On October 8, 1974, before a joint session of the Congtess, President Ford call-
ed “‘inflation, our public enemy No. 1."" Schiff’s thesis is chat since it's the
Federal government that causes that inflation, it’s the Federal government that
15, in reality, ‘‘public enemy No. 1"’ — and blistering chapters add to this in-
dictment.

With irrefutable evidence and driving logic, he accuses the Federal government
of converting the American economy to national socialism and turning
American workers into Federal peons. With facts and figures he shows how,
when, and why the Federal government:

Causes inflation

Steals mote from the public in a weck than the Mafia does in a year
Declared official bankruptcy theee times since 1970

Created the eneegy crisis

Legislates unemployment, poverty and crime

Fraudulently conceals the nation’s $8 trillion public debt

Unconstitutionally enforces a fraudulently acquired power to tax income,
and

Why Social Security is a gigantic fraud from which taxpayers can now legally
“drop out”’

Why the Federal government is nothing but a profic making™ business
monopoly, and

Why he has paid no.income taxes since 1973.

* For those who run it.
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Dedication

To my parents, Jacob and Anna Schiff, who, like millions of
others, immigrated to these shores, not seeking or expecting
a public subsidy but seeking only those rewards, that free-
dom, hardwork, thrift and self-reliance could bestow. May
this spirit and these virtues be restored to American life to
serve as inspiration for my two children, Peter and Andy, their
generation and future generations of Americans.

“Inflation, our public enemy No. 1.. will, unless whipped,
destroy our country, our homes, our liberty. our property . ..
as surely as any well armed wartime enemy.”

Prestdent Gerald Ford
Before a Joint Session of the Congress,
October 8, 1974

Since it is our own government that causes that inflation
-our own government is that enemy.
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COMMENTS BY THE AUTHOR
ON THE 4™ PRINTING OF THIS BOOK IN THE YEAR 2000

Both the owtside and inside covers of this edition of The Biggest Con: How the Gov-
ernment is Fleecing You are reproduced as they appeared on the original, 1977 paperback
edition. Arlington House published the first edition of The Biggest Con in hard cover in
1976. Though this book was my fiest book. it received approximatety 80 laudailory reviews
and was a Conservative Book of the Month Club selection in 1976. The book went on to
sell approximately 90,000 copies in soft and hard cover and was itseif influential in causing
a number of other books being written based on the disclosures in this book. This was the
first book to actually illustrate and document the illegal and unconstitutional conversion of
U.S. coin and curtency to what is essentially counterfeit coin and currency. It was also the
first book to actwally document how the U 8. govemment was hiding the full extent of the
Mational Debt by not including in its reporting of that debt the government's unfunded and
contingent Labilities.

[ have always wanted to write a chapter by chapter update of this book to illustrate how
all of my 1975 fears concerning federal taxation and regulations were sndermining America’s
industrial base (and destroying high paying industrial jobs) were tuming out as predicted.
However, since | have been occupicd exposing the illegality with which the govemment
collects {actually extorts) income taxes and devising methods by which Americans can
avoid paying this tax, | have not had the time to do that. Suffice 1 say that America’s
upcoming $350 billion trade deficit for the year 2000 has more than fulfilled all of my fears
as expressed throughout the book.

Since my most dire predictions (such as those expressed on pages 145 and 146) never
actually materialized, one might conclude that those predictions were far-fetched. How-
ever, those predictions were based on the conditions that existed in 1975 and the obvious
shriveling up of the necessary capital (due to taxation, inflation and a falling savings rate)
needed to sustain and support our economy. There were two factors that saved the situation
that | had never considered: 1) the vast increase of women in the work force, and 2) the
substantial influx of forcign capital (which was insignificant in 1975} both of which re-
placed the supplies of domestic cepital I saw vanishing, It should be obvious that if we
rolied back the number of women in out workforce to the same percentage they oceupicd in
1975, and if we did the same with the amount of foreign capital being utilized in our
economy (and the amount needed to support domestic consumption) - our economy would
have coliapsed long ago, as predicted. Because of these two factors - women in the work
force and the infusion of foreign capital - the day of reckoning has merely been postponed.
but it is still coming,

In the first paragraph on page 335 | made a number of prediclions concerning wha
would happen to the doliar if the Johnson Adminisiration succeeded in removing gold
backing from U.S. currency. Everyone of my predicilions came 1o pass. However, the con-
trary claims and predictions made by such other governmenl witnesses as: Senator William
Proxmire, then head of the Joint Economic Commitiee, Secretary of the Treasury Henry H.
Fowler and Federal Reserve Board Chairman. William McChesney Martin (pages 336-
342) have proven Lo have been blatanl nonsense.

Since | aciually ran out of copies of this book and could no longer fill orders for them,
[ had to rush this reprinting and forgo my desire w republish this book with a chapter-by-
chapter commentary. | will have to leave that task for a later date.



Foreword

The word “*blockbuster’’ is used indiscriminately. But, it is surely the right
word for Irwin Schiff’'s account of how our uneconomists (his word for the
Keynesians who believe in the universal solvent of the free lunch) have flooded us
with unmoney to the point where recovery has become almost impossible without a
truly terrifying bankruptcy,

What is new about Mr. Schiff’s work is that he shows how scores of mistakes,
no one of which is necessarily lethal by itself, can react on each other to bring an
end to the efftcacy of any temporary palliatives. A law of critical mass becoimes
involved.

Long ago, John T. Flynn and Edna Lonigan proved the frandulent nature of a
Social Security system that builds up no backlog of investments capable of meeting
its obligations. We might have survived this theft if the purchasing power of our
money hadn’t been systematically leached by additions to dead-horse debt that
must now be reckoned in the trillions. The government-induced energy crisis
complicates everything by a factor we have not yet fathomed.

Legal ratchet actions prevent any fall-back to positions that might enable
producers to reduce their costs, revive their attraction for investors, and come out
of it with an annual profit, Union wages and fringe benefits remain on the
escalator. The minimum wage has put a whole generation of young blacks on the
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relief rolls. The Employment Act of 1946 forces Congress to spend endlessly in the
vain hope that work can be made for everybody.

Meanwhile, the federal, state and municipal payrolls become padded with
thousands of non-producers. Mr. Schiff figures that only sixteen out of every
hundred people in the U.S. are actuaily busy producing things to eat, use and wear.
The rest do engage themselves in some necessary services, but we have thousands
of teachers who function mainly in trying to keep order in schools that are not
wanted by students who might be better off in a system that would atlow for
teen-age apprenticeships in going trades. We have hundreds of statisticians who
keep records that nobody reads, or who provide the justification for government
activity that nobody wants,

In a grand peroration, Mr. Schiff accuses our Federal govemment of compel-
ling citizens to participate in a chain letter (social security); of illegally shifting
wealth through inflation; of hiding the true extent of the National Debt; of saddling
& lower standard of living on people by the destructive burdens it imposes; and of
using the Federal Reserve to force what amounts 1o counterfeit money on the
banks. The citizen is reguired to swear to things on his tax return that no two people
can interpret the same way, We are, so Mr. Schiff suggests, contributing to our
own destruction by paying taxes to a government that engages in so many unlawful
and criminal activites that it makes the Mafia look lily-white by comparison. This
poses a nice question for the taxpayer: If you cooperate with a thief, doesn’t that
make yourself the perpetrator of an unlawful act?

How long before ait the evil fow] will come home to roost? Mr. Schiff gives us
five years, providing we do not turn on our government in the meantime and shnnk
it down 10 size. Can this be done? He ts the eternal optimist when he says that if
enough people will heed his diagnosis he thinks it can.

—John Chamberlain



Introduction

An article in the Wail Streer Journal of March 29, 1974, carried ominous implica-
tions for America. Headlined ‘‘Fed's Shechan Warns Against Big Effont to
Squeeze Inflation,”” it concerned a speech by John E. Sheehan, then a governor of
the Federal Reserve System, before a meeting of groups representing security
analysts.

According to the article, Sheehan said the time had come to answer charges
that the “*Fed alone is responsible for inflation.’” He was reported to have
disagreed sharply with economists such as Milton Friedman of the University of
Chicago and William Wolman of Argus Research Corporation who had blamed the
Fed for the inflation by the latter's expanding the money supply faster than
productivity,

The Wall Streer Journal story contained the following eyebrow-raisers:

Mr. Sheehan didn’t argue with this[the economists’] analysis. ** There isn’t any tack of
understanding on our board, nor lack of courage ¢ither,”" he said heatedly. But he added
that a sharp curback in money expansion would srall the economy and 'would result in
15 to 20 percent unemployment by vear-end, with 35 10 40 percent black unemployment
and zero emplovment for black teen-agers,

““Milton could go to his farm (in Verrmont) and sit this out but when he comes back
fre will find the cities burned down and the Universiry of Chicago along with them.,™
satd Mr. Sheehan. [halics mine.]



Most disturbing was that neither the Fed nor the federal government, as
indicated by Governor Sheehan’s remarks and observable government action, was
doing anything substantial to prevent the anticipated conflagration, while his
statements evoked other shocking inferences. For example:

1. Since the Federal Reserve System cannot inflate ad infinitum, the inflation-
ary bubble will eventually burst. Expansion of the money supply by the Fed and
the resultant inflation are therefore not eliminaring the threat to our cities, only
postponing it.

2. The Fed’s generating of inflation is, by Sheehan’s admission a way of
shifting wealth from those who save to those whe live in the nation’s cities, where
this shifted wealth **bribes’’ city dwellers from *‘burning down the cities.”’ This
shifting is accomplished by increasing the supply of paper money and federal debt
in order to make increased welfare payments possible while the resultant inflation
shrinks the value {purchasing power) of all accumulated savings.

3. Why after 200 years should our government suddenly feel compelied to
cause inflation in order to keep a segment of our population from burning down cur
cities?

Governor Sheehan has not been the only prominent public offtcial to make dire
predictions recently about what may be in store for America. In May 1974 Arthur
F. Bumns, chairman of the Board of Governors of the Federal Reserve System,
declared that a continued high rate of inflation threatened to bring **a significant
decline of economic and political freedom for the American people.’” Prominent
voices from the private sector of the economy have also joined the ominous chorus.
AFL-CIO president George Meany has said:

There is every indication that the U.S. is heading inlo a depression, possibly worse than

in the 1930s, with business failures and widespread unemployment. I thought we had

eliminated the major causes of a depression in this countsy during the Roosevelt days
. . burdespite that, I can see a depression coming unless there is a guick turnarouad.

In September 1974 President Ford underscored the gravity of the coming crisis
when he stated at the close of the White House conference on inflation that “‘the
very future of our political and economic institutions, indeed, our whole way of
life is literally at stake.’” Such expressions of doom and gloom concerning the
economy from public leaders would have been unthinkable a generation ago, even
two years ago.

As of 1975, over 50 million Americans (not counting veterans and those
collecting unemployment) were on the public dole—in excess of 30 million
receiving Social Security benefits and more than 20 million on welfare and various
other government wage contipuation and retirement progrums—all requiring tax
dollars for their solvency. This sitwation did not exist in 1929, Then the U.S.
government was solvent. and. theoretically, could aid the private sector. But now
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the U.S. government is broke: it has been forced into bankruptcy three times in the
last four years, while encouraging vast segments of our population to depend on it
for their economic welfare. Many of these people are now in noe position either
financially or temperamentally to care for themselves. What will they do when the
U.S. government can no longer honor its firancial promises to them (or more
accurately, redirect tax receipts from others to them)? This is not unlikely, as this
book will show. Thus the situation facing the U.S. today is far more crucial than in
1929, with greater dangers, both internally and externally.

fn the hope that there may still be time to rescue a rapidly deteriorating
economy, this book attempts to explain how we armrived where we are, and suggests
ways to reverse the course that is bringing us to national disaster.

To this end, complicated charts and statistics have been kept to a minimum.
Seemingly complicated economic and monetary principles are clarified so that the
reader will see among other things how the U.S. government (1) steals from the
public annually an amount five times greater than the total cost of all crime
—including the cost of its suppression, (2) runs the world’s largest counterfeiting
operation, (3) operates the world’s largest pyramid club since Ponzi, (4) violates
Public Law 89-809 by routinely reporting only 10 percent of the national debt, (5)
legislates unemployment, and (6) caused the energy crisis.

1 hope that this book will serve as a practical guide to help you protect yourself
and your country.

Irwin A, Schiff
Ft. Lauderdale, Florida
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The U.S. Money Swindle

All the perplexities, confusions and distresses in America arise not from defects in
their constitution or confederation, not from want of honor or virtue, so much as from
downright ignorance of the nature of coin, credit and circulation.

—John Adams in a leuer to Thomas Jefferson, 1787

Money has ceased to exist in the American economy. *‘Conventional wis-
dom"’ to the contrary notwithstanding, Mr. Average American literaily has no
money in the bank, none in the stock market, none in his wallet or pocketbook.
Preposterous, you say, bur it is truef U. S, politicians, contrary to the Constitution
and the U.S. criminal code, have conned all citizens out of their money savings,
This monetary swindle was perpetrated despite a reasonably literate electorate,
despite our well-developed financial and banking institutions, and despite our
many institutions of higher learning and the nation’s extensive network of informa-
tion media. Now, just how did such a thing happen? Answering this question, first
of all, requires a quick review of some basic monetary facts of life.

What Is Money?

To appreciate the scope of the Big Swindle, it is necessary to understand what
““meney’ " is and what it isn’t. Money, like the wheel, was one of mankind’s most
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important inventions. Before the development of money all exchanges were on a
barter basis—the trading of one good directly for another. For example, if a
hatmaker needed a pair of shoes, he had to find 2 shoemaker who needed a hat, an
exceedingly inefficient method of exchanging goods.

Fortunately, society discovered that there was usually one commeodity which
would be accepted in exchange for all goods and services, and so this commodity
became money. Because of the development of money, which facilitated and
accelerated the exchange of goods and services and made division of labor
possible, productivity increased and thus living standards rose. The sounder a
nation’s money, the more efficient would be its economy and the faster would its
standard of living grow.

In ancient times sheep and cattle served as money. Roman legionnaires
received their pay in salt. Pins, before they were mass produced, served as money
for minor sums. American Indians used beads, called wampum, for their money.
American Gls in Europe after World War II discovered that cigarettes could be
used as money.

Ideally, money performs four major economic functions.

1. Money serves as the unit of account; it is the unit in which all other values
are expressed. By all goods and services having a value in money, they can be
related in value to each other, thus eliminating the near impossible task of
evaluating goods and services directly o each other, as in barter. For example,
how many heads of lettuce would equal a pair of shoes? Or, how many wooden
bowls would equal a jacket, or how many hours of chopping wood would equal ten
loaves of bread? By expressing the value of all these goods and services in
money—their *‘price’'—we can easily relate them to each ather.

2. Money serves as a medium of exchange, thereby facilitating the exchange
of goods and services. By expediting and simplifying trade. money makes possible
a more extensive division of labar with increased specialization, thereby making
society more efficient and elevating its living standard.

3. Money serves as a store of value. Money not spent immediately can be
saved and stored for later use, and ideally it should buy as much later as it would if
spent currently. When money has this quality—the maintenance of its purchasing
power—saving is encouraged. When society saves, capital creation occurs, since
capital can only be created out of stored savings.! As capital is created, society's
ability to produce an expanding quantity of goods is also increased, so again sound
money enhances a society’s ability to raise its standard of living.

4. Money serves as a unit of deferred pavment. Money, of course, can be
loaned to others who may have a greater immediate need for it than its owner.
However, the lender expects to be repaid in money that will buy the same amount
of goods and services as the money he lent. To the degree that money loses value
through inflation. interest rates will rise to compensate for this loss in purchasing

'See pages 265-266.



power. Money that does not lose value will encourage lower inferest rates thereby
making possible projects requiring long-term financing at economical interest
rates. Thus, again, sound money contributes to society’s economic progress.

What About the Role of Gold?

By trial and error, civilizations discovered those commodities which best
served as money. In most societies, the commodities that evolved were gold and
silver. Gold was desired because of its versatility and its unique properties. First of
all, it had a rich and warm color and was capable of being highly polished. It was
the only metal that neither tamished nor rusted. It could be extruded to the fineness
of a hair and beaten to the thinness of tissue paper. Since pold concentrated
considerable value in a small area, it made transportation of one’s wealth relatively
simple. [magine having to leave a country hurriedly when all of one’s wealth was
in cattle! Since gold was malleable, it was easily divisible and could accommodate
exchanges of lesser value. Gold could be easily measured and its quality could be
readily determined. These latter qualities, of course, made loaning money possible
since it was easy (o establish that the loan was repaid in the same type of money that
had been loaned.

Some cther commodities—oil, coal, diamonds, even soybeans—have been
suggested as substitutes for gold. I have found among people a hostility toward
gold, reminiscent of William Jennings Bryan and his fears that mankind was being
*“‘crucified on a cross of gold.”” The antigold hysteria of the 1890s is still very much
with us—witness the U.5. government’s campaign to replace gold with Special
Drawing Rights (SDRs), claiming that there was not enough pold with which to
conduct world trade; witness statements by high government officials that gold is a
*‘barbaric metal.”” Far from being barbaric, the metal has preserved purchasing
power far better than ‘*barbaric’” Federal Reserve notes, printed on government
presses.

Those seeking a substitute for gold labored under a misunderstanding. They
believed that governments designated gold money, and all government needed to
do to change it was to decide on a different form of money. This is simply not the
case. Government did not create money; it merely recognized officially the money
that was functioning in the marketplace. It was the people, not government, that
decided on what to use for money,

It cannot be overemphasized that people the world over were not compelled to
use gold as money. They gravitated to gold because it served all the requirements
demanded of money better than any other commodity. As gold is already used and
valued throughout the world and has proven itself by over 2000 years of service,
why should our government think it necessary to switch to another form of money?

Now that we have examined the nature of legitimate money, let’s look into
“*banking’” and the functon of **monetary reserves.'” When a medieval merchant
armived in a city for, say, a trade fair, he obviously did not wish to carry his gold
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around or leave it at the inn where he was staying. Consequently, he sought the
local goldsmith who, for a modest fee, would store it for him, When a merchant
placed his goid with the goldsmith, he received areceipt as evidence of hisclaim to
the stored gold. When merchants conducted their business, they could transfer
these paper receipts instead of transferring the gold itself. Others wouid then
circulate these receipts because it was more convenient than transferring gold. So
these warehouse receipts for gold became **paper money’'—more accurately, a
‘‘money substitute.’”

{tis precisely at this point that 99 percent of the people lose all their understand-
ing concerning money, which is why they can be so easily victimized by govern-
ment dishonesty. It is, therefore, extremely important for the reader to grasp the
difference between money, and paper (or coin) money substitutes. The paper
warehouse receipt for money is obviously not money but merely a paper substitute
for money that is stored. Money substitutes are correctly referred to as currency
and society's total stock of money and official money substitutes (stored and
circulating) may be called its total currency supply (loosely called the money
supply). However, its actual money supply can only be its total stock of gold and
silver, if those are its monetary metals. If money is based on another commodity,
then its total money supply would be the total physical supply of thar commodity.

If, for instance, $100 worth of gold were deposited with a goldsmith and a
warchouse receipt for $100 were issued, what would the total money suppty be? If
the money substitute was counted as money, one might conclude that the *‘money
supply’’ had been expanded to $200—$100 worth of paper and $100 worth of
gold. But the meney supply is still only $100, the value of the gold. As vou will
see, it is even possible to have $200 of paper money substitutes circulating backed
by only $100 of gold in which case one might conclude that the money supply had
been expanded to $300. in both cases, however, the money supply has stayed
exactly the same but the amount of currency, money substitutes, has been ex-
panded. In the first instance, the amount of circulating currency was $100 and the
amount of money $100. In the second instance, the amount of citculating currency
was $200 while the amount of money was still $100.

It is people’s inability to differentiate between money and money substitutes
that causes them to be continually swindled by the government. Histerically, this is
a game that governments never tire of playing and citizens never seem to catch on
(1

Now, the value and quality of real moeney—gold, sifver, wampum, salt,
elc.—can be easily understood since its value is tangible and relatively certain,
which is why it served as money in the first place. However. the value and quality
of paper money substitutes can vary from being absolutely worthless (as **worth-
less as a continental™™) to being one honest step away from the real thing. It is a
government's sneaky ability to progressively make its money substitutes worth
less (usually in response to some short-term political need) that destroys nations,
empires. and civilizatnons. It is America’s tragic misfortune that its currency can
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now serve as a vintual testtube example of how politicians can, in stages, totally
destroy a nation’s currency supply.

Now, there are two general types of money substitutes: (1) receipts for money
that have been deposited for storage (of the type we have just described), and (2)
mere prowmises to pay money, sometimes called ‘‘bank notes.”* Obviously a note to
pay money is only as good as the maker’s ability to redeem his note in real money,
if payment in real money is dernanded. Thus, a note **money substitute’* can only
be 25 good as the maker’s supply of real money relative to his notes outstanding.
The fact is that even when ‘‘money substitutes’” become intrinsically worthless
cither because they have become backed by empty warehouses or bankrupt
creditors and governments, they will continue to circulate simply by force of habit.
Government monetary treachery relies on a people's irrational willingness to
accept and circulate worthless **money substitutes”™ while being under the illusion
that they are accepting and saving real money.

For example, during October 1923, Germans were still trading in marks even
though their value had fallen to less than 1/50 millionth of a penny. So, with this
firmly in mind, let’s return to our goldsmith.

The goldsmith, who had initially charged a fee for storing gold, soon noticed
that his storeroom always contained an ample supply of gold since his receipts
continued to circulate with relatively few being presented for redemption. The
goldsmith discovered that a portion of this dormant gold could be loaned to others
showing an economic need for it and having the capacity to repay it, plus interest,
before it was needed for redemptive purposes. Soon the goldsmith was making
more money loaning out other people’s gold than he was at goldsmithing—so he
became a ‘*banker.”’

In time, bankers developed a skill for judging the community’s need for gold,
based upon local economic conditions and the travel habits of the local merchants.
From this, they determined how much gold they should have on hand in order to
redeern all receipts that might be presented. Based on his assessment of the
sitration, a banker might call in some loans and suspend making others and, so, his
actual supply of gold to outstanding paper might be as high as 100 percent or as low
as 25 percent or even lower. Note that the banker did not need to have a dollar in
gold for every dollar in receipts issued. All that was required was that he have
enough gold to honor all possible receipts when presented, and the confidence of
the public that this would always be the case. The amount of gold, of course,
served to limit the amount of paper that could be circuiated and the ratio of gold to
currency became known as the gold reserve.

Obviously the smaller the reserve, the greater was the ratio of loans and the
greater the banker's profit. However, the smaller the reserve, the greater the risk of
not being able to honor cutrency presented for redemption. If holders of currency
suspected that this might happen, the banker could face a *'run’’ which might end
farever his ability to generate banking profits. So, the banker’s desire to maximize
profits by having the smallest possible reserve was tetnpered by the need for higher
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reserves in the interest of safety and stability. Thus, a banker's ability to weigh
needs efficiently would promote not only his welfare, but the community’s
welfare. Since the banker was not only storing the community’'s gold (and now
paying interest for the privilege) but prudently extending credit, he was allocating
the communiry’s limited supply of capital on a businesslike basis. QObviously,
bankers made mistakes when allocating the limited supply of capital, but those
who made the least mistakes remained in business longest and their judgments and
experience benefited the community.

