyramid. By taking Government securities
from the banks, he eliminated the margin of safety by reducing the availability of currency.
Some ten thousand banks failed to meet the public demand to exchange deposits for
currency.

Since in a crisis the demand is for currency, and since the Government is the only
debtor that can convert its debt into cash on demand, it should be obvious that a banker's
security depends upon the ratio of public debt to private. In the years preceding the
depression, the ratio was continually cut as the banks rapidly expanded private loans. When
business began to contract and the demand was for cash, the banks discovered that they
were short. Their frantic calling of loans further diminished the money supply, and the spiral
ended in depression.

The demand for currency need not have risen to critical levels but for still another
piece of legislation, the legal tender law, which forced many in the chain of credit, if they
would stay out of bankruptcy, to sue for cash payments in order to be able to satisfy the
demands of their creditors, who in turn were hard-pressed for cash to meet their
obligations. But for the limitations on choice imposed by the legal tender law, many
creditors would have agreed to alternative, non-cash settlements, or simply let their notes
run, and excessive pressure would not have built up in the system.

Note in Figure 3, a graph of the Per Capita National Debt, the beginning of the
undermining movement in 1920 as Government debt began to be cut back, contrasted with
the rise from 1932 onward.
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Figure 3
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Today we are experiencing not boom, but inflation, resulting from the great increase
in public debt especially since 1940. The ratio of public to private debt is now so enormous
that there is not the slightest danger to the banks in extending private loans. They hold
enough securities to meet any demand for currency; hence the deflation precipitation point
is practically non-existent. Nor would the banks call Government loans as they might private
loans. The reason is that the Government can replace each bond with currency, and thus the
banks would be exchanging interest bearing paper for non-interest bearing——a loss of
interest with nothing gained, since there is no hazard to them regardless of how high the
Government debt mounts.

Consequently, there will be no deflation to follow this inflation. We are out of the
boom-bust cycle, and have seen the last of that phenomenon. We are not, however, out of
trouble.
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CHAPTER 4
Legal Counterfeit

Let us imagine the formation of a political state calling itself Pretense and declaring
the national monetary unit to be the Pretensia ...

Everyone knows that it is a crime to counterfeit bills and coins and that governments,
with the cooperation of banks, are constantly vigilant against those who practice this
nefarious art. What is not generally known——even to the perpetrators——is that
governments and banks unconsciously cooperate in legal counterfeiting.

It has been seen that, under the natural law of money issuance, governments cannot
qualify as issuers, because they are not in the necessitous situation of personal enterprisers.
They do not barter, and therefore have no need to escape from barter. They do not bid for
money in the open market with goods or services. Their taxing power relieves them entirely
from selling; they take merely by taxing. Hence, when they are admitted to the issue power,
their issue cannot be a genuine promise to deliver value in trade. It must of necessity be
counterfeit, regardless of any statutory laws intended to validate it.

This legal-illegal practice is innocently perpetrated, in the United States, not by the
issuance of bills and coins, but through loans made to the Government by commercial
banks. As we have seen, to borrow money from an individual, private corporation, savings
bank, building and loan association, or any lender other than a commercial bank means to
reduce, by the sum borrowed, the monetary resources of the lender. Hence, no increase in
the total money supply is produced. To "borrow" from a commercial bank, however, implies
something quite different. When one borrows from such a source, no reduction in the capital
funds of the bank ensues, nor is anyone's deposit reduced. The only effect is that the
"borrower's" balance is increased by the amount of the "loan." The total money supply is
increased the moment checks are drawn against this higher balance and accepted in trade.

All money is created through "borrowing" from commercial banks. When carried out
by personal enterprisers, this practice is legitimate and essential. But when governments
follow this practice, it becomes illegitimate and is infinitely more destructive than is
counterfeiting by private individuals. The presence in the circulation of these counterfeit
units reduces proportionately, by a blending process, the power of all units. No increase is
produced in the money supply; the increase is solely in the humber of units. From failure to
discriminate between money issued through bank credit by personal enterprisers and by
governments, has come an inflationary mixture of true and false money that threatens the
social order.

Legal counterfeiting is by no means a modern invention, though it is practiced today
on a much larger scale than ever before. Ever since the beginning of money, governments
have found various ways of surreptitiously taxing their citizens and subjects through
spurious money issues. With the advent of paper money, the opportunity was expanded and
extensively utilized. Through the bank check, which is the latest evolutionary step in
monetary instruments, has come the opportunity to practice legalized counterfeiting on the
grandest scale and in the most subtle manner——indeed so subtle that even government
officials are not conscious of it. This "Open Sesame" to weaken the money in circulation
through dilution by counterfeit issues exists because of the popular belief that checks are
not money. In fact, however, they are the primary form of money in use in the United
States today. This becomes obvious when one stops to consider that currency, which most
people consider to be the principal form of money, is usually obtained by cashing a check.