How the U.S. Government Destroyed the Nation’s Money Supply

The authority for the U.S. government's involvement with money is vested in
Article 1, Section &, of the U.S. Constitution: ‘*Congress shall have the power to
coin money and regulate the value thereof.”” Note that the Constitution does not
say that Congress shall have the power to * ‘make’’ or *‘create’” money; it specifies
to coin it. Congress was empowered to take gold and silver, which the nation then
recognized as money, and put them in coin form. When the Constitution refers to
coining money, it means fill-bodied money—that is, where the value of the metal
in the coin comresponds to the value expressed on the coin’s face. This full-bodied
character of legitimate money is what distinguishes it from counterfeit money.

When a counterfeit coin is passed, the counterfeiter’s gain and the recipient’s
loss is the difference between the value of the metal in the coin and the face of the
coin. If, for example, a counterfeiter made a coin containing metal equal in value
1o the face of the coin, no crime would technically be committed because, when the
coin was passed, a fair exchange of values would have occurred. Of course, no
counterfeiter makes full-bodied money because there's no profitin it. Counterfeit-
ing is a crime because counterfeit coin contains less intrinsic value than repre-
sented by its face and so robs those to whom it is passed.!

Let us now examine the types of coins that the United States Mint is producing
and see whether they are the type authorized by the U.S. Constituticn. If you
examine the currently minted U. S, dollar, half-dellar, quarter, and dime, you will
discover a reddish stripe around the ¢oin’s outer nm. This is the copper core of the
coin showing through the outer edge. The silvery appearance of these coins is the
result of a nickel tayer which has been bonded to the coin’s copper core. These
coins have a serrated rim, while the penny and the nickel have smooth rims.* Why
did the U.S. bond nickel to copper in manufacturing these higher denornination

"F 2 monetary system issues al least one full-bodied cotn, it can issu¢ minor ceins which are not
full-bodied as long as these ate exchangeusble at par for those that are full-bodied.

*These serrated rims are called mill marks and are placed on silver and gold coins to prevent their
being “clipped " —that is, 10 prevent portions of the metal from bewng scraped from the coin’s outer
edges belote it 15 passed. No such marks were put on the penny or the nickel since no one would bother
o *chp’ coins made of a base meta!l Since all U.S. coins are pow made of base metals, they need not
have mitl marks. The only purpose thut mull marks serve on present U 5. coins is [0 perpetuale the
deception that somehow U S coins are legitimate moaey
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coins? Since these coins are 91.67 percent copper, why weren't they minted to
look like copper? Had the United States government honestly minted the dollar,
half-dollar, quarter, and dime, the public would have rejected them. If the
government had tried to pass copper-colored, smooth-rimmed coins as quarters,
most people would have laughed them off as being big pennies, so a way had to be
found to get the public 1o accept copper for silver. Nickel was, therefore, bonded to
copper to give it the appearance of silver, the substance of which cur then
full-bodied money was made. Since this new ‘‘money”’ possesses nowhere near
the value indicated on its face, it is not legitimate and full-bodied and should be
considered as merely ‘‘token money.”’ (See Figure 1 for a comparison of the
intrinsic value of U.8. silver coins and the currently minted ‘‘tokens.”’)

Please refer to Figure 2, where you will find the Webster's New Twentieth
Century Dicrionary's definition of *‘counterfeit.”” Note how aptly this describes
currently minted U.S. copper coins: ““made in imitation of something else with a
view to defraud by passing the false copy for genuine or original.’* Obviously,
counterfeit coins are now being made by the U.S. govemment, Heretofore, only
private individuals engaged in such activity.

Consider the following. Suppose a counterfeiter made quarters containing 10
cents worth of silver, thereby earning a profit of 15 cents on every coin he made
and passed. Suppose he were caught and arrested. At his trial he could argue that
sitnce the quarters he made contained 10 cents worth of silver, while the federal
goverament’s quarters contained only a penny’s worth of copper, he was indeed
making and putting into circulation money that was ten times better than the

Figure §

VALUES OF OLD SILVER COINS COMPARED TO NEW CLAD TOKENS
Based on their Metallic Content on December 31, 1974

Discontinued Currently Minted
DENOMINATION Silver Coins Cupro-nickel-clad Tokens
(90% silver—10% coppern) (91.67% copper—B.33% nickel)
Dollar $3.54 4 cents
Half-dollar $1.65 2 cents
Quarter $ .83 1 cents
Dime $ .33 .04 cents

Source; .5, Mint

Nete: The intrinsic value of the old dime was eight times greater than the new “dollar,”
while even the value of the current penny on that date (.047 cents) was greater than the
new “dime.” The adulteration and deterioration of U.5. money merely refiects the
deterioration in U.S. political leadership—at this point, U.S. ““coins’’ could just as well
be made of plastic, like poker chips.
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Figure 2

Webster's New Twentieth Century Dictionary, Second Edition,
describes the word counterfeit as follows:

coun'tér feit (-fity a. (OFr. contrefait; LL.
contrafactus, counterfeit, pp. of contrafacere;
contra, against, opposite, and facere, to make.)

1. forged; false; fabricated without right;
made in imitation of something else with a
view to defraud by passing the false copy for
genuine or original: as, a counterfeit coin, a
counterfeit deed or bond.

2. pretended; sham; feigned; dissembled;
as, counterfeit sorrow,

Syn.—bogus, deceptive, false, fictitious,
forged, fraudulent, mock, sham, spurious.

coun’tér feit, n. 1. a cheat; an imposter.
(Archaic)

2. one thing made like or resembling an-
ather; specifically, an imitation without law-
ful authority, made with intent to defraud by
passing the false for the true; as, the note is a
poor counterfeit.

3. a copy of likeness, as in painting, sculp-
ture, etc. (Archaicl

coun’tér feit, v.i. and v.t. 1. 1o make an
imitation of imoney, pictures, etc.) usually
with intention to deceive ar defraud.

2. to pretend.

3. to resemble or make resembie.

With permission. From Webster's New Twentieth Century
Dictionary, Second Edition. Copyright © 1975 by William
Collins + World Publishing Co., Inc.

government’s, He could appeal to judge and jury: **Since I am circulating money
that is better than the government’s, what crime have I commitied?’’ The govern-
ment could only respond that * *counterfeiting is an activity now reserved solely for
the government and it is the government’s monopoly of counterfeiting that you are
guilty of violating.”’

This will explain why ‘‘real’” U.S. money is selling at such a premtum and why
it 1s advertised on the financial pages of our nation’s newspapers and journals.
Since real money, gold and silver, is no longer provided by the government, it
must be bought at a premium from private sources. With gold selling at 5150 an
ounce, a U.S. $20 gold piece has the intrinsic value of 150 paper dollars. The fact
that it is selling for considerably more than this is because of its numismatic value
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and the premium that gold coins command. An old silver quarter contained . 1308
ounces of silver and, therefore, had an intrinsic value of 24 cents when their
counterfeits were introduced by the government.

The sharp appreciation in the paper value of gold and silver coins is an example
of how honest money provides protection against runaway inflation. As inflation
increases the cost of goods and services, it increases the value of the gold and silver
contained in these coins. If gold goes to $500 an ounce, a $20 U. S, gold piece wili
be worth 500 paper dollars. If sitver goes to $10 an ounce (as in my opinion it
will—if the program outlined in Chapter 14 is not adopted), asilver quarter will be
worth $1.80. Paper money obvicusly cannot appreciate in value with inflation.
Neither can the bogus coins now minted by the U.S. govemment.

Since a U.S. guarter contains only about a penny’s worth of copper, even if
copper increased 500 percent in value, the intrinsic value of the U.S. quarter would
still only increase to 5 cents. These coins would still be overvalued some 400
percent. Since currently produced U.S. money cannot offer protection against
inflation, it can no longer fulfill two of the four requirements demanded of money.
itcan no longer serve as a reliable store of value or as a means of deferred payment.

Correctly understood, the U.S. government’s coinage operation violates Arti-
¢cle 1, Section 8, of the U.S. Constitution. The Constitution empowercd Congress
to *‘coin money,”" not 1o produce worthless tokens.

The government’s coinage operation also violates Title 18, Section 1001, of
the U.S. criminal code which reads as follows:

Whoever, in any maller within the jurisdiction of any department or agency of the
United States knowingly and willfully falsifies, conceals or covers up by any frick,
scheme, or device a material fact or makes any false, fictitious, or fraudulens statement
of representations, or makes or uses any false writing or document knowing the same to
contain any false, fictitious or fraudulent statement or entry shall be fined not more than
$ (0,000 or imprisoned not more than five years or both, June 25, 1948, ¢. 645, 62 StaL.
749,

Since the design, composition and structure of U.S. cupro-nickel coins 1s
nothing more than “‘a trick, scheme, or device'" to conceal their true value,
character, and composition, all persons who have been and are now involved in
their authorization should be prosecuted under this statute.

The Destruction of U.S. Paper Currency (Money Substitutes)

Using gold and silver exclusively as money has certain disadvantages. Weight
might make it impractical, if not impossible, to transport and transact large sums.
Government, therefore, provides a useful monetary service when it acts as a
depository for the nation's money and issues paper receipts for the money stored in
the treasury. Thus, a nation’s legitimate paper money supply (currency) is nothing
more than warehouse receipts for gold and silver stored in the national treasury. on
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exactly the same basis as those warehouse receipts first issued by goldsmiths in the
Middle Ages. Figure 3 is an example of what was once honest U.S. paper
curmrency—a gold cerrificate. This type of U.S. currency, first issued in 1863,
changed very little from the type of receipt onginally issued by those medieval
goldsmiths. Note that it states *“this certifies that there have been deposited in the
Treasury of the United States of America ten dollars in gold payable to the bearer
on demand.”” Gold certificates circulated in the United States until 1934 when the
New Deal took away the citizen’s right to own gold, a right Americans had enjoyed
since the Pilgrims first stepped on Plymouth Rock.

Figure 4 is a similar warehouse receipt, only for silver. Silver certificates were
discontinued in 1963.! Given this type of paper currency, those who ran the U.S.
government were discouraged from printing unlimited quantities of paper currency
since they could be compelled to redeem it with gold or silver. Thus, such currency
prevented government from wantonly creating guantities of paper with which to
pay its bills. Such a practice would inflate the currency supply, drive up prices, and
rob citizens by reducing the purchasing power of the currency they already held.
Inflation, correctly understood, is a device used by government to acquire rev-
enues in lieu of direct taxation, and is achieved by debasing the nation’s currency
and stealing from the nation’s savers (see Chapter 2).

In its campaign of currency debasement, the U.S. government gradualty
switched from honest paper currency (shown in Figures 3 and 4) to the dishonest
and fraudulent kind it now circulates. Federal Reserve notes, the only type of paper
currency in circulation today, came into being as a result of the Federal Reserve
Act of 1913.2 Changes that have occurred on the face of the Federal Reserve note
dramaticaily reveal how the ability of Federal Reserve notes to serve as legitimate
money substitutes was effectively terminated and how the total destruction of the
U.S. money supply was engineered.

Federal Reserve notes, when first authorized, were not considered lawful
money. This simple fact can be established from the very wording that appears on
their face. Figure 5 is a specimen of the type of note originally issued by the Fed. Tt
is simply a nete, an IOU-—nothing more. Since itis only a note, it must state how it
is to be redeemed. These orginal Federal Reserve notes stated that they would be
redeemed in *‘gold’’ at the U.S. Treasury or “‘in gold or lawful money at any
Federal Reserve Bank ™~

When the note stated that it would be redeemed in ‘'‘lawful money,"’ it was
emphasizing that it was not to be regarded as **lawful money.”” What was the *‘Jaw-
ful money"’ in which Federal Reserve banks would redeerm their notes? Gold and
U.S. notes. Strange as it seems, even gold centificates were not accorded legal ten-
der status until 1920, while silver and silver certificates did not attain it until 1933,

'And redemption suspended on June 24, 1968,

2See puge 260 for an understanding of why Federal Reserve notes came into being anid the purpose
of the onginal a1,
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Figure 3

HONEST UNITED STATES CURRENCY
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Whenthe Gold Reserve Act of 1934 made it illegal for Americans to own gold,
the gold clause was removed from Federal Reserve notes and a new redernption
clause appeared (see Figure 6). This new clause read: “ ‘This note is legal tender for
all debts, public and private, and is redeemable in lawful money at the United
States Treasury, or at any Federal Reserve Bank.'” Two things should be noted
from the changes in the redemption clause. Suddenly Federal Reserve notes be-
came ‘‘legal tender’”;" since this was not a characteristic of Federal Reserve notes
when they were originally issued, how or why did they suddenly eamn this *‘legal
tender’” status? And, Federal Reserve notes are still redeemable in *‘lawful
money,”” futher evidence that the notes themselves were still not regarded as
being ‘“lawful money,’” What was the “‘lawful money’" with which the Fed banks
would redeem their notes? Apparently, silver coins, silver certificates, and U.S.
notes. These notes continued to circulate until discontinued by the govemment in
1963.

in 1963 the redemption clause on Federal Reserve notes was totally destroyed
as shown by Figure 7, an example of the type of U.§. currency now in circulation.
Note it contains ne redemption clause. [t only says: ** This note is legal tender for
all debts, public and private.”” In other words, the Fed is under no obligation to
redeem its paper [OUs. Even ““will pay to the bearer on demand’’ has disappeared.
The situation is analogous to a creditor who's under no obligation to honor his
debts. Since all Federal Reserve notes are now nonredeemable, they are in effect
[0U-nothings of the Fed. It makes absolutely no difference to the Fed whether it
issues a note for $10, $100, $1000 or $1,000,000 since the Fed does not create any
obligation on its part to redeem in anything other than another piece of paper it is
capable of printing.

Currently issued Federal Reserve notes do not even conform to the *“Uniform
Negotiable Instruments Act,”” which states that a note “to be negotiable’ (1) must
be in writing and signed by the maker or drawer, (2) must contain an unconditional
promise or order to pay 2 cenain sum in money, (3) must be payabte to order or to
bearer, and (4) where addressed to a drawee, he must be named or otherwise
indicated therein with reasonable certainty.

The language used on the Federal Reserve notes in Fig. 5&6 conforms to the
first 3 requirements(the 4th being unnecessary for ‘‘bearer’’ paper) while that
shown in Figure 7 does not. So what does this mean? It means that Federal Reserve
notes are not notes at all and are not negotiable as defined by law! How could this
fact have escaped the notice of the entire U.S. Bar, including our Supreme Coun
Justices? Surely, somebody must have completed a course on negotiable instru-
ments and should, therefore, have protested the government's action in flooding
the nation with non-negotiable *‘legal tender.”’

Since the U.S, Treasury does not issue any real money, no U.S. *‘legal tender””
has any intninsic value. The only value possessed by U. 5. coins and paper currency

'The Thomas Amendment to the Agricutiural Adjustment Act of 1933 made 2li forms of cumency,
and apparently even small change, unlimited legal 1ender.
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Figure 5

REDEEMASLE 1M GOLD DN DEMAND
AT THE UNITED STATES TREASURY
O IN GOLD OR LAWFUL MONEY
AT ANY FEDERAL RESERVE BANX

WILL PAY T4 THE BEARER ON DEMAND
A LEQGITIMATE FEDERAL RESERVE NOTE 1913-1934

Figure 6

THIS NOTE 1S LEGAL TENDER FOR ALL DEBIS
PUBLIC AND PRIVATE AND !5 REDEEMABLE N
LAWFUL MONEY AT THE UNITED STATES TREASURY
OR ANY FEDERAL RESERYE BANK

WILL PAY 10 THE BEARER ON DEMAND
FEDERAL RESERVE NOTE 1934-1963
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Figure 7

UNITED STATES UNMONEY

FEDERAL RESERVYE "NOTES" CURRENTLY ISSUED

A" Tender” of WHAT? ,
S0 How can it be "LEGAL"7 N Tte 1Py WHAT?

What Happened to the Order to "PAY TO THE BEARER ON DEMAND"?

THIS IS A "NOTE” TO PAY NOTHING!
...ITI1S A FRAUD!

is that the U.S. Government will accept them in payment of taxes. Therefore, what
circulates within the American economy is not money but script in which taxes are
levied, and it is because of this assigned value that it is used and accepted in
commercial transactions. If the U.S. government were to require citizens to pay
their taxes in something else, like peach pits forexample, U.S. paper money would
immediately lose all value and the nation would begin calculating its wealth in
peach pits. The fact that no U.S. coins contain gold or sitver and all U.S. paper
certificates are IOU-nothings raises some very perplexing questions for all U.S.
citizens.

Before getting to those questions, there is one other form of paper money to
consider. Figure 8 is an old, lucky $2 bill which is no longer in circulation, Why
did they disappear? Notice from the bill’s heading that it is not a Federal Reserve
note, but a United States note. These were descendants of the notes orig-
inally issued by the North, in limited supply. to finance {the South, of course,
issucd its own irredecmable “Confederate Money™ which, because it lost the
war, cnded up worthiess) the Civil War. Yet, cven the bill authorizing them
barely made it out of Congress (since their unconstitutinnality was readily
apparent) even though their issue was made a matter of national survival and
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passed solely out of *. . . apprehension for the safety of the Republic . . .”*
There now was no monetary difference between U.S. notes and Federal Re-
serve notes. Compare the wording on the notes shown in Figure 8-—you will
see that they had become one and the same. So, U.S. notes /ad to be removed
from circulation to hide this fact from the public.

Now, there wgs one important distinction between these two notes. U.S.
taxpayers were never charged interest when U.S. notes were created since they
were run off and distributed directly by the government. Federal Reserve notes, on
the other hand, came into being more subtly. The U.S. government would print up
some U.S. bonds and take them to the Fed and borrow Federal Reserve notes,
leaving the bonds as collateral, with the government paying the Fed interest on
the bonds deposited. However, since the *‘currency’’ the Fed gives to the govern-
mtent is imedeemable paper of the same quality that the U.S. government can print
itself, why doesn’t the government print all the money it needs directly and save
the 1axpayers all that interest? The answers to these questions can only be: (1) If the
government were (o print its money directly, the cat (that the U.S. government
simply prints its money) would be out of the bag. Since few understand how
Federal Reserve notes came into being, the country can continue to be hoodwinked
into not realizing that the U.S. government, in reality, prints money when it prints
government bonds. It is interesting to note that the original Federal Reserve Act
prohibited this type of transaction since government bonds were not then deemed
to be fit collateral for Federal Reserve notes. (2) Since the process of the govern-
ment printing bonds and the Fed printing notes is far more complicated and costly
than printing U.S. notes directly, this arrangement apparently fits the thinking and
requireincats of the Washington bureaucracy. Now, the fact that no U.S. coins
contain gold or silver and no U.S. paper currency can be converted into gold and
silver, raises the following interesting questions:

1. Is there any lawful “legal tender” circulating in the economy??® This
would depend on whether the U.5. government has the authority to make anything
it wishes a tender of valuable consideration? In my view it does not have that right.
If the U.S. government can compel a citizen to accept trinkets in payment for his
house, the government would, in my judgment, be depriving him of his property

*From the majority opinion written by Chief Justice Satmon P. Chase (8§ Wall 625)
declaring fiat, U.S. notes, unconstitutional—and jronically it was Chase whe, as Lincoln's
Secretary of the Treaswry, hatd spearheaded the drive for (heir adoption! MNote that it was
unly after U5, notes became redeemable in gold {on January 1, 1879) that they were de-
clared Constitntional (Julliard v. Greenaman 110 U8, 4271, [1884]).And, even then, it is the
dissenting oprdon in this case, delivered by Justice Stephen J. Field, which history has clearly
vindicated, Indeed, one gets the feeling as we read his final paragraph (reprinted in total on
Page 360} that he might have delivered it to us while standing astride Mt. Sinai.

*Technically, the government does not borrow directly from the Fed, but indirectly,
through the Fed's “open markel” activities. However, the readers’ undersianding of govera-
ment monetary shenanigans will be far more simplified but no less accurdte, if he considers

that the povernment borrows directly from the Fed. {See pages 260-263 )
A render, that is, of good and valuahle consideration.
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without due process of law. But, if the government does not have the right to make
trinkets legal tender, then by what authority can it make bits of paper, having even
less intrinsic value, legal tender?

2. Since Federal Reserve notes were never ‘‘lawful money,”’ then they must
have been ‘‘unlawful money.”” Does this mean that all U.S. currency is in effect
unlawful? It is obvious when the face of an original Federal Reserve note is
compared with the face of a current one, that the original notes were far superior
paper. Despite the superiority of these earlier notes, they were not regarded as legal
tender. Why, therefore, are current Federal Reserve notes of much poorer quality
legal tender if the earlier notes were not? Is it because there was greater monetary
integrity and understanding in the United States in 1913 than there is today?

3. Noone in America eacns any real money. Since no one earns any money, is
anyone legally required to pay income taxes?

4. Section 10, Article 1, of the U.S. Constitution states that no state shall
**make anything but gold and silver coin a tender in payment of debts.”” Since there
is no official gold and silver coin or paper that is redeemable in gold and silver
coin, can state and municipal courts legally compel persons to pay their debts?

5. Since the Constitution only empowers Congress to ‘‘coin money and
regulate the value thereof,’” can Federal Reserve notes circulate as “*legal tender’”
since they are the product of the Federal Reserve System which is technically
independent of Congress?

6. Since Federal Reserve notes are no longer convertible into lawful money,
how can they serve as lawful money themselves? Thus, it would seem that
payment in money which itself is not lawful cannot be made legal tender, despite
pretensions to legal tender printed on them. Historically, Federal Reserve notes
were legal tender because they were convertible and redeemable in lawful money.
But since they are no longer redeemable, they are worthless. Since they have no
real value, how can one be compelled to accept thern? This principle has already
been upheld in First National Bank of Montgomery v. Jerome Daly in the County
of Scont, Swate of Minnesota.?

Recapping, therefore, it is clear that only gold and silver can constitutionally
be regarded as money, while all forms of paper money and less than full-bodied

'December 9, 1968. Being in atrears in his payments, the First National Bank of Montgomery
foreclosed on his mongage, purchased the propeny at a Sheniff's Sale, and brought suit to regain
possession of the property on which it had gramed Mr. Daly a $14,000 morngage in 1964. Daly,
however, contended that since the bank ‘*created the money and credit upon its own books by a
bookkeeping entry . . ."" there was no legal consideration to support the mottgage deed, and,
therefore, atleged"*. . . that the Sheriff's Sale passed no title to the plaintiff.”” The jury found in favor
of Daly and pecrinted him to keep his property, awarded him $75 in costs, and alse voided his debt. Ina
supporting memorandum, the judge in the case, Martin V. Mahoney, a Justice of the Peace, siated:
**Plaintitf's act of creating credit is not autherized by the Constitution and laws of the United States, is
unconstitutionat and void, and is not lawful consideration in the eyes of the law to suppon anything
upon which any lawful rights can be bwilt, ™
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coins serve only as substitutes for money—and as such are correctly referred to as
currency or tokens—not money. However, since the U.S. government no longer
requires that real money be exchanged for money substitutes, Americans not only
do not have any money, they also do not have any currency (a money substitute for
which no money will be substituted can hardly be termed a money substitute).
Correctly understood, therefore, a new term must be employed to accurately
describe American ‘‘legal tender”’—an appropriate term, l suggest, would
be—UNMONEY!
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Inflation:
The Government’s Silent Partner

Inflation is one of the least understood words in the English language. The U.S.
government and most of the nation’s economists and financial *‘experts’” have
convinced the public that inflation is an illusive economic force that manages to
propel prices continually upward despite efforts to contain them.

We are, of course, told that this mysterious force is a problem plaguing not
only America but many other countries, and from this we are to conclude that
inflation is a universal problem that befuddles economists and statesmen the world
over. High government officials almost daily express bureaucratic concern about
the tragic effects of inflation, especially on the nation’s senior citizens and those
living on fixed incomes.

To prove their determination to stop inflation, government policymakers
impose wage and price controls. The controls do no good, but at least the
policymakers show that their hearts were in the right place.

One way that the government attempts to combat inflation is by admonishing
American workers asking for *‘inflationary’’ wage hikes. Of course, many high
officials and politicians never consider that granting higher government salaries is
inflationary. But the government really gets angry and goes all out 1o **help”’ the
consumer when American businesses raise prices. Government officials tell the
offending businesses in no uncertain terms that price increases are inflationary and
must be rolled back. If a business does not voluntarity roll back prices, our
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govermnment simply uses a littte muscle in the consumer’s behalf. This is known as
“‘jawboning’' or *‘arm twisting”’ and is applied all in the “*spirit’” of free enter-
prise. When the 1974 automobile prices were released, some increases were as
high as $175 per car—increases of nearly 5 percent. Much of these increases were
for the safety devices mandated by the U.5. government. Despite this, official
Washington said that such price increases were inflationary and urged the auto
industry to roll them back. At about the same time, though, the U.S. Postal Service
unobtrusively raised first-class postage from 8 to 10 cents—a 25 percent rate
increase. Now, why wasn’t the Postal Service *“jawboned”’ to roll back its prices?

Another technique the government employs in fighting inflation is that of
telling us inflation is our fault. We, the consuming public, simply want too much.
We demand more and more, and as long as we do, inflation is the price we must
pay. Remember President Lyndon Johnson urging American housewives back in
66 to fight inflation at the checkout counter of the supermarket? However, if
spending less can really fight inflation, why hasn’t the government applied this
pelicy to its own spending habits? After all, the U.S. government is by far the
nation’s biggest spender. And now our present political leadership has seen fit to
treat us to a new spectacle, an “‘Economic Summit Meeting”’ attended by 800
delegates representing all segments of the economy to help the President deal with
inflation. This had been preceded by a ‘*presummit meeting’” of twenty-eight of
the nation’s '*leading’” economists, presumably to prep the President for the larger
conference to Follow. What President Gerald Ford overlooked, however, is that
most of the "‘experts’ at the first conference had advised former presidents to
promote inflation and, in fact, had helped to make inflation academically respect-
able. The result of this conference was a clarion call for even greater doses of
inflarion. It was to the Ford administration’s credit that this call was rejected.
*‘Jawboning,"" price controls, Summit Conferences—why haven't these govem-
ment efforts to stop inflation worked? Why do we have the highest rates of infla-
tion in the nation’s history?

How the Government **Fights’’ Inflation

There is nothing mysterious about inflation. The government could stamp it
out tormnorrow if it really wanted to. After all, inflation is conceived by govern-
ment, nurtured by government, perpetuated by government. Inflation is
government's silent partner. Inflation permits governmen! (o bestow increased
“benefits' T on taxpayers without the apparent need for increased taxes. fnflarion
permits government to retire huge debts without being inconvenienced by honest
repayment. Since the present value of the government debt is approximately $5
trillion (see Chapter 3), inflation of only 10 percent will effectively wipe out $500
bitlion of that debt. Inflarion creates an Hlusion of prosperiry, People can be
persuaded chat they are becoming richer even as they are forced to work harder,
and they und the nation become poorer,
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Inflation effectively increases tax rates and tax levels without the need of
increased taxing authority. With the graduvated income tax, inflation automatically
forces people into higher tax brackets. So, while inflation does not increase
spendable income, it increases tax revenues. For example, assume a taxpayer
carns $10,000 a year and spends all of it on goods and services. (To keep it simple,
let’s disregard the impact of taxes on just this portion of his income and expenses.}
Let us assume an inflation of 10 percent which will increase wages and expenses
proportionately. His income will now be $11,000 and his expenses $11,000. If this
were all there is to it, the taxpayer would not appear to have suffered any loss, if
you overlook the impact on his savings. But, wait, at this income level federal
income and Social Security taxes (we shall now consider the impact of taxes on just
this portion of income} will probably take about 30 percent of his salary increase,
leaving only $700 to pay for the ${000 increase in expenses. Thus, inflation has
enabled government to secure more of the taxpayer’s spendabie income without
any official increase in taxes. The taxpayer is really poorer, but now paying more
in taxes.

In determining one’s estate tax liability, one is permitted to exclude the first
$60,000 of property from the taxable estate. This $60,000 exemption was first
adopted in the 1947 Revenue Act. Since then, of course, inflation has increased
some 400 percent, thus effectively reducing the estate tax exemption to $12,000.
Thus, federal estate taxes have been effectively increased without the authority of
law. This same principle, of course, applies to personal exemptions, gift taxes,
and so forth, and all manner of government tax exemptions and tax exclusions.
inflation has the effect of Jowering all these exclusions and exemptions in the
government's favor.

As you can see, inflation is government's wondrous genie, performing all sorts
of economic and monetary magic for its master. The capital gains tax provides
dramatic evidence of how the government profits from inflation, for inflation
provides government with the means to (1) tax assets that should go untaxed, and
(2} extract increased taxes where they are unwarranted, Let’s assume that a house
bought in 1940 for $5000 sells in 1975 for $18,000. Forgetting any other extrane-
ous censiderations, the government would claim that the seller had a gain of
$13.000 on this sale and would assess a capital gatns tax accordingly. The fact of
the matter is that the seller had an economic loss, yet he is compelled to pay a
“‘gains tax."" Since prices have increased at least 500 percent since 1940 (see
Figure 9}, in order for the seller 10 receive the same prrchasing power from the sale
of the house as when he bought it, he would have 10 receive at least $30,000. In
tact, he received only $18,000-—60 percent of the initiaf purchasing power, This
loss 15, of course, understandable and to be expected since the owner used the
house for 24 years. The house should have a fower value in 1975 thao it had i
1940. But the government’s ever-industrious genie has caused the house to appear
10 be worth more when it s actually worth less. In this way, government can
exlract unwurranted taxes at the time of its sale. Logically. capital appreciation
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Figure 9

THE EFFECT OF INFLATION ON PRICES

Percent
Commodity 1945 1975 Increase
Average Cost Nonfarm Dwelling under $5,000* $37.500+* 650
Bus and Trolley Fare .08 .35 335
Minimum Wage .40 2.0 425
Men’s Drress Shirt 3.50 9.50 170
Ice Cream Cone .05 35 600
Daily Newspaper 02 15 650
Soda Pop .05 25 400
Corned Beef Sandwich .20 1.75 775
Hot Dog 30 60 500
Cup of Coffee 05 .25 400
Maovie 35 2.00 470
Per Diem Hospital Cost*** 9.00 144,00 1,500
Weekly News Magazine 5 75 400
2 Hostess Cupcakes .05 25 400
Post Card (to mail) .01 .08 700
AVERAGE PRICE INCREASE 605
COVERNMENT'S CONSUMER
PRICE INDEX 54.2(6/45) 160.6(6/75} 196

These examples of price changes do not take into account changes in quality, size, or
improvements in efficiency. If they did, price disparities would be greater than indi-
cated. 1t should also be noted that since price changes are inaccurate indications of
inflation, it is unnecessary to compile an exiensive list in order o suggest accuracy.
Even one product (two Hostess cupcakes, for example) is a reflection of hundreds of
other prices for both goods and services which go into their manufacture, deiivery, and
sale, and thus they could alone serve as a fairly reliable indicator of inflationary
pressure. To the extent that the nation looked to them rather than to the Consumer
Price tndex as its official index of inflation, taxpayers would not only save millions in
unnecessary bureaucratic salaries but would also, as the figures suggest, acquire a
more reliable index.

*The median values for nonfarm, owner-ocoupied dwellings according 1o the 1940 and 1970 U % census, were
$3.000 and $17,100 respectively.

**The median sale price for all new, one family homes sofd in Oecember 1974, Source. U5 Oepantment of
Commerce circular C25.74.12.

*** Average hospital slay was shorened from 9.1 to 7 5 days,
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should be adjusted for artificial inflationary increases, even using the govern-
ment’s own inaccurate statistics,

When government monetary policy shrinks the value of the dollar, prices
respond by moving up.' Since a dollar is the yardstick by which all wealth is
measured and taxed, measuring one's wealth with smaller doiiars creates the
ittusion of greater wealth and compels the payment of higher, unwarranted taxes.

Now, there are two types of *‘dollar shrinkages'’—official ones and unofficial
ones. On December 18, 1971, and February 12, 1973, we had two official ones
called “‘devaluations’’:* the former was 8.57 percent and the latter () percent.
Almost daily, as the doilar shrinks in value, causing prices to appear to be going up,
we have unofficial devaluations. When the government reported, for instance, that
the Consumer Price Index for 74 had risen by 12.2 percent, it shouid have reported
that government monetary policy has **shrunk’" the dollar by another 12.2 percent.
But by asserting that prices had gone up rather than accurately reporting that the
dollar’s value had gone down, the government is able to mislead the public as to
what is really going on.

Let’s ook at the consequences of an official dollar devaluation. When the U.S,
government officially devalued its currency by 10 percent on February 12, 1973, it
declared that $1000 on February 11, 1973, was worth only $900 on February 2.
Why was this loss not taken into consideration by all the nation’s accountants and
tax attorneys when calculating their clients’ tax liabilities? A taxpayer who had
$10,000 in the bank on February 11 was told by his government that on February
12 it was officially worth only $9000. Since this individual had an official loss of
$1000, he should have deducted it as a {oss on his 1973 income tax return. This
deduction should have been applied as well to ail of his fixed dollar assets such as
bonds, the cash value of life insurance, bank accounts, etc. As a result of this
offrcial devaluation of U.S. currency, prices Aad to move up (that is, prices forall
goods, domestic and imported) to compensate for the loss in the doilar’s purchas-
ing power created by the official devaluation.

A loss of purchasing power to the taxpayet is the same when caused by the
government reducing the value of a taxpayer’s money as when a taxpayer loses
money directly. If the latter is tax deductible, why not the former?

While it would seem that a taxpayer should be able. in all equity, to adjust the
value of his assets to reflect both official and unofficial devaluations in computing
his tax liability, he should have the constitutional right 1o make the adjustment to
reflect official devaluations of the doMar. Forexample, applying this adjustment to
our example of the house that sold for $18,000 in 1975, in the light of the
devaluations of 1971 and 1973, the U.S. government had officiaily proclaimed
that 1975 dollars were 18.57 percent smaller than 1940 dollars. This being the
position of the U.S. government, the 318,000 received in 1975 were by the

'Or they move Jown by lews than they otherwise would

#Sec Chapter 5
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government’s admission equivalent to only $14,658. Capital gains taxes, there-
fore, should be calculated to show a gain of only $9,658 and not $14,000
(overlooking entirely, of course, the fact that a loss had actually been suffered if
unofficial devaluations were taken into consideration).

That such an adjustment should be allowed, in all equity, by the U.S. govern-
ment can be determined from the rules of the [nternational Monetary Fund. When
the IMF was established at Bretton Woods in 1944, capital subscription quotas for
each member included the proviso that if any nation devalued its cumrency in terms
of gold, it must pay the Fund an additional quantity of its money sufficient to
indemnify the Fund against its devaluation losses in terms of goid. What the IMF
was, in effect, saying to the world’s monetary authorities was, **If you want to
swindle your nationals through devaluation manipuiations, OK. But, don’t think
you can pall that on us.”” So while the U.S. must indemnify the IMF, which hoids
$825 million of U.S. bonds, for their losses due to U.S. currency devaluation, no
such compensation is made to U.S. taxpayers to cover their losses. Therefore,
these losses should at least be tax deductible. Is there no end to how the U.S. public
allows itself to be fleeced by its own government?

Who's Really to Blame?

Inflation comes from one source—and only that source, government, can stop
it. Whenever there's inflation, govemment is spending more than it collects in taxes
and/or is increasing the supply of money and credit retevant to the production of
goods and services.

All governments find that paying their bills by creating inflation is safer
politically than increasing taxes. When government’s inflationary policy succeeds
in forcing prices up by an uncomfortable degree, the government simply blames
other segments of the economy and even the consumer for the higher prices. For its
scapegoats government singles out ‘‘middlemen’ or ‘‘big business” who are
causing “‘inflation”” in pursuit of *‘unwarranted high profits.”” Since there are
fewer middlemen and big businessmen than, for example, farmers or laborers,
they are a safer target for the government. Of course, no economic segment is to
blame for inflation, except society in general for being so naive as to entrust the
nation’s currency 1o politicians and their appoimees. Apart from the government,
however, much of the nation’s inflation can be blamed on the banks and insurance
companies.! These powerfui institutions should have exerted pressure on govern-
ment to guard the purchasing power of the billions of dollars entrusted to them by
the nation’s savers. In 1974, with an inflation of at least |8 percent,? insurance
companies permitted the government to wipe out nearly $38 billion in the purchas-
ing power of insurance cash values and over $320 billion from the face vatue of

They could have refused 1o purchase governmeni bonds while publicizing for the benetit of their

deposnors and tnsureds the true nature of inflation.

*Officandly unly 12 2 percent, bt that, of course. i< a fie.
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existing policies. Since insurance companies only wrote $207 billion in new face
value insurance in 1974, approximately 50 percent more insurance was wiped out
that year because of inflation than was writien by all insurance companies com-
bined. [nsurance companies should have been duty-bound to protect insurance
values since they sell insurance on the strength of a *‘guarantee,’” but they have
done little to pressure government to exercise monetary restraint so that their
*‘guarantees’’ would be meaningful.

The Economics Of Inflation

Let us now return to the subject of inflation. What exactly is inflation? Look at
the word inflation and you will see that its root is inflate—like to inflate a balloon.
In inflation it is the currency supply that is being inflated, like a balloon. Who
controls the currency supply. Who's inflating it? Why, the government. So itis the
government that creates inflation, inflating the quantity of currency and credit. As
the quantity of money and credit is inflated relevant to the supply of goods and
services, prices muss rise. So, price increases are not inflationary, they are merely
the effects of inflation created by government. To find out who causes inflation,
find out who controls a nation’s currency supply. Since, in the United States, as in
other countries, the government controls the currency supply, it is the government
that does the inflating by permitting the currency supply to grow. This principle
could easily be seen at work in Germany following its defeat in World War 11.
Until national currencies were reestablished American cigarettes served as
money. However, as more Gls occupied an area and brought more cigareties,
“inflation’’ in terms of cigarettes set in, s0 prices (in cigarettes) went up.

The federal government would have you believe that it promotes prosperity by
expanding the currency supply and easing credit. But this is not true. However,
let’s for now omit considering what wifl or witl not cause prosperity or depression
and concentrate on why prices rise or fall—in other words what causes inflation or
deflation?

Note that Figure 10 does not include the toral U.S. money' supply—I omitted
bank deposits. For the sake of simplicity, we need only examine the U.S. physical
supply of money to find the source of our inflation. Notice how money in
circulation was inflated while our supply of real money, gold and silver, was
vanishing. In 1930 there was about a dollar’s worth of gold for every dollar in
circulation (forgetting silver backing}. Yet by 1974 it had dwindled to 15 cents in
gold for every dollar in circuiation.? Severe price increases were, therefore the

ISiﬂICE we ail now know the difference, the reader wilt he understanding when he notes that the
author, in the interest of simplicity, has used the word *‘money’” in its popularly understood context.

2-"’-_"('k'! 1973 Currency Yearbook, 12king inlo consideration extemal liquid liabilities and demand
deposits as well as money in circuiation, amived at a gold eeserve of 3.5 percent as of the end of March
1973, and charucterized this as a “'rather flimsy reserve for a cumrency of alleged worldwide impor-
ftance 7 The reserve has grown flinsier since.
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Figure 10

A SUMMARY
OF
THE CHANGES IN THE U.S. SUPPLY
OF
UNMONEY-MONEY-CURRENCY-BULLION

In Circulation* Stored Builion In U.S, Treasury**
(Backing for Currency)

Total Per Capita Gold Silver
Year {in Rillions) {in Dollars) {in Miliions of Ounces}
1915 $ 33 $ 33 100 9
1920 5.5 51 140 20
1925 4.8 41 215 24
1930 4.5 36 225 17
1935 5.5 44 260 483
1940 7.8 59 571 2,365
1945 27.0 191 571 1,877
1950 27.0 179 686 1,734
1955 30.0 183 617 1,717
1960 32.0 177 543 1,899
1965 40.0 204 490 1,000
1970 54.0 265 314 66
6/73 68.0 322 276 46
6/75 82.0%** 384 275 4renr

Note how the introduction of unmoney enabtled the government to infiate the currency
supply by over 750 percent per capita between 1935 and June 1975, during which
time America’s supply of real money dropped approximately 40 percent per capita.
This, essentially, is the heart of the nation’s inflation and the principal cause of its rising
prices,

* Including currency heid by the U.S. Treasury and in bank vaults.

** Bullion figures were derived from U 5. Mint sources—however, certain assumplions were still required. For
example—lhe government usually carried bullion in dollars which had 10 be converted into ounces. Silver
inventories 1or some years prior fo 1936 were carried at cost, so estimales of the Treasury’s cast had 1o be made.
*"* No consideration is given to the monetary value of earlier U.S. coins which, prior 1o 1934, were largely
gold and silver, and prior +0 1966, silver. This would add addnional value to earlier figutes m comparison 1o the
apptowimately 7 billion of inferior cupro-nickel ceins included here

*=** Ooes not include 212.7 million ounces transferred 1o the strategic stockpile pursuant to act of June 24,
1967, 181 Stat. 77}



natural result of such an frresponsibie monetary policy.

The government greatly benefits from an inflationary policy. Politicians gain
because inflation increases substantially government revenues and creates an
illusion of prosperity. Much of American prosperity over the last 15 years was
bought by squandering the nation’s gold and silver supply and going into debt to
the rest of the world to the tune of $100 billion, Inflation cloaks indicators of our
real economic problems. When the government inflates the currency supply by
printing more “‘money’’ and by expanding the availability of credit, such as FHA
financing, it is *‘inflating the supply of ‘money’ and credit.”’ When the govern-
ment does this, price increases are inevitable. Price increases themselves are not
inflationary, they are the effects of government-engendered inflation. When U, S,
officials insist that price increases are inflationary, they are misrepresenting 1o
the public the real cause and effect.

Getting to the Nitty-Gritty on Why Prices Rise

Better understanding of why prices rise requires grasping the concept that ris-
ing prices, mistakenly termed inflation, are caused by more money chasing fewer
goods. When an economy has more money and fewer goods the money will be used
1o bid up the prices of the available goods. So, anything that increases the supply of
money and reduces the quantity of goods is inflationary, anything that reduces the
supply of money and increases the quantity of goods is deflationary. To fight ris-
ing prices effectively, therefore, one must either reduce the supply of money in
relationship to the supply of goods orincrease the supply of goods in relation to the
supply of money. In its fight to curb inflation, has the U.S. government done either
of these? Absolutely not. Examination of U.S. monetary and fiscal policies will
show that all U.S. government activity has been not only 1o increase the currency
supply but actually to reduce the quantity of goods and services coming to market.
In other words, all U.S. economic and monetary influence has been exerted in the
interest of increasing inflationary pressures.

Many federal laws were designed to discourage and prevent goods and services
from reaching market. For example, for years the .8, government has paid
farmers about $4 billion a year not o grow food. Removing this amount of
agricultural products from the economy pushed food prices upward and living
standards downward. Consider t0o, that the govermment sends out checks to over
30 million Social Security recipients each month (see Chapter 4). Many of these
recipients are encouraged not to work under penalty of losing Soctal Security
benefits. Consequently, because of this penalty for working, the economy loses
whatever economic contributions these recipients might make. The govemment
eliminates their productivity while giving them paper dollars with which to bid up
the productivity of others. The government, of course, exerts the same (ype of
influence on people on welfare.
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The federal government's minimum wage law is another example of how
government economic interference increases inflationary pressures. This law is
inflationary not because it forces wages and prices up as some might think (see
Chapter 9}, but because it artificially creates a legal standard of productivity, a
“‘minimum standard for productivity”” higher than many are capable of achieving.
Consequently, many workers are simply cut from the nation’s work force, thereby
denying to society their productivity.

The U.S. government knows it creates inflation but simply refuses publicly to
accept responsibility for it. For example, both Henry Fowler, then Secretary of the
Treasury, and William McChesney Martin, then Chairman of the Federal Reserve
System, when testifying before the U.S. Senate Committee on Banking and
Currency urged removal of the 25 percent gold reserve requirement frorn Federal
Reserve notes. At that time, the U.5, Treasury reached the point where the reserve
requirement interfered with the government's ability to continue inflating the
currency supply—which is why the stawtory requirement was there in the first
place. When the Federal Reserve System started in 1913, district banks were
required to maintain a 40 percent gold reserve behind those paper Federat Reserve
notes and a 335 percent gold reserve against deposits. In 1945 gold reserve
requirements both for notes and deposits were dropped to 25 percent. In 1965 the
gold reserve requirement for deposits was eliminated and, as a consequence of the
type of testimony illustrated in the following paragraph, gold backing of Federal
Reserve notes was eliminated in 1968. With gold backing of Fed notes and bank
deposits eliminated. the total debasement of U.S. currency was compieted. Now.
the U.5. government and the Fed could print unmoney without end. (See Chapter
13 for further discussion.)

Secretary Fowler told the Senate Banking and Currency Committee that the
government must generate more inflation because ‘‘an expanding U.S.
economy needs an expanding supply of currency.” {See Note I, Appendix C, for
fuller presentations of government testimonies.) Notice how Fowler uses *‘ex-
panding {the]} supply of currency’” as a euphemism for inflating the money supply.
Monetary events since then show just how deceptive Fowler’s comments were.
The 1975 Economic Report of the President noted (page 68) that **. . | curmrency
grew at a 9.9 percent rate from December 1973 to December 1974 . . .** while
noting (page 37) that the nation’s **GNP in 1974, given the government’s GNP
inflation deflator of 10 percent had sustained**. . . a2 percentdeciine inoutput,”
Whao, theretore, needed this expansion of currency—Secretary Fowler, the
economy, or lhe U.S. government?

William McChesney Martin, then Chairman ot the Federa! Reserve System,
testified:!

IHeurings hefore the Corumittee on Bunking & Currencn, US Senate, YUtk Congeess, 2ml Session
on 51078 2R15. S 2887 Washunuton, po A7
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. . the Board of Governors of the Federal Reserve System recommends prompt
enactment of legislation to repeal the statutory provisions that now require each Federal
Reserve bank to maintain reserves in gold certificates of not less than 25 percent of its
Federal Reserve notes in circulation. Some change in this requirement this year or next
will be unavoidable as the volume of our currency grows inresponse to the demands of a
growing economy, as Secrelary Fowler has already pointed out. Its repeal now would
help to make absolutely clear that the U.S. gold stock is fully available 1o serve its
primary purpose as an international monetary reserve. {italics mine.]

Where Fowler uses *‘expanding the currency supply’’ to describe the need for
inflating the money supply by creating additional quantities of worthless Federal
Reserve notes, Martin sees the need (o increase the **volume of our currency.”’