Lest readers gain the impression that legal counterfeiting and the introduction of
various pieces of window dressing in our monetary legislation to justify it indicate malicious
intent on the part of politicians, let it be clear that the practice arises from a universal
misconception of the source and essence of money, a misconception which blinds legislators
as well as the people they undertake to serve. Money cannot be governed by man-made
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laws; it operates solely by natural law. Under this natural law, governments cannot be
vested, either by usurpation or by delegation, with the money issuing power. Efforts to
legislate this power result in legal counterfeit as distinguished from illegal (the one is amoral
while the other is immoral.) It should also be understood that the practice of legal
counterfeiting is indulged in all over the world, and to a greater degree abroad than at
home. That is why the dollar is as yet the strongest monetary unit in the world.

History of American Legal Counterfeit

All of the thirteen American Colonies legalized the issuance of "money" by
government, and all thirteen units of account passed out into thin air through total
inflation——the inevitable result when counterfeiting is carried to extremes. Following these
Colonial experiments came that of the Continental Congress, from which sprang the
continental, object of the reproachful phrase, "not worth a continental."

It is not surprising that, with these horrible examples of legalized counterfeit before
them, the delegates to the Constitutional Convention resolved to withhold from the federal
Government this perverting power. The question arose when Article 1, Section 8, Paragraph
5 was up for discussion. This provision, as adopted, reads:

Congress shall have the power to coin money, regulate the value thereof and of
foreign coin, and fix the standard of weights and measures.

The clause as first presented included the words, "emit bills of credit." After debate,
the delegates voted to strike out these words, and thus the Government was denied the
power to issue currency. In those days currency was called bills of credit, and these were
the only instruments of legal counterfeit, the checking system not yet having come into
practice.

The clause, as enacted in the Constitution, authorized the Government to "coin
money," but not to issue it. It meant that the Government was empowered to set up a mint
to stamp out coins from metal brought to it by private owners. The coins minted were not
Government property; they remained the property of the citizen from whose metal they had
been coined. He was thereafter entitled to issue these coins into circulation bearing the
Government's guarantee of weight and fineness. To "regulate the value thereof" meant to
define what constituted a dollar and its fractions. It did not mean to regulate the power
thereof, as this would involve price fixing, an impossible task.

(For authorities on the above report of the action of the constitutional Convention, consult
Max Farrand, Records of the Constitution, Volume 2; E. H. Scott, Madison”’s Journal of the
Constitution; Charles Morris, Making the Constitution.)

For the first seventy years of the Republic, the intent of the framers of the
Constitution was respected. During that time, no currency (bills of credit) was issued by the
Government; business was conducted with private bank notes and with gold and silver coins
minted by the Government for private owners of the metal. The Civil War emergency,
however, induced Secretary of the Treasury Salmon P. Chase to recommend to Congress the
issuance of United States notes, popularly called "greenbacks," and Congress obliged. This
was the first legalized counterfeit issued by the United States Government, and it was
frankly recognized as unconstitutional. It was justified on the ground of national emergency
by Chase, although later, as Chief Justice of the Supreme Court, he condemned it in a
majority report as unconstitutional. By a still later decision, however, with Chase this time in
dissent, the Court sanctioned the practice and thus read into the Constitution what the
founders had deliberately voted to keep out.

(See Hepburn vs. Griswold (1870) Wallace 603; Know vs. Lee (1871) Wallace 457)
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The above quoted Article 1, Section 8, Paragraph 5 is the cause of popular
misunderstanding. It is generally believed that this is the money enabling clause. However,
except for the Civil War instance cited and some minor issues of silver certificates issued
since, the great evil of legalized counterfeit has not sprung from this clause. The power
comes from another clause that is never suspected because of its innocent wording. The
enabling clause is Article 1, Section 8, Paragraph 2:

Congress shall have power to borrow money on the credit of the United States.

This paragraph opened the way for the modern method of counterfeiting that is far
more insidious and dangerous than the "printing press" method that Paragraph 5 (the first
quoted paragraph) undertook to exclude. That a government precluded from the issue
power should, as an alternative, be permitted to borrow, seems quite logical and consistent,
and no harm could come from the exercise of the borrowing power but for the double
meaning of the word, "borrow."

The bank borrow-creating process is the modern form of "printing press money"
which the framers of the Constitution endeavored to preclude. Under this modern method
the Government has some bonds printed which it delivers to commercial banks, receiving
therefore a deposit credit. Subsequently it writes checks against the credit thus established
and "b