However, Martin was wrong on two counts. Like Fowler, he erred when he
sugpested that *‘the volume of our currency grows in response to the demands of a
growing economy.’” Our curtency grew and continues to grow because of the
demands of government, not in response to the demands of the economy. Martin
was wrong when he suggested that the pnmary purpose of the U.S, gold stock is 1o
be *‘fully available to serve its pnmary purpose as an international monetary
reserve.”’ The primary purpose of the U.S. gold stock was to satisfy the public’s
need for sound money. It was because U.S. currency had a tradition of integrity
that it was accepted as an international standard of value. This is now no longer
true. Destruction of the integrity of U.S. currency at home has damaged its
acceptability abroad. However, since the U.S. government halted convertibility of
the doilar for gold in 1971, our gold stock is no longer **fully available to serve’” as
an “‘international monetary reserve.”” So, what is its “* primary purpose’’ now, Mr.
Manin?

Why All Theories That Blame [nflation on Factors Other Than Government
Monetary Policy Are Wrong

At this point, some may be wondering about other types of inflation mentioned
in recent years—such as cost-push, demand-pull, and the wage-price spiral. These
terms and their theoretical assumptions were largely developed by Keynesian
“economists.”" ! They have enabied Keynesians (read: inflationists) to escape the
consequences of their theories and blame the resultant high prices on the con-
sumer. Most politicians find Keynesian explanations for inflation irresistible
because they get them off the hook for causing inflation in the first place. Attempts
to explain price increases by way of cost-push inflation are foolish, because a fun-
damental law of economics is that supply and demand determine prices. This law,
the bedrock of economics, has never been refuted successfully. Note that “*cost™
does not appear anywhere in this law governing prices. This, of course, means that

'See Chapler 12 on the uneconomists
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cost, and that includes wages—the cost of labor—has no effect on prices. Thus,
there can be no such things as cost-push inflation or a wage-price spirai. [ shall
offer you an example 10 demonstrate this law. Remember the hula hoop craze?
At their height hula hoops became scarce and people paid up to two to three
dollars apiece for them. Now, let’s assume it costs 30 to 40 cents 10 manufacture
one. Manufacturers would charge 75 cents, a dollar or whatever the traffic would
bear. Cost was immaterial to them ac they tried for the maximum possible based
upon the heavy demand. In response 1o this demand, manufacturers rushed to
produce hula hoops, even paying a premium to secure the necessary materials.
Then the craze fizzled. Did this mean that if a retailer paid $1.25 for a hoop, he
could automatically sell it for $1.75 or even $1.257 Did the cost of the hoop
determine its price at the time? Of course not. When the craze ended, you couldn’t
give hula hoops away, and if all you could get for a hoop was 25 or 50 cents, that’s
what you sold it for, even though it might have cost 75 cents or a dollar to make.

Suppose demand for hula hoops is such that given their supply the public is
only willing to pay 50 cents for them. If this price is too low for them to be
manufactured profitably, hula hoops witl no longer be made. Supplies, therefore,
will dwindle. Hula hoops will become scarce. They might even become collector’s
items. Serious buyers will soon vie for the dwindling supply and soon would be
bidding up their price. That is how cost affects prices.

Increased demand, of course, has immediate impact on prices, but for this
demand to be effective and cause price increases, it must be accompanied by
money (o translate this demand into effective bidding for goods and services.
Demand-pull inflation is an inanity, since it is the *‘money’’ printed by govern-
ment and placed in the hands of the consumer that does the pulling not the
consumer’s naked demand.

The cost-push theory attempts to explain rising prices on the basis of rising
costs. The rationale is: rising costs force up prices, which in turn force up costs,
which again in tum force up prices, and so on—that is why prices keep escalating.
This reasoning is also implicit in the wage-price-spiral concept. Exponents of these
theories assume that increasing costs force up prices and everlook the fact that cost
and price are one! The cost to the consumer of a gallon of gasoline is the price
charged at the local pump. The cost of a pound of nails to a builder is the price
charged by the hardware store. The cost of a house to a homeowner is the price
charged by the builder. Cost and price are synonymous, only viewed from two
different angles. For costs 10 push up prices would be a feat comparable 10 one
pulling himself up by his own bootstraps. Attempting to explain rising prices on
the basis of rising costs is tantamount to saying '‘prices go up because prices go
up'’ or *‘costs go up because costs goup.”’ Such specious reasoning is apparent in
the wage-price-spiral concept. Since wages are themselves a price, the price for
labor, the wage-price spiral translates into *‘price-price spiral”’—a distincuon
without a difference. Thus, in my view, theories that explain inflation on the basis
ot demand-puit. cost-push. and wage-spiral only underscore the lack of under-
standing of economics by their respective proponents.
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Price controls cannot stop inflation, and their advocates simply reveal their
lack of comprehension of the subject of inflation. Price controls merely attack the
symptoms of inflation—high prices—not the causes. And while they will even be
ineffective in mitigating the symptoms of inflation, they will create economic
distortions which will, together with all the bureaucratic red tape that any such
system of controls must necessarily produce, hinder and reduce total
productivity—and thus actually contribute to the inflation!

A recent TV special on inflation is a good example of the misinformation that is
rampant. On October 7, 1974, the PBS network produced a special entitled
*“Inflation—The Money Merry-Go-Round.'* The panelists! were Walter Heller,
John Kenneth Galbraith, and Milton Friedman. Here's a sampling of the discus-
sion.

Anncuncer: Let me get a very quick answer from all of you on one question that we don’t
seem 10 have dealt with. Is this wage-price spiral that we get into an inevitable
by-product of our society today? Is it always going to be that way? Are wages always
going 10 go up?

Friedman: There is no wage-price spiral . |

Galbraith: (interrupting, good naturedly) Absolutely, your instincts are absolutely sound
and pay no intention to Friedman’s answers. {Audience laughier)

Friedman: . . . because there is no wage-price spiral, the wage-price spiral is an invention of
the people in Washington who want to shift the blame to somebody else and to blame
the greedy irade unions and the grasping businessmen for what is really the conse-
quence of misgovernment in Washington.

Galbraith: Milton, I . . .

Friedman: What is called the wage-price spiral is a consequence of the prior inflationary
policies of the federal governmeni. Now the federal government is not doing it at
random, they are doing it because the public at large makes i1 pelitically profitable to
spend more and to tax less.

Galbraith: Milion, I've done more 10 publicize the wage-price spiral than anybody in
Washington. Don’t blame this on the politicians.

Friedman: (laughing) Okay, 1 withdraw thas,

Heller: [ wani to say two things on this. Number one, it 1s not a wage-price spiral today; itisa
price-wage spiral. Prices were pushed up, real incomes were pushed down and labor
is recouping, and we're in the midst of it right now. Now what we have te
hope—we re moving from soft-core inflation to hard-core inflation. We're moving
from inflation that came from a food price explosion—supply side—from oil, from
commaodities prices, and so forth,

Galbraith: And demand?

Heller: Demand was high, but demand certainly isn't a factor today. We don't have excess
demand in the economy. There is a fot of excess capacity. And so, that is not our
problem. But just ler me finish this thought . . .

'A former chairman of President’s Councl of Economic Advisers and two prominent university
LD
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Friedman: We certainly do have excess money demand.

Heller: Ahh ., . disagree. Burt let me just finish by saying that those of us who are concerned
about the price-wage spiral are worried that this inflation that is beginning to ebb, in
terms of the world wide commaodity pressures and in terms of the pop-up effect of
whal we were falking about before, of taking off phase IV controls, that that
unfortunately is being picked vp in the wage settiements and perpetuated,

Now, if we had a believable anti-inflationary policy, labor would not have had to
convert all of that inflation info its wage settlements. But, we don’t have a believable
anti-inflation pelicy, so we do have a price-wage spiral.

So, here you have it: Galbraith and Heller believe not only in a wage-price
spiral but Heller, practicing one-upmanship, asserts that it has become 2 price-
wage spiral. In other words, according to Heller, the price-price spiral has now
become a price-price spiral.

Is the Consumer Price Index a Reliable Measure of Inflation?

Now, let’s consider the spurious notions associated with the U.S8. Gov-
ernment’s Consumer Price Index. This index purports to measure the degree of
inflation by changes in prices. Since it is the government that is causing the
inflation, to expect it 1o provide accurate statistics concerning the degree of
inflation it is causing is like expecting the Mafia to fumish accurate statistics on
crime. Government statistics are designed to wmislead, not inform, the public
concerning the full extent of the inflation that government is inflicting upen them.
Inflatton, as shown in Figure 9, is far greater than the CPI figures indicate.

Price increases do not measure inflation, they only reveal its effects.
They remain an inaccurate measure, because a substantial portion of inflation is
hidden by technological advances and changes in quality. For example, an average
nonfarm dwelling prior to 19435 soid for under $5,000. Today, the price would be
in excess of $37,500. Does that mean that inflation has enly increased the cost of
housing by 650 percent? No, the rate of inflation is much higher because if today’s
house were built with the same level of technology as that prior to 1945, with the
same skills, matenals, building methods, and craftsmanship, it would in all
probability sell for well over $60,000—showing a rate of inftation of over 1,100
percent, not 650 percent.

Government figures purporting to show the rate of inflation through price
changes fail to take into consideration the downward pull on prices exented by
increased efficiency. Prices have increased—despite increases in productive
efficiency, despite advances in technology, and despite development of new and
more economic matertals.
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My father was a carpenter, and during the late 19305 and early 40s I would
accompany him to the “*job.”’ On all these jobs, which were usually one-family
houses, [ never once saw a piece of power equipment. If a door had to be trimmed,
muscle power was used to propel a ripsaw through seven feet of solid lumber.
Wood then was planed and sanded, and joints were mitered. Lumber yards then
carried a variety of wood—oak, cherry, mahogany, cedar—where now you find
mostly spruce and pine. You do not need me to point out the difference between
workmanship of yesterday and today. But what must be pointed out is that if the
workers of 30 years ago had access to the materials, techniques, and equipment
available today and wished to build with the quality of workmanship found
accepiable today, houses would have sold then for $2000, not $5000.

Not t0o long ago, | bought a candy bar for 15 cents that had for many years sold
for only a nickel. “*Well,’” T noted, picking the candy bar from the case, **its price
has only increased 200 percent.”’ However, when [ removed the oversized wrap-
per, [ discovered the candy was actually a third its nickel-priced size. Its price,
therefore, had soared not 200 percent, but 600 percent. CPI statistics do not, of
course, reveal price increases of this type.

CPI figures are not adjusted upward to compensate for improved technology,
changes to inferior materials, and poorer workmanship, but they are adjusted
downward to adjust for quality improvement. For example, suppose that the price
of an iron was increased from $12 1o $13 but it now contained a thermostat for
settings for different fabrics. The U.S. government might conclude that the
thermostat was worth a dollar, and so their statistics might show that the price of
the iron did not increase at all. [ suppose if things were really tough, [ wouldn’t put
it past the government to conclude that the thermostat was worth $1.50, so the
price of the iron would actually be reduced by 50 cents. The point is that
government statisticians have a good deal of arbitrary leeway that enables them to
produce all kinds of figures—after all, who's to check on them?

In line with this, several years ago [ was discussing with some friends why
government's cost of living figures were always so much lower than those
developed by private sources and what could be observed with the naked eye. The
father of a friend, who owned a lumber yard, interrupted. **Every year,”’ he said,
“*1 get a cal} from some government agency wanting to know what our price is for
% inch tongue and groove flooring. We had that stuff lying around for years and
we never get any calls tor it, so its price hasn’t changed in years.”” Flabbergasted, |
pursued the subject. He told me that he was never asked the price of plywood or
two-by-fours which, at that time, had risen sharply in price. Here apparently was
the government incorporating into its lumber statistics the price of atype of lumber
no longer used. Thus, the government was able to hide increases in lumber prices
by including in its sampling the cost of a type of lumber whose price it knew to be
stable,

The way one can approximate annual price increase (again, not the rate of
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inflation) is simply to ask any businessman, home builder, store owner, druggist:
*Approximately how much higher are your costs now than they were a year ago?"’
You will routinely be quoted increases of 20, 30, even 50 percent and higher.

This quick, uncomplicated method of measuring inflation by way of price
changes is as reliable as any because price increases do not really measure
inflation. The CPI leaves so much out that it s unreliable, serving no purpose other
than perhaps that of creating work for numerous government statisticians and
others who repornt and interpret misleading statistics.

Why Deflation Is the Normal Course for Price Movements in a
Free Enterprise Economy

All things being equal, the natural course for prices is to decrease, not increase;
in other words, deflation, not inflation, is the natural trend for prices. As business
recovers its fixed charges, it can lower prices as it now needs primarily to cover
only its variable costs. Increases in efficiency and the introduction of newer, more
economic materials will also contribute to lower prices. Figure 11 illustrates this
fact in no uncertain terms. Please note that prices decreased rather substantially
between 1800 and 1915, over a period of 115 years, This was a period of
tremendous economic growth for America and should explode completely the
myth that the American economy needs or has ever needed inflation or an
expanding money supply for its prosperity. This fairy tale has been repeated so
often by Keynesian ‘‘economists’” and American politicians that a majority of
Americans have incredibly come to believe it, despite all the concrete evidence to
the contrary.

However, note the sharp increases in prices that have accompanied each war.
All governments prefer to pay for wars by resorting to inflationary methods of
financing rather than by direct taxation, since it is initially less painful. This does
result in sharp price increases during wartime and accounts for the **war prosper-
ity.”* But wars, as should be evident, cannot be prosperous, since much of what the
economy produces is simply destroyed with comparatively littie produced for
civilian consumpiion. Since there is a sharp increase in the amount of currency,
however, this creates the tllusion of prosperity which many people, even
economists canfuse with increasing real wealth.

Deflations following wars and depressions are the economy’s way of correct-
ing the price abuses and tnflation generated by government during wartime. The
free economy must battle with the government to bring prices down and back into
line, while the government, through its inflationary policies, keeps forcing them
up. The **Great Depression,’” as 1t was called, was not the result of any deficiency
in our free enterprise, competitive system (as was charged and used as false
justification for those New Deal “‘reforms'’), but was the direct result of the
socialization of the nation’s currency, achieved as the result of the Federal Reserve
Act of 1913, which encouraged an expansion of the nation's supply of currency
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and credit, and by the government’s decision to finance World War I not out of
current taxation but with inflation. So, the real payment for World War | was
delayed and postponed and hit the economy and the people in 1929, when the
phony credit and price siructure erected to finance World War I collapsed. Please
note that so far we have not had a comparable price correction following World
‘War II. However, took at the amount of inflation America has had since the end of
World War I1. This inflation again can be attributed to the creation of the Federal
Reserve which was initially created to add elasticity to our money supply and
ended up adding not elasticity, but constant expansion. The chart shows that prices
between June 1945 and June 1975 increased by 196 percent. This would indicate
that a 1975 dollar is really worth only 34 cents in 1945 money. However, since the
prices in the CPI were compiled by a government agency and for the reasons
mentioned earlier, these prices are understatements. Figure 9 indicates that prices
between June 1945 and June 1975 rose by at least 500 percent. This means that, in
terms of 1945 currency, we now have not a 34-cent dollar, as the CPI indicates, but
a 17-cent one. This 500 percent increase in prices over 30 years calculates to a
compeunded annual rate of inflation of 6.2 percent. However, this does not
consider the downward pull on prices exerted by advances in technology and
increases in productive efficiency. The increased availability of power
equipment-~more computers and calculators, new fibers and fabrics and the
impact of the petrochemical industry, to name several at random—have enabled
industry to operate more efficiently than 30 years ago. Such advances in efficiency
should have benefited the consumer in the form of lower prices, but they were
instead absorbed by inflation, which was thus made to look less virulent than it
actually was. This figure is just an arbitrary assumption on my part, but I suggest
that such increases in efficiency could have accounted for at least a | percent
annual decrease in prices. This 1 percent, when added to the 6.2 percent deter-
mined earlier, indicates that the U.S. has experienced a minimum annual rate of
inflation over the last 30 years of 7.2 percent.

I am amazed that no one has asked why the tremendous increases in labor-
saving devices over the last 30 years, the development of tow-cost synthetic fibers,
the refinement of production techniques, and the substantial increases in capital
have not yielded lower prices for goods and services for the consumer? Since the
consumer has not benefited price-wise from all of this technology, who has? The
workingman? According to the Bureau of Labor Statistics, as of January 1, 1975,
the average weekly earnings of nonagricultural production workers was $154.45.
Adjusting this to the t7-cent dollar, we get $25.74! in 1945 wages. Average 1945
wages for comparable employees was approximately $42.00. This indicates that
production workers did not benefit wage-wise from all of this increased technol-
ogy. As of December 31, 1974, the Dow Jones Industrial Stock Average stood at
616.24. Adjusting these dollars to the 17-cent dollar means that the D.J. was

Hf we adjusted this for income and Social Security taxes, this, of course, would be smialler sull.

48



around 103 in terms of 1945 dollars. Since the D.J. closed in 1945 at 192.07, the
market was approximately 46 percent lower on December 31, 1974, than it was on
December 31. 1945, So, the investor has not benefited from all of this increased
technology. Well, if the consumer, the worker, and the investor have not benefited
from all of the increased technology since 1945, who has?

The vast benefits that should have come to the consumer, the worker, the
investor, and the saver because of the vast increases in technology over the last 30
years were confiscated by the U.S. government through its taxing powers and used
to encourage and support economic idleness in an ever-expanding army of Ameri-
cans.

The government, through the use of tax dollars, vastly expanded the number of
nonproductive bureaucrats, promoted a false concept of retirement which removed
millions of Americans from the nation’s workforce and in s0 doing, pinned their
future welfare on false hopes, created a vast, nonproductive ‘‘student”’ popula-
tion, and encouraged many millions of Americans to trade self-reliance and
productivity for a public dole.

Want 1o know why in many families both the husband and wife have to work to
keep their family s economic nose above water, or why you may have to moonlight
and work 54 hours a week? It’s because many are not only producing to provide for
themselves and their families, they are compelled to produce a good deal more for
the benefit and support of those people our government has encouraged not to
produce anything at all.

As I have already indicated, if government did not create inflation, the
economy would sustain a steady rate of deflation. Now, deflation would create
hardships for debtors, and so [ personally would have no objection if government
created a certain amount of inflation to compensate for the deflationary tendencies
of an efficient economy. In other words, the Treasury could ensure price stability
50 that no segment of society benefits from (or is penalized by) changes in the price
level. [nflation now benefits the debtor since inflation allows him to pay off his
debts with cheaper money. Conversely, deflation would penalize the debtor by
compelling him to pay his debts in money of increased value. Since the federal
government is the biggest debtor in the nation, owing some 35 trillion, it pursues a
monetary policy which will benefit the debtor class, since evena 1 percent increase
in inflation permits the government to **wipe out'* $50 billion of its debt. Strange
as it seems, the debtors are not the middle- or lower-income levels; they are the
upper-income classes. It is the lower and middle classes that put their savings in the
bank. It is the upper economic classes that borrow these savings from the bank.
Middie and tower classes have their savings largely in govermment bonds, savings
accounts, cash value life insurance, pensions, snd other dollar assets. Many of
these financial institutions will then make these funds available to those in the
higher economic brackets. enabling them (because of their borrowing power) to
acquire businesses, larger homes, and increase their control over industry and
natural resources.
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As inflation shrinks the value of currency, it increases the relative value of
equity investments. Thus, inflation is a process by which purchasing power is
shifted from the middle and lower classes, who have their savings in fixed dollar
investments, to the upper classes who have the bulk of their wealth in equities and
natural resources.

So, unlike Rebin Hood who stole from the rich to give to the poor, the
government steals from the middle and lower classes to give to the rich. [t is
interesting to consider, therefore, that it is those politicians who most passionately
piead the cause of the working man and who are most loyally supported by
organized labor who advocate political and economic policies that maximize
inflation.

Ironically, it is those politicians who are supported by the working class who
actually serve the economic interests of the wealthy! the most and those of the
working man the least.

'But in the end, all are made to pay the bitter price for inflation.
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The U.S. Public Debt

and How the Government
Conceals It

At the end of World War II, Amenca stood alene like an economic and financial
colossus astride the globe. The U.S. Treasury held $235 billion worth of gold and 2
billion ounces of silver, a substantial amount of foreign cutrency, and practically
no external debts. Thirty years later and with a larger population, the U.S.
Treasury's gold supply is down to $9.6 billion,! the nation’s silver stock is
depleted, and the nation has little foreign currency and owes the world over $117
billion in liguid liabilities ($39 billion owed to the U.S.).? Figure 10, of course,
shows the decline of U.S, gold and silver stock—the nations’s onfy supply of
legitimate money. This decline in the nation’s money supply is comparable to an
individual’s shrinking bank account.

The U.S. public debt, which is larger than the combined debt of all other
nations in the world, has now reached astronomical proportions and is far greater
than Americans realize. The President’s 1976 budget only reports the national debt
as $538.5 billion as of June 30, 1975, when, in reality, the national debt isover 35
trillion or ten times greater than reported.

'Goverament figures will show this to be $11.5 billion. This higher figure is arrived at by inflating
our gold reserve by the arbitrary increase in the gold price from $33 per ounce (0 $42.20 per ounce. If
we wish (o consider our present gold holdings at $11.5 billion, then we must consider that we staned
with $30 billion,

*Federal Reserve Bulleiin. Apnil 1975, p. A61, 466,
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The public does not reatize the full extent of the U.S. national debt because the
government neither reports nor publicizes it honestly. The government conceals
the extent of its indebtedness by citing only its “‘funded”™ or “*bonded’’ debts,
while failing to repont its *‘unfunded’” and ‘‘contingent’’ liabilities. Unfunded
govemment liabilities can be understood by considering the situation of a soldier
discharged from the service with a government pension of $300 per month. The
government, of course, does not issue him a series of bonds which he must redeem
each month., However, the government's financial obligation to pay. in this
situation $300 a month, is as great an obligation as if the government redecemed 2
$300 government bond each month. However, in the case of a veteran’s payment,
no govermnment bonds are issued; the government’s liability, therefore, is *‘un-
funded’’ in contrast to bond redemptions where a bond is issued and reported as
part of the national debt,

It is possible to determine actuarially the present value of all veterans’ benefits
that will run into the future by using mortality tables as explained on page 109.
Government actuaries had developed an unfunded liability to veterans, as of June
30, 1973, of over $200 biltion. {This sum can be seen in Note A, page 22 of Figure
14.) Thus this one item omitted from the Treasury Department’s official report of
the national debt as of June 30, 1973, hid the fact that the debt was in reality
approximately 50 percent greater than the government admitted. The national debt
as officially reported is only the tip of the iceberg of what the U.S, government
reaily owes, or more accurately, what the U.S. govemment has committed the
U.S. taxpayer to pay.

One of the last pieces of legislation for which Senator Leverett Saltonstall of
Massachusetts was responsible was Section 402 of Public Law 89-809, (see Figure
12). The purpose of this law, Saltonstall’s leter to me indicates (see Figure 13),
was to compel the government to reveal not only its direct {(bonded) debts but its
indirect liabilities so those like the Senator and the public might know to what
extent the government was getting the taxpayers in hock. What the governmeant
was getting away with by not reporting its unfunded and contingent liabilities was
tantamount to a private corporation reporting as its total indebtedness only those
formal bonds it had issued as outstanding, while omitting from its balance sheet
such liabilities as unpaid taxes, accrued and unpaid salaries, monies owed trade
creditors, liabilities that might develop due to a pending lawsuit, and other such
contingent liabilities. This type of accounting from a private corporation would
never be tolerated by the government or the public, but official Washington
employs this type of deceptive accounting when reporting its indebtedness to the
public. So, the vaunted U.S. debt ceiling which only sets limits on the bonded
indebtedness of the govemment helps control total government indebtedness as
revolving doors might comtain a prison break.

By now. many readers will still find it hard to accept the extent to which their
government has been deceiving, fleecing, and using them. I must, therefore,
apologize for subjecting the reader to the tedious analysis of the following gov-
ermmment report. But, please remember that this is probably the first time that a
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Figure 12

PUBLIC LAW 89-809
SEC. 402. REPORTS TO CLARIFY THE NATIONAL DEBT
AND TAX STRUCTURE.

The Secretary of the Treasury shall, on the first day of each regular session of the
Congress, submit to the Senate and the House of Representatives a report setting
forth, as of the close of the preceding June 30 {(beginning with the report as of June
30, 1967), the aggregate and individual amounts of the contingent liabilities and
the unfunded liabilities of the Government, and of each department, agency, and
instrumentality thereof, including, so far as practicable, trust fund liabilities,
Government corporations’ liabilities, indirect liabilities not included as part of the
public debt, and liabilities of insurance and anauity programs, inciuding their
actuarial status. The report shall also set forth the collateral pledged, or the assets
available (or to be realized), as security for such liabilities (Government securities
o be separately noted), and shall also set forth all other assets specifically
available to liquidate such liabilities of the Government. The report shall set forth
the required data in a concise form, with such explanatory material (including
such analysis of the significance of the liabilities in terms of past experience and
prabable risk) as the Secretary may determine to be necessary or desirable, and
shall include total amounts of each category according to the department,
agency, or instrumentality involved. [italics mine.}
Approved November 13, 1966,

report on the true status of the U.S. public dept has ever been made public. |
maintain that all of the statistics that you have ever seen in government budgets,
Federal Reserve reports, almanacs, encyctopedias, textbooks, financial and credit
analyses in connection with the U.S. national debt have all been woefully
inaccurate—and have generally understated that indebredness by about 90 percent.
All the more reason why the following pages are 10 be studied carefully.

The **Statement of Liabilittes and Other Financial Commitments of the United
States Government as of June 30, 1973°" has been reproduced here (see Figure 14).
Only 100 or so mimeographed copies are usuvally prepared, the bulk of them
remaining with the Treasury Department. Some copies are sent to Congress; none
are officially released to the public or to the media. This, of course, will explain the
public ignorance regarding the true nature of the national debt and shouid estabiish
a prima facie case of conspiracy against the government for its efforts to conceal
the facts from the public.

In the following pages, I shall aitempi to prove that the report, supposedly
compiled in compliance with Public Law 89-809, (1) violates that law, and (2) was
prepared in a manner to veil the extent of the government's indebtedness through
actuarial tricks, schemes, and devices in direct violation of Title 18 of Section
1001 of the U.S. Criminal Code.

Let us now move (o the report itsetf. Please refer to Note A, page 2. This, you
will note, is the first entry of government liability listed in the report and is shown
to be $458,142,000,000. 1t is listed as the “*public debt on June 30, 1973, as
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Figure 13

82 DEVONSHIRE STREET, ROOM 608
BOSTON, MASSACHUSETTS 02109

October 8, 1974

Irwin A, Schiff, Esquire
2405 Whitney Avenue
Hamden, Connecticut 06518

Dear Mr. Schiff:

T am in receipt of your letter of September 18
regarding the bhill that T filed about the Govern-
ment's "Statement of liabilities and Other Financial
Commitments"” which later became law,

The purpose of this law is a simple one., It
is to give the members of the Congress and the
public once or twice a year the total liabilities
of the Government -~ direct net debt and indirect
liabilities from endorsements and subsidies of the
various commissions, such as, "Fanny Mae",

I have not seen a copy of the Government's
statement for several years. I agree with you that
the one I did see made it very difficult to get a
comprehensive and simple understanding of the
Government's financial position. I do not know
whether the Government has deliberately avoided
putting totals on its liabilities,

As a former member of the Senate Appropriations
Committee for a number of years, 1 felt that the
law would be helpful to that committee for its work
concerning the budget.

Very sincerely yours,

AT :\:‘-\_\i R SN f\_u._‘\._ 5
Leverett Saltonstall

LS:j
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Figure 14

Statement of Liabitities apd (hber Finencial

Comp] tments of the [mited States
e nt of 1

This report is compiled in accordance with Sectiom 402 of Public Law 89-809
approved Noveaber 13, 1966 (31 U,5.C, 7577). It shows the liabilities of the Fed-
eral Government as of June 30, 1973 {Section I}, and ammunts representing financiel
comritments which may or mey not subsequently become liabilities, depending upon &
variety of future conditions and events (Sections I, ITI, and IV),

A word of esution about the uge of the dete is essential. The Tfour sections
of the report desl with bagicelly dissimilar typee of cosmmitments which cannot be
aggregated in any meaningful gense, Within Sections T11 snd IV, even the individual
line itema are largely dissimilar and not susceptible to meaningful addition,

The "Liabilities" in Section I represent exizting liebilities to pay for such
things as (1) momey borrowed, {2) goods and services mctually received, and {3)
adjudicated claimg, The eristence of the liability in each of these categories
ig certain and unconditianal in al) material respects and the amount -wing is
fized or responably determinable, but simply hus not yet been paid.

The "lndelivered Orders” in Section 11 represent obligations fof goods and
pevvices ordered tut not yet received and other legal coswmitments against appro-
priations, &1l pursuant to Sectlan 1311 of the Supplemental Appropriatioen Act of
1955 (314.5,C, 200), These commitments will mature into liabilities in Section I
when the goods and services ordered are delivered or when other performance stip-
ulations have been fulfilled, The maturation of undelivered orders in Jection 11
into Section T liabilities iz a normel expectancy in the regular course of events
in a relatively short time and the amounts of the updeljvered orders are a
reasonabl ¢ measure of such future liabilities.

The "Long-Term Contracts” in Section 111 represent commitments of B general
nature which have some similarity to those in Section T1 but differ from the
latter insofar as {1) they are not legal commitments egainst sppropriations, (2}
paturation to s 1iability stage is of longer range nature, and (3} they are more
susceptible to cancellation or modification and hence are much less susceptible
to use ms a measure of future liebilities.

The "Contingencies” in Section [V represent commitments which have the
bagic characteristic of wuncertainty {1} as to whether the conditions or events
implicit as a metter of conjecture will ever occur Lo cause any liability to
be incurred or (2} if they do occur, as to when, with what frequency and to
what degree,

Clearly, there is a vest difference between items in Section | -- where the
liability {s cerimin and the amounts relatively precise -- end Section [V --
where the possible future liability is highly speculative, and say never arise
and where the amounts, if they can be prajected at all, are stated Cor the most part
in teyms of maxioum theoretical risk erposure (the upper limit of the Government's
financial commitment) withoui regard to probability of occurrence and without
deduction for existing and contingent mssets which would be available to offgzet C
potentinl losses,

The erplanatory notes accompanying the data, particularly for Sections 111
and IV, are intended to assist interested parties in assessing broadly any risk
of probable lope; for most of the itemz in Section 1V, guaniitative assessment
becomes highly illusory.

Department of the Treasury
Fiscal Service

Buresu of Arcounis
Januuiry 1974
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Summary Statement of Liabilities and Other Financlal Commitments
of the United States Covernment es of June 30, 1973
(In millions)
{Details may not add ta totals due to rounding.)

Applicable to
Seetion Description Total other Covern= :phglicg:}e te
ment fumds public
i. Liabilities:
The public debt on June 33,1973, ez publisbed in the deily Treasury
statement (Schadule 1), ... ... vueeusiesrrararusrraresassrusssresnansasneeoann oo.] $458,142 A B $124,210 3/ $333,952 €
Agency securities lssued and outstending {(Sehedule 2}.......0 . ivviniiivrnnnnnans 11,1049 1,550 9,113
Total public debt and agency securities.. . vviuvreenirrnronrronrnparass 469,251 126,206 343,045
Net publiz debt transactions in transit as of June 30, 1973, ... .uninnrinnnnnnnes -6 - -6
Deposit fund limbility accounts (Sehedule 3) ... . iiiieuriinrnannonrsnnraninninas 3,653 - 3,653
A
> Cheoks and other instruments outstsnding {Sohedule 4)........ e ttrsrsrarrarreann 7,075 - 7,075
Accrued interest on the public debt, not due (Schedule &4).....cvveeuc.. fvaeaaaan 2,874 - 2,874
Inamortized premium from sale of public debt securities (Schedule 4)............. play) - 137
Other li{abilities on the books of the Treasury [Schedule 4)....u.viuivrrnrrronenns v - 317
Azcounts peyable and aceruals on the books of Government agencies {Schedule 5)... 37,426 &,377 21,049
Total liabllities. . e irnrrirrrrnrrsarsnevsnrsnenrnnans 520,657 132,583 388,114 D
1. Indelivered orders {obligetions incurred under law against appropriations and
funds for goods and services not yet received) [Schedule B)....viiiiiiarvinrnens 102,095 5,908 96,187 E
ITI, Lorg-term contracts {subject to future medification or cancellation in
advance of delivery of goods or services) {Schedule Tl u.ivieivrnrenrneaaa. £,316 - B.916 F
Summary Steatement of Lisbilities and Other Financial Commitments
of the United States Government es of June 30, 1973--Continued
{In millions)
Sectd Maximum thecretical
ction Description nessurs of
cont ingeney
Iv, Contingencies:
Government guarantees, Ilnsuring private lenders egainet losses {Schedule Bl.........viiueronvinernnnnnns $157,753
El

Insurence commitmenta {Schedule )

R R R R R R T L L L LT S S 1,021,915

Actuerial status of armuity programs (Schedule 10)

LS

Unad Judiceted claims (Schedule 11)

R T L L T T T 5,762

Internationel commitments {Schedule 12)

b e a et e e e e e a e s s 7,605

Other contingencies not included sbove (Schedule 13)

17,502

Note: The datae presented in this report were compiled from reporte submitted by the agencles in mccordance with Department Cireular
No. 966, Revised, dated December 20, 1972, end Tremswry Flscel Requiremente Manual Tranemittel Latter No, 95, In eeversl instances
incomplete data have been submitted by certein sgencies since thelr account ing systems have not yet been developed to the point !

where they are able to provide the required information. In other Instances the d
The reporiine seansien. e data furnished were on the bagis of estimates by

1/ Includes $82% million of public debt securities held by the Internetional Monetary Fund,

2/ Because the various annuity programs have heen computed on different actusriael hases
2O it 18 not
A of ilndividuel progrems are given in Schedule 10, ’ ot Pessible to compite & total. Deteils



Schedyle 1 - The Fublic Debt
as of June 30, 1973

Public debt gecurities held by

Amcunt of publice
debt securities

outstanding
Jovernment Acceounts:
Legizlative Branch;
United Stetes Tear Court:
Tax court judges survivors ernuity fund ........ .. ... § 348,500,000

The Judiciary - Judieciel survivors anmuity fund ... ...0.vven.
Fundz appropristed to the President:

Overseas Private Investment Corporation ... ....ivviirvvnsr-ns
Department of Agrisulture:

Milk market orders assezament fUnd ..o .iniiiiiiir s

Rural Telephaone Bank ......cuvienvsvnaosnonnsnrassnrnnareras
Department of Commerce:

Federal ship finencing fumd ... .o vininirraiiniiniaennnas

War risk insurance fund .. ... iy

Gifts and BEQUESES uvrrurravsrrrrorrsrrrasrosnrnsrreassssnn
Department of Defense (..., c.cevureiiieinniareressoiararrsns
Department of Health, Education, and Welfare:

Federal old-age and survivors insurance trust fund .,.......

Federal disability insurance trust fund ,.......c.ovevnvennn

Federal hospitel insurance trust fund ........cvrrivnrverens

Federal supplementary medicel ingurance trust fund .,.......

L L1 T
Pepartment of Housing and Urban Development:

Mew commnities guerantee fund .. ... . iiiiianinraiiberenas

Federal Housing Administration fuand ... ou v iiinrrrnas

Rental housing assistance Fumd .. ... vivianienereaianarersa

Participation 5ales fUNd ..uuivrvrvrrnerrrnsmnssriserrrrsnes

Cuarsntees of mortgage-becked secqrities fund ..., ... .04,

Natianal insurance development fund ... ... irierinnivirens
Department of the Interior ..,...... s
Department of Labor:

Unemployment trust fund ... o i e e

L0 T T T T
Department of Stete;

Foreign service retirement and disability fund .............

Conditional gift fund, geneTal ... ... ... i veiorerrarannean
Cepartment of Transportaetion:

Coast Quard ... ... ieii e PP

Highway trust fumd ........
Mepartment of the TreBsury .. v vvn i viiareimrirrsmrnaerar e
Jeneral Services Administration ,........c.iieiiiveriaiiierenen
Yetepans Administration:

Servicemen's group life insurance fund ... .. el

Veterans reopened Insurence fund ... ... i iiisi i inriraan

Vetorany spenial life insurence fund ......... ... 0coiiiaaas

Heticnel service life insurance fund ... .coviiviviinnns

United States Government Life Insurance fund ,,............

General Post Fund, Wational HOmes ......oiveevrcinrmsvrinnns

Other itdependent agencies:
Civil Service Commission:

{ivil service retirement and disebility fund .............
Empioyees health benefits fund ... vvinriiriinann .
Fmployees lile insurance fund ... ........00.0.

Hetired emplorees health benefits fund ... ... iiuiunnt,
Emergency Loan Suaraniee Boapd:

Emergency loan guarantee fund ... .o i iiiiiiiaiiinnanns
Federal Deposit Insurance COrporetion .......ocevivevnenanna
Federal Home Loan Denk Boerd:

Federal Sevings and Loan Insurance Corporetion ...........
Haticnal Credit Union Adminigtration:

tational credit unfon share insurence fund .......vvvvian-
United States Fostal Service. .. .i.coooeininiuninanrea nus .

58

8,148,000, 00
127,590,000, 00

1,033,000,00
€,969,000.00

42,580,000, 00
5,531,000, 00
125,000, 00
1,017,075,00

24,945,623,000,00
7,803, 229,000, 00
4,172,365,000,00
659,631,000,00
81,500,00

8,338,000, 00
1,138,377,500.00
#,571,000,00
&77,116,000.00
8,082,000, 00
80,986,000, 00
914,500, 00

10,956,747,000. 00
31,000, 00

64,562,000, 00
190,000, D0

22,650, 00
5,550,081, 000, 00
2,968,157,273.61

2,481,500,00

252,993,000, 00
352,638,000, 00
6,427,36%,000,00
689,705,700, 00
1,429,000, 00

30,490, 779,000, 00
188,607, 000,00
1,242,781, 500,00
36,381,000, 00

4,315,000, 00
5,635,823, 500,00

2,906, 576,000,400

27,089,000, 00
1,084,312, 500, ™
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Schedule 1 - The Public Debt
oz of Juw 30, 1973-Contimued

Public debt securities held by

Amount of public
debt gecurities

outstanding
ther independent sgencies--Contlmued
Railyoad Retirement Board:
Ratlroad retiremsnt holding secount ,....civeuvevvrravnsans $3,785,000.00
Railroad retiremept weeouDl ........coccnvurosrcrnrrrravsnn 4,516,586,000,00
Rajlroad retiremsnt supplementsl maccount ..., .. ...icciiinan 38,531,000, 00
Soml) Busipass Adefiplztratian:
Lease snd purety bond guarantess revolving fund ........... 5,630,000, 00
Total held by Govermment SCCOUDLA ......cerivsvavrrsnrsns 12 61

Noreinterest-besring pablic debt securites held by:
Internaticnal Monetary Fund ......cvevnennsrcsnnnavisarssnns
The publict
Intereat-bearing ......ccvouivesvrrrmrrscrnsatstbnsarsancsannss
Not=interwat-bearlog ... ... cviivvrisisriiasnicatsniassarans

Total held by the publie | ... .. cciierirrirosreaarssrrass

Total public debt securitles, .. . ..ciiiiiiiiininiiianinan

825,000,000, 00

332,968,564 ,345.17
2 i)

| 23900, 775 3348

| 458.141,000,312,00 __




Zchedule 2 - Agency Securities Cuistanding
as of June 30, 137]

09

Totel agency Agency securities Agency securities
lssying egency securities held by Government held by the
cutstending aCCOUnLS mblic
Departmetit of Defense:
Family housing mortgages ,.........cievainnnen $1,4R0,837 740,08 $192,026,359.67 $1,288,811,387.01
HomeowTiers BSSiStance MOTLZALES ... ... ... aurarans eeenaen 2,710,852.15 ——————— e 2,710,852,15
Department of Housing and Urben Development:
Federal Housing Administretion fund ......... ers e £11,650,450, 00 58,106,850.00 353,543,600,00
Government Netionel Morigage Association:
Farticipation seles fund ... ..o iuniiiiinunaininnss 4 ,480,000,000, 00 1,695,350,000.00 2,78y, 650,000, 00
Depertment of Transpertation:
Coast Cuard - Family housing MOTLEEZES .......vvsvrsiesna 2,628,311,13 v ————— 2,628,311,13
lepartment of the Treasury:
Federal Farm Mortgage Corporation (in liquidatien] ...... €5,200.00 e —— 65,200, 00

Qther independent agencies:
Fxpori-lmport Benk of the United States; 1/
Agency zecurities ......... e sigraraaaeae
Federel Home Loan Bank Board:

2,221,056,159, 37 S 2,221,056,159, 37

Federai Mome Losn Bank Board - Revolving fund ......... 4,510,080.00 s m—— 4,910,680, 00
Home Owners' Loan Corperetion [umd .....eeivenacnernans 203,425,00 —————————————— 203,425,000
United States Postal Service L. ... iiiiiiriiriiciansnan 250, 000, 000, 00 ————————— 250,000, 000, 00

Tennessee Valley futhority ........... eeedaarataanae s o 2,255,000,000, 0 50, 760,000, 00 2,204, 240,000, 00
Total agency securities ................ N 11,100 062,824, 23 1,99 243 20067 3,112,819 61466

19

1/ Pursuant to &n act approved August 1Y, 1971 (12 U, 5.€. €35(a}), the nat ocutleys of this Bank were reclussified
outside the unified budget, effective e of the close of business August 16, 1971,

Schedule 3--Covernment's Liabilitles for
Depogit Fund Accounts
as of June 30, 1973

Agenicy Amcunt,
Legiglative Brench _....... . 35,176,697, 28
The JudiCiaTy ..uv.iviveranerernrnanrvnsnorvoroear.os 15,475,019,19

Executive Office of the Fregident ............
Funds eppropriated to the President ..........

247,718,551
60,793,512, 73

[

Department of Agrisulture ., ..... . 117,143,627.88
Department of COMMETCE L. ... . ivivenrnnnrornnnnnns 8,876,701.91
Department of DelenSe . ..., . c.iieeininrnncnoernrarnss 412,002,195, 30
Department of Health, Education, and Welfare ......,. 7,113,636, 49
Department of Housing and Urban Development ......... 25,212,316,01
Cepartmant of the [nterior ..... e atae e 971,546,131, 32
Pepartment of Justice ... iiiveveiiivervnmraorannians 37,545,510,69
Department of LBDOT ... .iiivreinrsrnunenacsrrnnnn- 9,475,699.90
Department of State . ... ... uicomiirrrranorsrrrsanns 2,985,380, 71
Depertment of Transportation .....,....ccevcevnn 7,720,582, 54

Pepartment of the TreasuTy ........cvvivevavsirssaias
Atomic Energy Commission ..uvvievciiorisrniavarssnann

1,283,178,357. 88
270,171,508 07

Environmental Protection Agency ....c.vvvviano.. 815,101, 84
Ceneral Services Administretion .......vcvivvvrvmnanen 9,155,637.63
National Aeronsutics and Space Administretion ....... 49,201,765, 63
Veterans Administratdon ... .....vcvivvievnravrrarnnaes &1,379, 385 76
Other independent agencies ... ... .0 vivrnnncaaniss 153,4567,488,23
Distriet of Columbla ciovrrierenivnrrnsvrannantarssnns 73,573,488,97

Total Depesit FPund Liabilities .o .........00e..nn 3,653,452,464. 47

Hote: Fxeludes holdings of public debt and agepcy securities and perticipetion
certificates which are shown as liebilities of the Government in oiher

gchedules of this report.



Schedule f-=Other Liabilitles on the Books of the Treasury
ag of June 30, 1973

Description Amount Explanatory notes

Checke and other instruments outstanding:

Accrued interest due snd payable on the public debi $123,206,099,53
Disbursing offfcers' checks L/ iovvvervrnaines veurd £,93%,198,116,47 L/ Includes postel money orders cutstanding,
wMilitary Payment Certificaces 2/.....civevrines v 12,927,531,06 2/ Military peyment certificatee are lesued In certain

overseas areas by milltary finance officers in lieu of
Total checks and other instruments outstending...d 7,075,331,747.06 doliar instruments to discharge obligationg incurred
under eppropristions of the Department of Defwnae,

aczrued interest on the public debt; 3/

pcorued interest payeble =not GUe ..ivsiaennns 2,873,983,129,82 3/ This 1isbility doee not include interest on savings bands
Acerued interest om deferred public debt of any series, The llability for interest on eevinge
subseriptions - mot due. .. iusieinaia brrereaaad 16,49%.39 bonds which are aold at & diacount 1s included in the
public debt principal om the basle of the increment in
Total escrued interest on the public debt...., e 2,873,999,629,21 redemption velue, The liabllity for interest on cther sav-
inga bonds is recorded when the interest checks are imsued
Uramortized premium from sele of public debt with a corresponding liebility for intereat due and payable
cecuritles: Public debt interest premium.,........ . d 10%,331,978.57 (equivalent, in this case, o checks cutstanding},
Tmdistributed and other deferred credits 4/.......... 4 317,336,063 ,87 4/ Represents depoeits in the Treasurer's Account and caah

held outside TreasuTy In accounts of certain collecting
oflicers not clessifisd on June 30,

Totel otner liabilities on the books of
the TTeBSUTYiervriasriansns hreersairr e e 10,373,999,418.71

Schedule 5 - Aecounts payable snd ecerusls
o the booka of Ggvernment agendcles
89 of June 3, 1973

£9

{In zillions)
Funded Unf und e dee Total
Agency Total Due Government Due the Due the due the
agencies public publie Putlic

Legisletive Branch,......... Crereearanas . $103 $12 $91 3} $99
The Judiedary, . i vvvnianerenseionannsnnns 18 - 14 - 18
Fxecutive Qffice of the Preaident........ a 4 4 1 5
Funda Approprimted to the Fregident...... 1,290 857 423 86 509
Department of Agrieulture.......v.euvues . 1,713 341 1,372 FXh N 1,602
Department of COMMTee...,....... R %6 64 32 120 452
Department Of DefeNBo. ..oy viavrrrvrrrvise 8,937 2,320 6,617 1,878 8,495
Departwent of Heslth, Educatlon, and

Wellare, .oy riiinreaanratvssannaansrs 7,815 126 7,669 X0 7,989
Department of Houslng and Urban

Development....,..,...u. errirrearanas . 1,415 618 Kils n 828
Departzent of the Interior.....uvveanssas 282 7 211 58 269
Departpant of Justice....covvrvrvnaaar ‘e 0 13 77 83 160
Department of Lahor,....... barearearirane 95 5 50 e 867
Departmant of State, .. ..uvvivrrnarsaanss 110 g 101 2 113
Department of Trensportation........... . 787 52 75 i1 86
Departmant of the TreasUTY...suvvvsoionar 1,842 » 1,812 168 1,980
Atomic Ensrgy Commisalon....ievive,na, rae 334 2453 89 129 218
Environmental Protection Agency.......... 437 20 417 - 417
Ceneral Services Administration.......... 407 326 g1 3 120
National Asropautics and Space :

Mopintetration........ PO trerarea ‘ee 613 142 471 53 524
Veterans Adminietretion,.,,.. P 1,268 36 1,232 216 1,448
Jther independent egencies............... 4,751 1,076 3,673 96 4,071

TOtal L. iiirnnninoraarrrarreasras 32,709 &, 377 26,332 4,77 11,049
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Gehedule & - Undeliversd Jrders
as of June 31, 1973

{

In millions)

Cbligations to other Obligations to
Agency Total Gove?‘rumnt aceounts the iubl‘lc
Lepislative Brameh, ..o useeeaanearvessiiosnnnrioassnssissssmsns 578 §32 546
The Judiciary.. . veuisrarrncasernsnasasrsansnnsnn 3 - q
Executive Office of the President. ... .eivivveriocnronearnsanrens 39 - 39
funds appropriated to the President............ et rarra 12,705 2,770 10,935
Pepartment of AEFIoulture. . ... iuiiiereroareninrannrararisnianss 4,104 21 4,683
Departlent OF COMMEITE. .. ur e aseraararmsrssssarsrtarsaontarsssrss 1,387 40 1,347
Department Of DelENSE. ... esrvaiiiaeserarrnssirrstansacnsassnans 32,078 1,509 30,169
Department of Health, Education, and Welfare,.......vvevvrionienn 9,930 06 9,684
Department of Housing and Urban Development.........cievvnnnnians 9,720 1 9,719
Department of the IRLeTior. ... i vivievernnrasmiaasmairriniannss 1,032 23 1,009
Department of JuStice. .. iuueiuniiiiaanarnrrarsr s tairnsauuns 1,117 24 1,093
Department of LADOI. ... seveivianneesssmsmnamnesassssrrsasranes 1,904 4 1,500
Department Of STALE. .. .uvsrsvivuesrarararantasssasssianmosssares 68 3 65
Department of Transportation.........ceciiiiainiianiiiaannnan 9,380 150 9,210
Department of the TreasuT¥. . .e.veivrrrrmrsassrnsinnanatsiraiaans 59 28 n
Atomic Energy Commission........cvuiiivivusirseniariaciianiasiians 1,508 - 1,508
Environmental Protection ABEDCY.......ce.vasvemrvoariarrornniunss 3,925 AT 3,454
General Services Administretlon... ... .. iieiinrcrirrrrraiiirrnas G52 15 537
Neticnal Aeronautics and Space Administration.......ee-veaenvrns. 648 51 597
Veterans Administralion. . ... .. iirmnrioitinriannnnvarriannues 328 26 02
her independent Agencies. ., .. L L. iiiaiiireiitiiranataiianna 3,871 34 9,837
TOTAL 2 vvme e s b s e sinmaesssstnsresannasinsnnanssoen 102,093 5,508 96,187
[ ——

€9

= Legs than $500,000.

Schedule 7 - Lang-term Contracis

ag of June 30, 1973

(

In miliicral

1l

Anrual
rental
o
cost

Agency

Repaining
1ife of
contracts
{yeura)

Conta of
remalning
portion of
contracte

Explanatgory noies

Department of

Foregt Service (... ovvcvvrinsrrrioniniaas

Commerce Department:
Maritime Administretion.......oeaviirnnnns

Departrent of

Panama Canal Company ......

Department of

Federsl Housing Adminletrstlen ........... - -

Department of
Coast Suard

Agriculture:

33 i~

170

Defenge:

SrersrarEs ot

Houging and Urban Development:

Transportation:

20

31/ )

3,400

32

98

Operating differential subaldy conirscis are made
gensrally for 20 years. Annual phyments under thege
contracte over the past 10 years have ranged from 3112
miliion to 3227 millicn, Subaldies under the contracte
are paid pubjfect to finel adjustments et the end of
cperatora' recapture perioda which are ssatsblished by
contrasts generally es 10-year terms, Operating differ-
ential pubpidy contracts provide for the payment of the
difference in the voysge coste of Americen-flag ships as
compared with the voyage coste If the same ships were
operated under foreign flags over designated sirategic
trade routes, Each contract specifies the maximum
number of voyeges which may be mede on esch designated
route, but this nupber may be changed from time to tipe
by contract amendment, Ko limitations are specifled ma
to the maximam moount of peymenta,

Electric power contract with an autcnomous agency of
the Heputlic of Panama,

Incompletied porticn of contracts for property repaira,

Letter agreements with foreign countries to operate

and mainteln Loren Staticns in the hoet patlon for the
benefit of the Unlted States, These agreements have
been in effect for & yeirs or more, and can be cancellad
by giving eppropriate notice (gt least L year},
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Schedule 7 - Long-term Coniracts
as of June 30, 1973--Continyed
{In millions)

Annual Remaining Costs of
rental life of rempining
Agency or cahtracts portion of Explenatory notes
cost {years} contracts
General Services Adminigtration:

Building leeses ,.......ccouenvivonnanain, § 237 1/12-20 $1,615 7,141 building leases, including 2,100 leases expiring
in figeal yesr 1974 which have an annual rentsl of
$44.7 million end a potential liebility of 3$25.2 million.

Brilding lease~-purchase contracts ....... 2 12-30 N Includes principal end interest, assessments and texes
and estimated paymenta in liew of taxes in determining

o cost of remeining portion of contracis,
o
Other long-term contracts ,.............. 1 1/12-4 L/3 1
United States Postal Service .............. 214 0-Za 1,631 Contracts for leasing postel Cacilities.
Veterans Administration. ....cvevveavieranss 2 - 2 Egquipment rentals,
Tennessee Valley Authority ................ L1 il 1/2-15 2,007 Includes long-term power fuels contracts, power plant
lease, and other cantracted comuitments,
Total, et vienminvsarsrnens Wameanian 8,916
Note: Data for Depariment of Defense (other then Panama Canal Company) and

certain other agencies not available.

£

Schedule § - Goverrment Loan and Credlt Guarantees
ag of June 30, 1973

=8
-~

{In milliony}
Amount of contingency Leas:Amount |iet amount
For quArsd= | For commit- [ohown as of
Agancy and program Total tees and ments to undeliivered |contingency
ingurance guarantes orders in Explanatory notes
in force or {nsure Section IX
Funde sppropristed to the Fresident;
Ageney for Internationml
Developmant;

Howing guarsnty fund......... .. | ¥ $277 - - $277 Includes extended risk guarantes contracts

for housing signed mx of June 30, 1973,
Foreign ailitery sales funds,..... 244 244 - - 244 Repreasnts guarantees of credit for seles of
defensw articles and services.
Overasas FPrivate Investment
COTPOTRLEOT. s nveeurarsanrronann e pat:s 191 $27 $91 127 Thie corporsticn offers 1.3, lerders protection
against commerclel and political risks by guar-
antesing payment of principal and interest on
loare mede to ¢ligible privete enterprises in
foreign countries,
Department of Agricultures
Farmars Home Administration:
Agriculturel credit iosurance
DU eosaroransasvnnsnsnsansns | 2,87 2,735 139 19 2,735 This fund is wered to insure fars ownership loans
and soil and water conservation loans, ZLoans
may be lraured or mmde %o be sold snd inaursd,

Rural development insurance fund{ 1,509 a3 &N &7 a38 This fund 16 used to meke, sell, or insure water
facility losns, rural electrification mnd tels-
phane losns, Industirial development loans, and
comeunity facility lowns,

Rurel housing insurance fund....} 6,160 5,869 1l 1m 5,869 This fupd i{e used to insure rurel housing loans,
farm labor housing loans, and loane for rurel
rental and cooperative housing,

Loans are made to persans of lowr incoms and
others in rural ureas.




Schedule 8 - Covernment loan and Credit Cuarantees
as of June 30, 1973--Continued

rl

=)
oo

{In milliona}
Amount of contingency Less: Amount
For gusran-| For commit= mtu ” Ng‘t amcunt Explanat .
ass and menta to el iver o anatory notes
Agency end Program Total tj s]rance guarentee orderg in  |comtingency
in force or insure Section IT
Department of Commerce:
Econceric Development Adminiztra-
tion:
Eeonomie development revolving
L 1 $48 %48 - - 348 Outstanding guaranteed loans disbursed by finan=
eisl Institutions to private borrowers for work-
ing capital in comnection with projects in
redavelopment areas,

Maritime Adminigtration:

Federal ship finsncing fund,

revolving P .. cvvurernnmiuns 2,579 1,260 $1,319 - 2,579 U.S. Government securitiss apd eash of
$97,104,901 were held In escrow by the Govern—
went In commection with insursnee of losns and
mortgages which were f'inanced by the sale of
bonds to the publie prior to the completion of
construction of ships under mortgage commitments,

Nat iona) Qcemnic and Atmospheric

Administration:

Fedaral ship financing fund,
righing vessela...covuveirnnres 12 12 - - 12 Represents Insurance of loane for construction
or purchase of flishing vessels.
Department of Health, Education,
and Welfare:
Medical facilities gusrantee and
LOAT TUNA. o oo renrravenssvsasnnsns 455 &7 408 - 455 Guarantees in Toree represent medical facilities
guaranteed loans.

Student loan insurance fund..,.... 2,099 2,099 - - 2,099 Guaranteed loans - reinsured. Estimate of
expected losses is 3130 million. Funds are
requested and appropriated by Congress to cover
losses recognized during year in which claims
are reesived,

Schedule 8 - Covernment Loan and Credit Quarmntess

69

a8 of June 30, 197%--Continued >
(In milliong)
Amount of contingency
Less; Amount et amount
Agency snd Program Total For guaran- |For conmit- shewn ag ot
tees &nd ments to undelivered [ontingency Explanatory notes
ingurance guaTantee ordera In
in foree or ingure Sectlon II
"Depariment ol HodsIfig and Urban
Development;

Low-rent public housing progrem, | $11,783 $11,783 - - 11,783 Representa guarantees of bonde and notea isgued
by locel housing authorities to private
investora,

New communities guarantee fund,, 294, 158 Fag - 294, Guerantees of loans issusd by privete developers
to finapce land acquisitiens and development
coats of new conmunities,

Federal Housing Adminietration.,| 93,432 86,877 6,555 - 93,432 Insurence of lcana for financing the production,
purchase, repair, and improvement of residentisl
propertles, The FHA 1s Indemnified against loes
bty tTust egreements, performance bonds, and
personal demand notea to the extent of $1 mil-
licn.

Urban renewal fund,............. 3,651 3,651 - - 3,651 Guarantee of noh=-Federsl loans,

Department of Transportation:

Federal Aviation Admindistretion:

Alrcraft loan guarantess, ..., 1 1 - - 1l Represents guarantes of one alrcraft loan.

Federal Railroad Administration:

Hailroed loan guarantees....., 275 171 104 - 275 Represents 4 guarantse of $68 million on e lcan
made to the Naticnal Reil Feseengsr Corporation
and guarantees of $10) milllon on trustee cer-
tificates of railroad companies undergoing
reorganization,

Urban Mars Transportetion Admip-

istratien:

Wawhington Metropoliten Area

Tranait Authordty bonds,,..,. 445 445 - - 445 Prineipal and interest on bonds and other evidences
of indebtednsss of the WMATA may be guaranteed by
the Sscretery of Tranaportation, Periodic payment
of one-fourth of the net interest comt to the
{Autharity is provided,




Schedule 8 - Covernment Loan and Credit Susrantees

a1

ag of June 30, 1973--Comtinued
{in mtliions)
Amcrant of % - A
of cantingency lLess. Aa Net
Agemcy and Prograa For guaran-| For commit- hown of lanatory notes
Total tess and ments to o e::“i:. d cont ingency Fep
insurance | guarantee etion 1T
in force or ineure
General Services Administration:

Defense production guarantees ., 34 35 $4d - 349 Guarantess are given on loans made Ly public
and private financing institutlons to fecilitete
performance of defense production contracta.

Expenses, disposal of surplus

and related peracmal property, . 2 2 - - 2 Mortgage sold with fuil recourgse to the 0.5,
Goverrment aecured by real property.

Real property activities ....... k] 633 - - 633 The GSA building construction program ineludes
-3 projecta financed by purchase contracta urder
[=] the Public Buildings Amendments of 1972,

Veterans Administration:

Loan guaranty revolving fund ... 25,372 24, 420 952 - 25,372 Repregente the guarantsed portion only of total
loans of $47,165 alllion made to veterans for
purchase of hopes, famms, and buginess property;
the remainder of $22,745 million is nonguer-
anteed; cumulative gross claime of $1,668 mil-
lion were paid through fiscal year 1973 out of
$50, 841 million guarantees issued, SJalvage
operations {ecquisition end resale of security
properties) have resulted in recovery of all but
$94.8 million of the total elaim payments,

Other independent agenciss:

Fmergency Loen Guarsntes Board;

Fpergercy loan guarentee fund. 250 150 100 - 250 The Boatd mey guarantee lcans made by privaete
lenders if necessary in order to prevent sdverse
and gevere effects on the econamy, if credit is
not otherwise available on reascnable terms,

rt Bank of the
Eﬁmwu, _“_? _________ e 4,576 1,784 2,70 31,525 3,051 Representa loans sold with recourse and medium-
- term guarantees.

i3

Schedule 38 = Goverrveent Loan and Credit Guarantees
a5 of Junw 30, 1973==Continued
(In millions)

Amount. of contingency Less: Amount
ghown s Net amcunt
Agency and Progran iz:sg::dnm E;t:c}:z“- undelivered | of Explanatory netes
Total insurance guarantee orders in contingency
in foree or insure Section I
Other independant agemeiea--Contimued
Interstate Commerce Commission.... 842 $42 - - 542 Loan guarantesé to railroads under Part V of the
Interstete Commerce Act, as amended, Thie
guaranty program énded ma to receipt of new
applications, on June 30, 1963, All epplica-
tions perding on that date have been procedsed,
and the proceads of all the guaranteed louns
have been fully disbursed. The appraised value
ol collateral pledged is $66.1 million.
National Credit Union Adminis-
-~} tration:
" National credit union share
insurance fund........v0-n, PN 4 4 - - 4 The fund has guaranteed the loans purchased by
successful credit unions from liquideting
credit unions at 8 price to permit payoff to
wenbers at par.
Zmall Business Administration:
Business loan and investment
T 1,3 2,673 $720 $222 317 Represents guaranteed portion of lowns held by
private lenders as follows: business loans
$2,755.5 million, displeced buainess loans $1.4
million, economic opportunity lians $89 miliiom,
local development company loans $52.4 million,
and investment company loans and debentures of
$200,8 million, The nonguaranteed portion of
loans, or participants’ share is $426.1 million,
Disaster loan fund,.......0nvens 6 M 1 1 k] The nonguaranteed portion or perticipants®
share i1s $671,000,
S £0,713 146,474 14.23G 2,400 157,757




Sehedule 9 - Ilnsurance Commitments
as of June 30, 1971

(In millions}

8l

Agency end Program

Amount of
insurance
in force

Amount of
commitmants
to insure

less: Amount
shown g
urdeliverad
orders in

Net amount
of
contingency

Explanetery notes

Seetion ]

Punds epproprieted to the President:
Overseas Privaie Investiment
Corporation .....

al Cepartment of Agriculture:
Federal Crop Insurance Corporation |

[£3

Department of Commerce:
Wer rigk insurance revolving fund:
Builders' risk insurance ..........

Insurance under binder contracts ..

Department of Health, Edueation, and
¥elfare:
Student lecan {nsurance fund

Note:

33,509

ard

18,000

1,915

Schedule 9 - Insurance

32,000 - 36,499

i3

ALY

2.21)

Pata on {ndemnity acreements Lssued by Nepaptment of _erenge not availakle.

Comml twn 2
wg of June 30, 1973~ Sqptinued
Co malicns

This corpuration insures U.5, investors against
politicel risks of expropriation, inconvertibility
of loesl currency holdings and damage {rom war,
revolution, or insurrection.

Represents the gross or maximum emount of 1973 erop
insurance coversge provided, For fiscal yesr 1974
it is estimated that premiums of 3546 million will
exceed indemnities of $41.5 million by $4.%5 million,

Cornditionsl liebilities for prelsunching wer risk
tuilders' risk insurance on twe vesgels,

Tierresents the estimated insurence exposure ynder
tinder comtracts. 1,100 contracts for hulls, 1,039
for protection and indemnity, end 779 for insurance
on crew life and personal effects; and postelaunching
war risk builders’ risk insurance policies; all of
which become effective in the event of the oqtbresk
af” war,

PFepresents Federal insurance program. ooss on
insurance in force is estimeted to be $172 millien,

The Luss w11l be requesiea, appropriated by Congress,
and recognized in the year in which ¢laims ere Teceived

61

Agercy and Program

Amount of
{n force

Amount of
o omei tmente
to lnaure

of
imseltverst | Costneeny
Saction II

Explanatory notes

£L

Departrent of Houelng ard Urban Develop-
ment:
Fedarel Insurancs Administraticn:
Crins SDBUMANCE ....pcivsnrsnosanses

Flood 1nsurancs ........cevvaarennen

Flot relngurance ... ... . vinueeas

Departpent of Transportation:
Aviaticp war risk insurance
revalving /oM ...l iieaiiiieaiaas

4,000

125,000

42,085

$77

$4,721 -

4,000

125,000

This ingurance program enables tusinessmen and residenta
of hopes and aparimenta to get crime insurance in States
whers crime ingurance ia difficult to get or excessively
cogtly. Citizens of States depignated to need the
Federal program may purchase the Fedsral pollicies
through ary licensed insurance sgent or broker,

Thig insurance progran ensbles perscna to purchags
Insurance ageinet losses repuliing from physical
damage to or loss of real or parsonal property
arieing from floads or mudslides, After communliies
are depignated eligible, Federal insurance policies
may be purchased from any licensed insurance sgent
or broker,

This reinsurance progrem helps property cwmera in
urben eresg get logurance protectlan an property in
aresss gublect to riots or civil discrders. Federsl
reinsurance is available for companies participating in
Falr Access Insurahee Requivementis (FAIR) plana
under guperviaico of the Stats {nsurance suthority.
Thege companies agree tc provide coverage on
ineura®le property. Owners who cannot get inaurance
in the private parket ate referred to the FAIR plan
headquartera, the proparty le inspected, the rate
determined, and the poliey is lesusd if requirements
AT Dat,

Insurance in fores of $42,068 million 1a coversd by an
indemnity agreesment with the Depariment of Defense.
Bull ingpurance in force of $17 mllion 1o covered

by FAA, Commitménts to {maure are binder agresments
to provide insurance in a atate of emargency,
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Sohedule 9 - Ingurance Commltmente

ae of June 30, 1973--Contirued )
{in millions)
Less: Amount
Amount of | Amount of {shown as Net amount
Agency and Progras ingurance | commitmentajundelivered of Explenatory notes
in force to ingure |orders in contingency
Section II

Atamic Energy Commiseion .............. $ 125,000 - - $125,000 Atomic Energy Commission haa about 250 indemnity agree-
ments 1n effect, Marimym liability coversge provided
by an agreement is $500 million for & muclear incident,

Veterans Administration:

from sppropriations ........ berareran 27 27
.5, Covernment life ingurance fund , Fo) - - e This fupd holde $690 million of publie debt securities.
Hatlonal e-rvioe life insurance fund, 27,513 - - A 27,513 Thie fund hwlds $6,427 willion of public debt securi.
Sery isaciwd 1ife insursnce fund 1’30‘ 1,304 ties and agemcy eecurities of $310 nfllion,

Low=g 1 . - R
Veterwns special life Lnsurence fund, 5,295 - - 5,295 Thig Mund holde $353 millian of peblic debt gecurities.
Veterans recpened ingurance fund ..., 1,310 - 1,310 Thia fund holde $253 million of public debt securities,

Export-Import Bank of the United States 924 $1,912 877 2,089 Represenis ghort. and pedium-tern insuraoce and war
risk consigmment insurance,

Federal Depoelit Insurence Corporatiom,. 435,300 - - B 435,300 Represente #stimated insurance coverage of total depos-
its in ingured banks s of June 30, 1973, This corpo-
ration holde $5,636 million of public debt securities,

Federal Home Loan Bank Board:

Federal Savings and Loan Insurance

Corporation .....vvbvrccianriorranss 204,574 - - C 204,574 Repregents estimated potential insurance liabilifty of
the corporatlon. Thie corporation holds $2,906 millicn
of public debt securities and agency pecurities of
$141 million.

Naticoal Credit Union Mministestion:

Hatiomal credit union share insurance

P oLieiiainranes besarersran rerea 14,980 - - 14,980 Represents estimated insurance limoility of ineured
credit unione. The Furd holde $27 million of public
debt securities, The egtimated loss for the fumd is
$700,000,

Seall Buginess Administration:

Leage and sureiy bond guarantee
revelving fund ........ aarasrraane . 241 98 - 3% The ponguarantesd portion is $27 million,
Totel .iieeverrarrians ver fL0L2, 645 10,017 747 1,021,905, gpo.
l
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Scheduls 10 - Actuarial Status of Anmmuity Progreme
wa of Juns 0, 1973

=]
N

Departmat of Health, Education, and
Yelfare:

(In aillions}
Valustion date Valuation Astuarial
Agenoy and Program and valustion interast ?mh' ﬁ:\:::tll deficlenay (=)
period rate or surplus (+}
Dupartawnt of Commerow:
National Oceanic and Atecepheric
Admiristration:
Fetired pay, sommiasionsd officers,.... &/0/73 b} ] $26 - 326
Departaent of Defense:
I 6/30/73 k2 7 137,1% - -137,1%
Panama Canal Company:
Retired bensfits to sertaln former
SWPLOYROB. . e itireiraninranererrarenn 6/30/73 - 12 s12 -

:  Mon-United States eitisen exployess who retired prior to October 5, 1958, are not coversd by the Civil Service Retiremsnt System but
do receive retiremsnt benefite under s separats snouity plan.

Soctel Security Administretion:
Federal old-age and survivors insurence

ATUBL P, ovvcvrnerarennssarensenerens |8 TLA0973-2047) | B 6 4,745,381 C 4,683,399 A -61,982
Faderal diesbility Insurance trust

rrvarrraranrenraeas 7/ 1A 1973-2047) & 780,554 666,683 =113,871
Federsl hospital insurence trust fund,,. 7/4/73(1973-1998)} [ 9 414,358 432,605 +18,27

: The sctuarisl liebilities end aesets have been computed over the valuation periode indicated, teking imto account the sssete st the
beginning of the periode indiceted ard the present valuss of all Income and outgoe items during the pericd.

Thass estimates sre prepared on the bases used by the Congrees in making provieion for financing ?ﬁ’o{nﬂ == bases rogerded by the Congress
and the trustess of the trust funds ss the correct ones to uas Iin & social insurence program -- namely, that future young workers will bae
covered by the program as thay soter the work force, If the estimates wers to be prepared on tha sssumption that no workers wer= +o b coversd
in the future other than those who wers age 23 and over in the niddle of 197] (that is, contrary to the basis on which the Congress bas provided
for financing the program), there would bhs a defioiency of 92,118 billien for tha QASPI program, computed on the dynasio wesuapticoms basis,
rathar than the level-sarmings sseumptions basia sustomarily used in prior years,

No long-renge dats are furnished for the Federal supplemantary medicel imsurance trust fund, since this program is operated on a
insurance baeis, with the premiua rate bheing adjurted by the Secretary of Health, Education, and Welfare o a8 to finknos the copt
prograa. Therefore, this system i1s not susceptibls to long-rangs actuariel emelyeis, and 1t bas no wctuariel deficiency on tors basis, but
rather only for the axisting situation as to incurred liabilities and funds on hand,

l-yoar tarm
of,t.hn



Schedule 10 - Actuarial Status of Arnnudiy Programe

()
sg of June 30, 197)--Continued ~
(In mi))ionsg)
Valuaticn date Valuation Actuarial
Actuarial Actuarial
ncy and Program and valuation intefest s P deficiency (=)
Age period rate liabilities aggets or surplus (+)
Department of Labor:
Federal Employees' Compensaticn Act... | &6/30/73 - $1,062 - ~$1,062

Hote: Actuarial liabilities for Federal Employees' Compensation Act represent estimated future cogts for death bemefits, disability ecompen-
sation, medlcal, snd miscellanecus costs for compensated cases on rolls as of June 30, 1973,

Department of Stete:
Foreign service retirement and

disability Pund......evivvvincnnnnee 6/30/73 54 1,10 337 727
Veterang fdministration: '
Compensation and pereione fund....... « §/30/73 (FY 1974-FF 2000 - 205,279 - -205,279 A

Mote: This is an estimate of compensation, pensioms, and other benefiis costs as shown in the lang-Tenge plans of the agency.

5 Veterans {naurance and indemnities....J6/30/73 {FY 1974-FY 2000 - 584 - -584

Hote: This is an estimate of the claime costs as shown in the long-range rlan of the agency.

Civll Service Commisaicn:
Civil sarviee retirement and
disability funde,.y.ecesnas Ceireans . 6/30/73 5% 154,609 85,933 68,677
Feilroad Fetirement Boayd:
Railroad FetireEent SYStE............d 6/30/73 5=3/4% 43,690 36,852 -5,838

Hote: The above data pertain only to the regular banefit program for which [imancing is handled through the Railroed retirement eccouni, The
Supplemental wnmuity prograt financed through the Raflroad retirement supplemental ammity acccunt hes been excluded because it lg financed oo a
pay-ag-you-gc Dethod with the contribution rates subjeci to chenge quarterly.

Actuarial dete aye as of June 30, 1973 but reflect effects of Public Law 92~336 (1972 goeial gecurlty amendments providing 2(-percent increases
in benefite effective in September 1572, expanded wage base for payrcll taxes, and avtomatic future adjustments in benefit levele and taxeble
wage base for coet-of-living changes) which was gigned inte law an July 1, 197, Figures eyclude effacis of [uture cost-of-living increases,

The actuarial valuation was mede under an cpen-end approach, that is, account ls taken of the expected income and outgo with respect to
individuale who will enter railroad service in the future, For the closed group of former and present employees, the actuarial figures would
show & gubstantisl defieit. ] ] )

The lisbilities include allowences for sdministrative expenses and for the net costs due to the Board's perticipatien in the administration of
Part 4 (hospital ineurance) of the medicare program.

The aszets include railroad retirement texes (exclusive of medicare taxes), expected gains from the financial interchange with social gecurity
{OASDHI) and interest on the funds on hand on the valuation dete,

8
Schedule 10 - Actuarial Status of Anmad
ag of June 30, 19'?3~Gont1nuodw Programs
(In millions)
Valuation date Valuation Actuarial
and valuation interest Actunrial Aotuarial defict -
and efile
Agency Progren pericd rate liabilitios ety ar t\u;;.‘g E“g
Tenreasns Valley Authority:
Retirement System:
Flxed benefit Dand, . 0euvssrnrrnnns /3072 L~1/2% 3517 8417 8100
Eoty: The mmount shown for actuarisl sssets Tapresents the book value of essets hald by the fund
Plus the presant value of prospsctive TVA
contributions for currently mecruing benefita, The amount shown for the sctuarial defielency Loy
3 contr{butions for past service banafits, H ents the present valus of prospective TVA

Varistle soouity fund............. 12/31/72 i 81 a

Hoia: The amcunt shown for actusrisl asaets repreaents the muriet valua of assets held by the fund,

h%hx M?Jge Uns;\:rdisutrh;mi
gen NOTS ty Fund--Thia fund wea establishad under 26 U,.5.C, 7448, and is used to
widows and dependent children of deceaged judges, Participeting Jjudges pay into the f{md 3% of their n:“
able service for which payment {s required and such sdditicnal fumds as ere nesded
the fund ta availatle as of June 30, 1973, Eighteen judges are parti
annuity paypents. Thiz fund holds $348,500 of public debt sscuritie

lmivmﬁg.:mafiu ta eligible
laries or re Pay to cover credite
are provided through appropriations. No actuarial status of

cipating in the fund, and two eligible widows ars racelving survivarahip
§.

a)

ligte: Becwiwe the various annuity programe heve bsen computed on Aifferent wctuariel basss, 1t 1s not poseible to ocmpute a totel,
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Scheduls 11 - Unadjudionted Claime
sz of Jyne 30, 1973

{In miliions}
Total amourt | Laap: Amount | Net swmount of
Agency of unad fudi- 1 included in | uned judiceted BExplanatory notes
cated cleime | Section IT claioe
‘Lagislative Bremch:
Ceperal Accounting OFFEee .........ecovuns 318 - 318 Freaight and p g portation claime of cerriers sgainst
the United States and otbher claime,
Punds eppropriated to the President:
Office of Ecanomic Opportunity ........... 2 32 -
Department of Agriculture:
Commodity Credit Corporation ......... 2 2 -
Forast SeTVvIOR .. .ccvuvvsrmcnasisnrnasanas 23 - 22
Departgent of Commsrce:
iaritise Amipistration:

Vossel cperstions revolving fund ..evues & - & Composed of 202 claims, DBased on previous erperience, it in
~3 anticipated that gettlement of these claims will be made for
o0 apoihte substantially lessa than the grogs ememnt of the cleime.

DT ceiriiisenvsissvraornrnsntossrsnas F+] - 25 Composed of 27 claims, Based on previous sxperiance, 1t ia
unticipated thet eettlemant of these claime will be made for
snounts substaptially less thin the gross ssount of the cleigs.

[epartasnt of Defenss:
Corps of ENEINMeT® ...ovvriarrsransuannniss s - 15
The Panama Canal Compary ..... vesnes resnay 7 - 7 The maximus 11ability vhich could result from ogtetending
claime ard laweuits 1la sstiomted at 57 million.
Canal Zooe Govermment ,....... rrsaensenang 2 - 2 The maximme 1iability which could result frow cutstanding
tlaimg and lewsuits im eotimated at $2 willion,
Departasnt of Health, Bducation, and Welfare:
Social Security AMministration:
Federal olé-age and gurvivors insurence ]
trawt fund ...sieneneas ety 16) - 161 Bemefita paysble an all claims filed, but not yet adjudicated,

Foderal dipability insurance trust fund, 130 - 130 Do

Faderal howpital ineurance truat fued .. 815 - 815 Cleimg that have not yet been paid, whether or not yet f{led,

Faderal supplemmtary sedical ineursnce

trust fuUnd L .ainiieiieiiiiaiinaeaaaas 752 - 752 Includes incurred but unpaid bersfits ooly.
Schedyls 11 - Unedjudicated Cleime o
o of Jun 30, 1973~-Continied @
{In =illionae)
Total amoyntiless: Amount |Net amount of
Agency of unedjudi=|insluded in  |unad judioated Explapatory notes
osted clelmm|Section II olalima
Department of Health, Education, end
Welfure--Continued
Health Services and Mental Health Adminige. |
tration:

Muildings apd facilities .....covvinrues 31 - 31 Coostruction ccntrector oleins.

Howard Moiverelty .....vvvvvvanraviavnies 5 - Estinated contrastor cleims for delays and design errors in
cantract documants for Howard University, Weshington, D.C.

Departasnt of Housing wod Urban Developsent:

Low.pent public houeing progrems ......... - - - Sulte and claine aguinet the Housing Assistence Administration
were negligible as of June 30, 1973. Fowever, camtrestors’
suits were pending sgainet locel housing sutharities, but
estimated smounts are not available. iny paymsats by the looal

~l hourlng sutbherities arising frem these suits will result in
hd sdditional project developient costs end an tncresse in this
sgency' s annual osontritutions to local housing suthorities,
Departasnt of the Interior:

Mornevills Fower Muinistretion .......... 9 - 9 1ppalc)frm_ aontrectors (96,35 atllicn) and tort oleles (92,35
amillion),

Bureqy of Mines:

Heliun operations .. .civvvinerinniriia, 475 - 475 Secretary of Interior has determined thess oruds helium purchass
contracts to be cancellsd. MNorthern Helex, anmual puysent of
$9.5 illion, filed suit on breach of contreot. National
Haliup, Cities Service, apd Phillips Petrcleum, snmual peyment
of $38 nillien, wre operating under an injuncticn,

Departmart of Justice:
Office of ALIen Property ..evievevnvunees 16 - 16 Represents the maximm ascust thise Office would be
to pay to individuale whost s veated under the
Trading with the Enesmy Act during World War II and have £iled
olainme or drought suits against this Offfce for the recovery of
thelr property. The maximum sstisetsd payment in 1974 1is £12
million {which includes $0.4mililon for inocoe and sstate tames
ond adninistretive sxpenses}, In 15975, the maximms estimeted
t 1s §5 miliicn {which includes $3,2adllion for inocms
and estate tayes and administrative sxpences),
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Schedule 11 - Unad judiceted Claime

as of June 30, 1973-Continued

{In millione)
Totel amount | Less: Amount | Het amount of
Agency of unad judi--] included in | uned judicated Explanstory ootes
ecated ¢leims | Sectiom II claime
[epartment of Labor:
Federal Employeea' Compensation &ct......... L 3k - $13 Represents estimated future medicel end comparaation coste for
cages reported ag of Jume 30, 1973,
The Office of Workmen's Compensation Frograme alsc administern
five other compensation scta covering employess in private
smployent, Compehpaticon for thege acts ie covered by private
insuyance, While (OWCP adainipters several small trust funde in
connection with thege private acts, contingent liability is less
than ane<half million dollars, anl 80 lo not reported here,
Lepartment of Transportaticn:
Coast Ouard,.,...... erEhiarevratssan ey 1 - 1 Claime by cantractors gtated at the oarime Jimit of rigk, not
the expected coat,
Federal Aviation Adminietration........... +- 7 - T Excludes clalme transferred o the General Accounting (ffice
and the [epartsent of Justice.
epartment of the Treagury:
Inteynal Revenue Service........o.ouevun 1,752 - 1,752 Claims for refunde, overussesopents, refund suits, and intereest,
Bureat Of CuBTOM, .. i..0vecnerirnsoraninaren 120 - 120 Estimate based on Ciscal year 1977 drwwback payments apd refunds
of dutigs and miscellanecus receipts.
Burewu of the MABL,....o.eovnaenisarnas 1 - 1 Conatruction claime by contracters,
Federal Law Enforcemsnt Tralning Center..... 1 - 1 Pogt construction claims by contractors.
Atondc Energy Commission,.........cocue eeaan n - 11
General Services Administration,..,.....eesv.0 42 - &2 Claime filed by contractors or vendors for additional emounts
due, tort claims for perpane? injury or property dsmage, etc.
National Aercnautics and Space
Aduindatratian. ..o, ceriinicaiiiriiacnaiien 4 - 4 In addition to these claimé there are 1J pending claims for

patent infringements, the anounta of which are not specified by
the claimante; therefore, the marimum limit of risk and the

expected probable rigk are not now imown,

2

Schedule 11 - Unad judiceted Claima
ag of June 30, 1973--Contimued
{In milijons}

Total amount | Less: Amount | Het amount of
Agency of unadjudi~ | included in | uned judicated BEyplapat noten
cated ¢laims | Section II ela 3 i
Yeterans Adninistration:
[oan guaranty revolving fund ,............ 825 - §25 Represents 1,244 claima, average amount $20,000.
Other independent agencies:
fndian Oleioe Comuissdon ......covivsvuves 260 - 260
United States Poatal Service.....evuvsnves 193 193 Pending suits and damege claims,
Snitheanian Inetitutdon .vevvseavscnsnrans 2 - 2 Contrastor claime for suspension of work coste at Hirshhorn
Museun snd Seulpture Garden, Washington, D.C.
TOUAL cervnvnnviarsnansriarirrnnnes 52768 ¥ 5,762
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Schedule 12 - International Commitments
as of June 10, 1973

{In mdllions}
International organization Amoant Explanatory notes
Inter-American Development PANE, .....ecvevassnanr $1,570 Represents the unpaid authorizations to invesi in callable capitsl stock of
$1,224 mililen, apd paid-in capital stock of $347 millicn,
Agian Development Pank........... dbtaranssirraran 100 Represents the U.5, subscriptione to callable capital stock suthorized by

Public Law £9-369, approved March 16, 1966,
Internaticonal Bank for Recametruction and

DeVelOP@ATIL ... 0 verssvbosavrtntnbnrrenrnacrsnrnnns 5,826 Represents the unpaid sythorizations to invest in caellable capital stock,
ag authorized by 22 ©.5.C. 286,
World Food Prograf.....c..coveeenvmass PR rean 2 The United Statea has pledged up to %3 millian for the fifth period (1973-74).

An amount of $1,5 million has been requeated {n the figeal year 1974 to meet
the second hall of the 2-year pledge.

Indus Pasin Development Fund........reereivenna . &7 Under the IBDF agreement as amended in April 1964, the United States pledged
to contribute $651.8 million, (cansisting of 3295.6 milllcon in grante, $121.2
sillion in loana, and %235 million in Pakistan rupeeg), as its ahare of total
commitments of $1.580 billion for construction of works in Fakistan, Thus
far, the United States has paid in $250.6 million In grants, 3119 million

in loans, and $235 willicn in rupeea. The U,5. unappropristed commitment ie

Z8

££7.2 oillion,
Agreemsnt of Friendship and Cooperation Betwesn
the United States and Spaln........cccvveas sene 9 An agreement weas signed Auguet 6, 1970 for & period of 5 yeers, with an
option for extension for another % years, The agreement of friendship and

cooperaticn algo called for azsistence in cultural-educational end scieptific
programs, PFunde will be expended as mutually agreed upon by the United States
and Spain.

"
w
Schedile 12 ~ Intermational Commitments
o of June 30, 1973—~Comtinued
{In millions}
International organizetion Amount EXplanatory notes

Soatheast Asis Ministers of Education Qrgenize-

L 2 T [ 37 The United States pledged contributions st tos Scuthesst Asia Ministers of
Edueation mesting in Manila in Novezber 1966. The eix centers established
and funded ars in varying stages of devalopment.

North Atlamtic Trewty Orgenizetion (Mslta)....... 28 A2 & rosult of en agreemsnt aigned March 26, 1972, batween the United Kingdom
and Malts, the Oovernmemt of Malta recsives payment of L4 million pounde
8 sterling (about $37 million) for a 7-year pericd, The .5, antual share

in NATQ supporting assistance funds will be 39,5 million.
Orgenization of American Statas:
Capital Markets Development Progral,..:.is.a.-. 1 This is e fund for fostering developmant of cepital marikwta 1o latin Assrics.
Studiss oade under this progrem are to result in recomsendstiona concerning
{1) desiradle changes in national sconomic and institutionsl policies end
practices, and (2) use of financial and tecnnical wssistance needsd to support
such efforte. The United States patd $2 milliom in FY 1970, $i millioen in
FY 1972, $1 pillion {n FY 1973, and $1 mdllion in FY 1974 for this program.
Inter-smerican Bxport Fromotion Center..,,..,.. 1 The Center begen operetions in 1969 as part of s drive to sxpard and diversify
- Latin hmericen axports, The goal ta to expend ant diversify nontraditional
exports, thersby helping to sccelerats the sconomic intagreticn end growth of
Latin america. The Center furnishes ahort coursas on sxport practices end
provides technicel essistance through mational export prowotion cemters,
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Schadule 12 - International Commitments
a2 of June 30, 1973-Continued

{In millionae)
International organization Amount Explanatory notes
Organizetion of American States—Continusd $5 This is a continuing program, funded by voluntary eontritutions of OAS mem-

Special Development Asali=tance Furd ,....... bers, It gupports multilateral technical ass=igtance, research, and training
activitieg, SDAF funds are used for activities puch as natural resources
work, taxr polley formulation end reform, public edsinistreation, social devel-
Jpoent, and suppert for eight Inten-American training centers, ISDAF support
is 664 from the U,S, and 3% from other members, The U.S. pladged up to $5
rlllion during FY 1974 eubject to availebility of funds and at & 66/3% retioc,

Special Multlletersd Fund ,,....cpprvrananas 9 This fund was initiated in 1968 in respanse to the Jeclaretion of the Fresi-
dents in 1967 concerning the oeed for srpanded multilatersl programs in educa.
tion, eclence, and technology. Funded Yy voluntary contributions of CAS
members, 1t pupporta two programs directed by two gpecial Ized comittees com-
prised of distinguished sducators and scisntiets of Latin Americm, The
science program encouruges research and new technlques in soil reeearch,
metallurgy, food technology, and nuclear ensrgy. The educetion program
focyses on curriculus and education technology ineluding edult education,
For FY 1973 tha 0.5, pledged 9 miilion which will be due if matched at
the 66/34 ratio by other me=mbers’ contrivutions during Y 1974,

T . 7.603
“«
Schedule 13 - Other Contingencles
as of June 30, 1973
{In millicna)
Agency Amounit Explanatory notes

Lagislative Branch;

Oensral Accounting Offlee......oieeuvravrnas. 4 Transportation and previously reported sults, There are 850 court ceaes brought by
household goode forwardars againet the U.S. but due to the nature of filings no
reasonable setlmate of the potentisl 1{sbility of the Covernment can be given.

Funde appropristed te the President:

Agency for Internmatlonal Development:

Allience for Progress fund, ... .e.oveavnavs 104 Represente funds committed for loans thst have not been signed into loan agresmsnts.
Cooley LOAN PPOGTAm, .. .cvisannssranrannsrs b ] Dollar equivalents of lecal currenciss committed for lomns thet have not been aigned

o into loan agreements.

w Housing guarsanty fund............ PR 38 Represemis contracts of guaranty authorized, but oot yet executed by AID and the

progpective investora.
Hew devalopment loan fund........ deraarans 102 feprevents funde commitied for loans that have not been gigned into loan agreements.
Other Public Law 480 1oMR8.....cvevrennirs 27 Reprecents line of credit not implemented by project sgresmsnts,
Departeent of Agriculturw:
Farmare Home Administratiom:
Agricultural credit insurence fund......... 6 The fund 12 liable for an satimated amount of interest due investors on net amount of
contingent liability for periods subsequent to June 10, 1973,
Rural development insurance fund........... a7 Do,
Rural Berusing insurence fumd. . .....ccs06004 07 Do,
Forest Service.. ... ... veviicinnanranrarearsas 14
Department of Defense:
Corpe Of ENgInMeT@...eiiuriivirsarsansannans . &84 Unfinanced continuing contracte.
Department of Housing and Urban Development:
Federal Housing AdBinistration............. . 173 Contingent insurance claime partially offeet by comtingent wssetie of 3153 million,
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Agency Amournt Explanatory notes
[epartment of Justice:
Office of Alfen FIOperty ... cvovrinmsnssnannns ¥4 Estimated amount of tranefer to the War Clsime Fund in the U,5, Treasury for payment

Atoadc Enengy Commiseion..............ioivv.ues

General Services Adminietration;
Federal telecommunicatione fund....-..vvuveea

Neticnal Aercnautics and Space Administration..

Yeterans Adminigtraticn:
Read justment benefite. ... viirveinianranrauas

Uther independent agencies:
Export-Iwport Bank of the United States..,...

Small Pusiness Adainietration:
Pusiness loan and investment fund,,........

Disaster loan MING.....veuvioveavnrnnnssnss

U5, Informetion AZenCy.....ccvesvevsarsanns

of awards issued by the Foreign Claime Settlement Comnission In settlement of clajme
of American citizens for loss of property in Germany during world war II.

721 Cancellation provisicns of contracts for supply of eleetric power and naturci 2's for
production facllities,

2 Terminating charges if commmicstions ingtallatliona are digcontinued before a certain
pericd hag expired,

65 Cancellation provisiong of contracts relate to the supply of electric power and
commnications services, Cancellation provisions relating to some 3,300 mortgages.

13,185 Estimate of costs for the period figeal year 1974 through [iscel year 1979 based on
data used in the fiscal year 1975 preview estimates,

1,157 Unsigned loan agreements,

132 Reflects undisbursed commiiments which have not matured into valid obligatione, and
pending legal acticns,
261 o,

i< 2

17,502




published in the daily Treasury statement (Schedule 1)°* and was the only figure
that was officially released and thus picked up by all the reporting media as being
the national debt as of that date. However, the report then continued with another 3t
pages of unfunded and contingent government debts and obligations of which not
a penny ever found its way into any Treasury statement and thus is missing in all
statistics which purport to show the U.S. public debt as of June 30, 1973, /¢ is in
these additional, unreported and unpublicized 31 pages that 90 percent of the .S,
public debt is to be found.

Thus, the first element in the government’s concealment of the true size of the
U.S. debt is in instilling the idea that only the first entry on the first page of a
32-page list of U.S. government liabilities accurately reflects the govemment's
financial condition. Additional evidence of this cover-up {(which violates Public
Law 89-809 and Section 1001 of Title 18 of the U.S. Criminal Code) can be found
from the misleading statements and inaccurate figures in the report.

First of all, as Note B, page 2, reveals, $124 billion of the outstanding
government bonds are owned by the government itself, Please refer to pages 4 and
§ for a breakdown of the $124 billion bonds as owned by the various government
departments and trust funds. As explained on page 111 of this book, govemment
bonds owned by government agencies are not assets of these agencies at all, but
represent notations of money collected in the past from these agencies and already
spent by the government. These bonds are no more valuable than mere joumal en-
trics showing money that the U.S. government could have invested and saved but
didn’t. Moreover, they represent monies owed by Uncle Sam to these “‘trust
funds.”’ We can also properly eliminate government bonds owned by the govern-
ment itself from the national debt because money the government owes itselfis like
money that one may owe oneself. As one cannot properly owe himself money,
neither can the U.S. government properly owe itself money. So, the real U.S,
bonded indebtedness as of June 30, 1973, is Note C, page 2—%$333.9 billien, not
$458.1 biltion.

However, there were a number of other obligations owed to the public as of
June 30, 1973. These when added to $333.9 billion of bonded debt total (see Notes
D & E on page 2) $484 billion--a sum already greater than Note A, eventhough
we discarded the $124 billion govemment bonds owned by the govemment
agencies. | did not include the $8.9 billion of indicated government liabilities
shown in Note F because these liabilities contained so many uncertainties that 1
eliminated them from consideration rather than try to determine a reasonable
degree of dollar liability. Note E has been included since it appears to be monies
bona fide owed the public comparable to monies owed one’s trade creditors,

So far, we have only considered the smaliest part of the government's debt.
Now let us explore an area of government indebtedness that the public does not
even know exists. Please refer to page 3 of the report where the govemment's
contingent liabilities are supposedly grouped by class. Please note that there is no
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rotal given for these liabilities or, for that matter, none in the entire report, even
though the law stated specifically (Figure 12, Note A) that the report **shall include
total amounts of each category according to the depanment, agency, or instrumen-
tality involved.”

Why are no totals shown for the figures in this report? Because it states that the
figures are 100 “‘dissimilar”’ and cannot be ‘*aggregated in any meaningful sense’’
(see Note A, page 1). I contend that these figures were made to look dissimilar so
that the govemment could avoid aggregating them in any sense.

Please note page 3, Note A: **Because the various annuity programs have been
compuied on different actuarial bases, it is not possible to compute atotal.”” Thisis
nonsense. For one thing, there is no reason why the various government annuity
programs need to be computed on **different actuarial bases,"” because this means
only differences in the assumption of one of two variables—expected mortality
and the expected interest earned on the fund’s assets. Since none of the
government’s trust funds owns any real assets (only govemment bonds), none
eams interest (how can the government pay interest to itself?). So, **computed on
different actuartal bases’’ really amounts to assuming differences only in mortality
for those covered in each fund, which is a dubious practice because why should the
government assume mortality differences in the various annuity programs? The
government could use the same mortality table for all its annuity programs. But,
even if these trust funds are calculated on different actuarial bases, totaling them
would still be simple. Each annuity fund would develop its own dollar liability,
based upon whatever actuarial assumptions it makes. For example, Trust Fund A,
using mortality Table Z and interest assumption of 3'2 percent develops a liability
of $1 million. Annuity Trust Fund B, using a different mortality Table X and a
different interest assumption of 6 percent, develops a liability of $2 million.
Therefore, the total liability of these two annuity programs is $3 million, and this is
an accurate total even though both of these programs were *‘computed on different
actuarial bases.’” The government’ s contention that total fiabilities for the annuity
programs cannot be shown because they were computed on *'different actuarial
bases'' is sheer rubbish and a flagrant attempt on its part to avoid the law’ s intent.

All insurance companies, of course, have owstanding policies and annuities
calculated on different actuarial assumptions. Imagine the reaction of a state
insurance commissioner if a company claimed that it could not supply a total of its
tnsurance liabilities as a check against its current assets because its policies were
“‘computed on different actuarial bases’’! The insurance commissioner would
claim, and rightly so, that such a contention was proof that the company was too
incompetent to operate and would shut it down immediately.

in the case of the government, however, it wasn't that the persons concerned
were (00 incompetent to come up with a total, it was that they were too clever
—clever enough to realize that if they did supply an accurate tota! for these annuity
programs, and if the figure got out, “‘all hell would break loose ™’
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Uncovering the Government’s Unfunded Social Security Liabilities

Note A, page 22, is part of Schedule 10, which lists the actuanal status of
annuity programs. Nete that the present value of future veterans' benefits totals
more than $205 billion. That is the present liability of future veterans’ benefits as
of June 30, 1973, and is equivalent to 45 percent of what the government reparted
its national debt to be as of thar date. Note that the funds show no "*actuarial
assets,”” and, therefore, the ‘‘actuarial deficiency™* is equivalent to the total
““liability."" This is a relatively simple entry which will be helpful for comparative
purposes with the entries for Social Security liabilities, which could have been
shown in this straightforward manner but were made complicated, if not incom-
prehensible, to cloak their inaccuracy.

Note A, page 21, indicates three figures which purport to show the actuarial
deficiency for the three Social Security programs. This deficiency totals $157.6
billion, which in itself is greater than 30 percent af the reported national debt. But
wait—note the line {see Note B) buried in the footnote:

If the estimates were to be prepared on the assumption that no workers were 1@ be
covered in the future other than those who were age 23 und over in the middle of 1973
(that is, contrary to the basis on which the Congress has provided for financing the
program}, there would be a deficiency of 32,118 bilfion for the OASDI program,
computed on the dynamic assumptions basis, tather than the level-eamings assump-
tions basis customarily used in prior years. [alics mine ]

What is the right deficiency—3$2.118 trillion or $.157 trillion? The difference
is not minor! The larger figure is about 1,300 percent larger than the other that had
been used as the deficiency and would amount 1o 2 government liability nearly 400
percent greater than the entire admitied national debt as afficially reported. How
can the U.S. government justify using the smaller fiability figure when the report
{Note B, page 1) states ‘‘amounts, if they can be projected at all, are stated
for the most part in terms of maximum theoretical risk exposure (the upper limits of
the government’s financial commitment)’” [ltalics added]. Since Social Security
liabilities account for over half the liabilities in the budget, why haven’t they been
stated in “‘terms of maximum theoretical exposure’’? This would be the $2.118
trillion figure which, contrary to that statement, has beer buried in a fooinote and
in language too technical and misleading for the average layman,

An analysis of this report will show that the govermment on the one hand,
overestimates certain obvious liabilities at such itlogical maximum levels (such as
tnsurance liabilities at their totat face amount). so as to cover up and hide the
understatemenr of its maost important, largest, most awesome, and most com-
plicated liability—Social Security.

Note the $5.6 trillion of actuarial assets shown for the three Social Security
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Funds {(Note C, page 21). When I first saw this figure, [ couldn’t understand what
these assets could be since I knew that the only assets that Social Security could
legitimately claim were these $47 billion worth of government bonds owned by the
Social Security Administration (Note A, page 4). I was, therefore, nonplused by
how Social Secunity could have suddenly acquired some $5 trillion in assets or an
increase of some /2,000 percens. 1 called the actuarial department of the Social
Security Administration and was put in touch with the senior actuary who was
instrumental in preparing these figures. When asked the nature of the *‘$5 trillion
assets apparently owned by the Social Security System,”’ the actuary replied that
these were ‘“actuarial assets’” and did not really represent assets in the usual sense.
“*But the report states *assets.” ™' I persisted! **What kind of assets are they?'” The
individual was evasive, saying that these were actuarial calculations developed
solely to comply with the law and were not necessarily meaningful figures in a strict
insurance sense—since this was, after all, ‘*social insurance,’’ not regular insur-
ance, When I finally extracted it, the $5.6 trillion represented potential future
Social Security receipis! Since when are potential future receipts ever shownona
balance sheet as assets which can be applied against current liabilities? Remember
this statement of government direct and indirect liabilities is entitled ** Statement of
Liabilities and Other Financial Commitments of the United States Government as
of June 30, 1973 —so what right have potential future receipts, projected to the
year 2047, to be in areport of the government’s liabilities as of June 30, 19737 This
can only distort the government’s liability picture as of that date.

But wait. Why are the liabilities of the fund shown as **7/1/73 (1973-2047),"
Note D, page 217 Social Secunity actuarial assets represent all of the receipts that
the System expects to receive to 2047 for the OASDI and the disability trusts, and
to 1998 for the hospital trust fund, while the actuarial liabilities represent estimated
payments running to 1998 and 2047. Remember that in order to develop such
figures, the actuaries had to calculate all Social Security income and outgo for
some 70 years. Social Security actuaries had to determine liabilities for people not
even bormn while at the same time calculating benefits in amounts not fully known
or determined since future benefit levels are subject to increases or decreases. So,
the figures for future liabilities and income are speculative. Why, ask yourself, did
the government go through all of this extra calculation when the law required only
a statement of the government's assets and liabilities as of June 30, 19737
Obviously, any assets or liabilities that Social Security may receive after that date
{such as new workers entering the System) are of no concern as of the date of the
report. So why would the government assume liability for payments for which it
has no liability? Why assume liabilities for people yet unborn, while treating as an
asset money not received or even legally owed? Why did the government even
bother to get into such a calculation, since such calculation is more complicated
and less accurate, containing as it does such a host of variables, than showing the
assets und liabilities of the Social Security System as of June 30, 19737 Why didn't
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the govemment simply calculate the Social Security liability as it calculated the
veterans’ liability (as shown in Note A, page 22)? All future Social Security
liabilities could have been calculated to reflect only those covered as of June 30,
1973, and then have included as assets of the Social Security System only those
“*make-believe’’ assets that the System had as of that date—namely the $47 billion
of govemment bonds mentioned previously. Such a direct and accurate entry
would reflect the true financial condition of the Social Security System as of the
date of the report.

The government did not do this because it would have to show a Social Security
liability of $2. 118 trillion, the figure that was buried in the footnotes instead of the
comparatively puny liability of $.157 trillion.

How would the inclusion of future Soctal Security receipts along with future
Social Security disbursements serve to reduce the appearance of the govemment’s
current Social Security tabilities? Assuming that one was born in 2000, by 2023 he
would be, by the plan’s assumption, working full time and contributing to the
System. He would be presumed to be contributing to the Social Security trust fund
until 2047, the cutoff date used for calculating receipts and disbursernents. Thus,
as incredible as it sounds, this repont, which was to reflect the govermment’s
liabilities as of June 30, 1973, treated as an asset receipts presumed to be received
from some yet unborn and unnamed individuals for 24 years. Why should our
government have included such a calculation? By 2047 the above individual would
be only 47, far from the retirement age needed to collect his Social Security
retirement benefits. So, the government, while picking up as an asset the theoreti-
cal contributions, would not have to pick up any offsetting liabilities. Thus,
through inflated future receipts and deflated future liabilities the government was
able to develop a considerable amount of actuarial ‘‘assets’” with few offsetting
actuarial liabilities and this actvanal '*surplus’ was used to offset the very real
current Social Security liability that existed as of the date of the report. If any
insurance company ever calculated its liabilities and assets on this basis, its
officers would be carted off to jail.

Furthermore, the Social Security calculations and assumptions contradict the
representations made in the first page of the report. Look at Note C, page |, which
states that government liabilities would be stated ‘*without deduction for existing
and contingent assets which would be available to offset potential losses.”’ The
government has done exactly what it said it would not do—offset current Social
Security liabilities with contingent future assets.

[n brushing aside the more accurate Social Security liability of $2.118 triltion
on the basis that such an evaluation is *‘contrary to the basis on which Congress has
provided for financing the program,” the report is an unabashed attempt to
reinforce creditability for the lower figure on the basis of Congressional actuarial
ignorance, since the man in the street reading the report will not have the foggiest
notion of what **dynamic assumptions’” mean relative to *‘level-earnings assump-
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tions.”’ The statement is even more misteading since there is no basis for financing
this program, Congressional ignorance notwithstanding.

How Overstatement of Other Government Liabilities Conceals
Understatement of the Government’s Trust Fund Liabilities

Many persons have pointed out why Social Security benefits are not worth the
taxes charged the public, especially for younger workers entering the system.
While this is certainly true, I am more concemed with showing what in my
judgment amounis to an intent by the government to deceive the public on the very
nature and solvency of the Social Security System and to conceal the status of the
System’s current liabilities. Not only has the government attempted to hide the
extent of its Social Security liabilities by the methods discussed above, it has also
tried to do so under its own actuarial assumptions. Refer to Note B, page 22. In
indicating its veterans’liabilities, the government projected liabilities to the year
2000 while projecting Social Security income and liabilities to 2047, (I think the
fact that the hospital trusi fund was made to project its liabilities only to 1998 was
done only to introduce another inconsistency and thus reinforce the image that the
report consisted of funds calculated on **different annuity bases’’ that could not be
totaled. } If the VA figures were calculated consistent with Social Security figures,
VA liabilities would have far exceeded the amount shown, since these labilities
are only calculated for 24 years. VA liabilities are obviously larger {how much
larger I cannot say) than shown for there are 25-year-old veterans who will, in all
probability, receive benefits beyond the year 2000, the cutoff date to which the
government arbitrarily calculated its liabilities, To this extent, the government’s
figure of $205 billion actually understated its potential veterans’ liabilities. But the
point is that the government calculated its Social Security obligations to the year
2047—s0 why, in the interest of consistency, didn't it calculate VA liabilities for
the same length of time? The reason is that because of the way in which the
government calculated its Social Security liabilittes, the longer the period of time
selected, the less the government's liabilities would appear, while the longer the
period for the VA calculation, the larger they would appear. So, the govermment
arbitrarily chose to run its Social Security calculations 47 vears longer than its VA
calculations. Such an arbitrary selectivity for the purpose of reducing the appear-
ance of government liabilities violates Section 1001 of the U.S. criminal code
which enjoins government officials from resoning to *‘tricks’” and **devices’" and
from making *‘false statements’’ and **misrepresentations.”’

But this is not all. Notice the figure in the column entitled Valuation Interest
Rate. The rate for Social Security, Note E, page 21, is 6 percent, while the rate
shown for the *'Retirement Pay, Department of Defense™” is 3% percent, while the
“‘Retired Pay, Commissioned Officers’ of the "*Nationa] Oceanic and Atmos-

pheric Administration” is 5 percent. Here we find the gavernment using three
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different interest assumptions in calculating the pubiic liability contracted by the
government in the public’s behalf—when not one of the three interest assumptions
is even justified.

*‘Interest assumption’’ reduces the amount of money theoretically required
(and thus reduces a fund’s caiculated future liability) in the trust fund, since this
represents interest earnings on the trust fund’s assets and would be available in
addition ta the trust fund’s principal to pay future benefits. So, the higher the rate
of interest one assumes a fund will eamn, the lower its future liability will appear.
Interestingly, neither of the 3% and the 5 percent interest assumptions is valid since
these trust funds have no assets at all. Since both of these funds should not calculate
further liabilities based upon an interest assumption, their future liabilities should
be greater than the amounts shown. Actuaries have a rule of thumb which states
that every 1 percent increase in an interest assumption reduces a fund’s liability by
10 percent. Therefore, a simple calculation indicates that proper adjustments in
these two funds would increase the government’s liability by about $50 billion.

As I pointed out, the higher the interest assumption, the lower a trust fund’s
future tiability will appear. This brings us to the Social Security assumption that
the System will “‘earn’’ 6 percent interest on its assets, First of all, a 6 percent
interest asstumption is not a conservative estimate for 2 pension, and I doubt if there
arc many private pension programs that would assume a higher rate than this. What
would the government’s liability be if it had assumed a lesser interest assumption?
Below is what the govemment might have stated its Social Security liabilities to be
had it used a more conservative interest assumplion.

Government’s liability assuming a 6 percent assumption: $2.1 trillion

Government’s liability assuming a 5 percent assumption: $2.3 trillion
This interest assumed in the following government
programs: Foreign Service, Civil Service retirement.

Government's liability assuming a 4 percent assumption: $2.5 trillion
This interest assumed in TVA variable annuity program.

So, the government is not presenting its Social Security liability in terms of its
““maximum theoretical exposure’ as the report proclaims, What theoretical in-
terest assumption the Social Security System employs is immatedal, since the
Social Security Svstem showld not use anv interest assumption in calculating its
Juture liabilities. The reason for this is really quite simple. The purpose of Public
Law 89-809, Section 402, which fumnished the legal basis for this reportin the first
place, is for the government to account accurately for the extent to which the
government (it must be continually recognized that the U.S. public debt is actually
the debt of the U.S. taxpayer) has incurred present and future debts on the
taxpayer's behaif. Now, the interest assumption used in connection with the Social
Security calculations is the theoretical interest that U.S. taxpayers have to pay on
U.S. government bonds held by the Social Security trust fund. To the extent that a
higher interest assumption on the part of the Social Security trust fund appears to
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lower future Social Security liabilities, to the very same extent it increases the
taxpayer’s future interest liability—which is neither shown nor accounted for in
this report. So, while the government is apparently handing the nation’s taxpayers
a lower Social Security bill, because of a higher interest assumption used in its
Social Security calculations, it is at the same time handing them a higher bill for
interest charges since the laxpayers must pay both parts of the Social Security
bill—principal and interest,

So, what does the current Social Security liability look like minus the bogus
interest assumptions? $3.3 trillion! Numbers this high have no real meaning. So,
let's give some concreteness to the government’s Social Security liability as of the
date of this report. The government collected tax revenues of about $247 billion for
the year 1973. Thus, government had already mortgaged, just for current Social
Security liabilities without regard to any future Social Security liability, better than
13 years of its total revenue at current levels. Let’s put it another way. The
maximum annual government expenditure during Weorld War I was the $98.3
billion reached in 1945. So, what the government had already promised to those
currently covered under the Social Security program, as of June 30, 1973, equaled
about 33 years of expenditure at the maximum level reached during World War 1.

What is so astounding about Uncle Sam’s arithmetic is that while the govern-
ment was willing to offset potential Social Secunity liabilities with poteatial Social
Security income from sources yet unbom, it apparently was unwilling to reduce
other liabilities where it had good expectations of collecting and where substan-
tially greater liability to the government existed. (See, for example, Note A, page
18, **Swdent Loan Insurance Fund.”’) Note that the government shows as its
‘‘net amount of contingency'’ the amount that it has guaranteed and intends to
guarantee! The government has guaranteed student loans of $1.9 billion while
$296 million waits to be insured—this is the same amount that the government has
shown as its liability contingency. Obviously, a good portion of these loans will be
repaid. In its explanatory notes, the government even indicates that it only expects
$172 million of the amount guaranteed to develop into losses. Isn’t it then lunacy
for the government lo assume as a potential liability $2 billion and not $172
million? Since the government assumes no repayment of any of its loan guarantees
and assumes as a “*contingency’’ $296 million of loans not as yet insured, clearly
the government is overstating its liabilities in this area.

Note that throughout this schedule of *‘Insurance Commitments,”” the gov-
ernment **net amount of contingency™ (column 5) appears at the full face amount
of all the “*insurance in force’” (column 2). As far as insurance is concerned, this is
as fatuous as showing the contingencies for loans equal to the full amount of all
guaranteed loans. If a fire insurance company has a million dollars of insurance in
force, its liability is only the assets required to cover a reasonable portion of its
liability exposure based on the statistical probability of loss.

Please note Note A, page 20. See how the government lists as its potential
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liabilities as of June 30, 1973, the face amount of all the National Service Life
Insurance Policies, totaling $27.5 billion. Is it really logical to assume that this
jnsurance can mature as a death claim on June 30, 19737 The only liabilities the
government has to account for as of June 30, 1973, are (1) the total cash value of all
outstanding policies, (2) the present value of any annuity or monthly payments
selected by insureds or beneficiaries as a result of a death claim or the cash
surrender of the policies, and (3) the present value of any waiver of premium
benefits or disabilily benefits which have matured as a claim.

The report of June 30, [973, does not realistically reflect the government’s
liabilities. Against its realistic liabilities, as I have outlined, the government
indicates that it owns some $7 billion of *'Public Debt Securities’” (Note B, page
4). So the government doesn’t have a cent in real assets with which to pay the
billions of dollars of real liabilities needed as a result of its veterans’ insurance
programs.

The government carries as its full liability the $435 billion of savings deposits it
““insures’” (Note B, page 20). But can all these deposits mature as a claim as of
June 30, 19737 If all banks collapsed on that date—though highly untikely—how
could the government's assets shown as $5.6 billion of government bonds, the
equivalent of 1% percent of its stated liabilities, cover deposits? What the govern-
ment statement of liabilities should reflect is the total amount of premium collected
and held by the government against possible bank failures, then show for informa-
tional purposes the total of these deposits. If the government’s liability as of the
date of the statement is indeed $435 billion, this liability alone would be greater
than the reported national debt! It is obvious that such a liability is absurd, for how
could the government expect to discharge such a liability with a reserve of only
$5.6 billion? Suppose bank losses were 10 percent of deposits (they were 40
percent during [929-32), or $43 biltion, would fosses in excess of the $5.6 billion
in bond assets have to be met out of current taxation? But how? The budget has a
deficit now! Would this then mean a larger deficit? If so, how large? Since the
government is showing its contingency as $435 billion, could it pay a $43 billion
loss, forgetting how it would manage to pay its full conlingency loss of $435
billion? For that matter, how could the government even pay a loss of $5.6 biltion
for which it says it holds **public debt securities’'—that is, government bonds?
Why, it would theoretically have to tax the public to redeem the bonds that the
Federal Deposit Insurance Corporation holds in order to provide funds for the
bankrupt banks. In other words, the government must raise funds 10 pay losses
below $5.6 billion in the exact same way it must raise funds to pay losses in excess
of $5.6 billion—by levying additional taxes to reimburse the banks for such losses.
So, FDIC insurance is a sham. There are no real assets insuring bank deposits. If
there were, the govermment could not double the amount of deposits that it insures
from $20,000 to $40,000. Since the U.S. govemment has no assets to insure these
$435 billion of deposits, and since it really has no tax-gathering potential to raise
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this amount (which would amount to taxing the publiic so as to reimburse the public
for its bank losses), itintends to print whatever unmoney is needed to reimburse
the depositors for any losses they sustain.

Another example of how our government distorts and exaggerates its insurance
liabilities can be found in Note B, page 18. Here the net contingency is shown as
$854 million. However, the note says that only 346 million was collected in
premiums, with crop losses of only $41.5 million expected. The only real liability
that the government is accountable for is the premium it has collected, so the
governmem's reflection of its true liability should be as follows:

Estimated losses due to crop guarantees $41.5 million*
Premiums held against losses $46.0 millfon
Estimated surplus or deficiency $ 4.5 million

*This represents estimated losses on $854 million of insured crops,

Instead of showing a loss contingency of $854 million, this entry should show a
$4.5 million surplus. The total amount insured should appear as the note, and not,
vice versa as the government has shown.

It is important for the nation’s taxpayers to undersiand the degree to which their
government violated Section 402 of Public Law 89-809. This law requires that the
Treasury Department submit a report showing the ‘‘aggregate and individual
amounts of the contingent and unfunded liabilities’” and further shall include
““total amounts.’” The government’s excuse for not complying with the law’s
requirements for ‘‘totals’’ is on the first page of the report, where it states that
figures were not susceptible to *‘meaningful calculation’” and that they could not
be ‘‘aggregated in any meaningful sense.”’ This excuse reappears in paragraphs 5
and 7 and in the statements of Note A on page 3 and Note A on page 23. ] have
already cited the fatuousness of the govemment's contentions. Each and every
government liability, regardless of how remote, tenuous, or complicated, can be
reduced to a simple numerical expression, and these expressions can constitute a
meaningful total. Insurance companies do it all the time. The Social Security
Administration alone has 20 actuaries, who could have done the necessary calcula-
tions for a meaningful total in one afternoon—and 1 am sure that the total would
come within 5 percent of the govemnment's actual liabilities. If the U.S. govern-
ment can put men on the moon with such mathematical precision, why can’t it
provide a ‘‘meaningful total'’ of dissimilar dotlar liabilities?

The calculation shown in Figure 15 took me about an hour and while it may not
be 100 percent accurate, it more accurately reflects government liabilities as of
June 30, 1973, than the $458 billion figure shown in government stalistics.

As | stated at the beginning of this chapter, the national debt for 1975 will be
over 85 riflion. Although the government’s report of its 1975 funded, unfunded,
and contingent liabilities is not available at the current time {December 3, 1975), §
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THE ONLY HONEST SUMMARY OF LIABILITIES AND OTHER FINANCIAL COMMITMENTS
OF THE U.5. GOVERNMENT AS OF 6-30-73

SECTION As prepared by Irwin A, Schiff
v From Information Assumed to be Accurale
REASONABLE MEASURE OF TAXPAYERS'
DESCRIPTION LIABILITY {IN BILLIONS)
Contingencies
Covernment guarantees, insuring private lenders against losses (Schedule 8)
An assumption of a 10 percent loss on $157.7 billion of debt guarantees.............cc..cocveeee. . $ - 15.7
Insurance commitments (Schedule 9}
An assumption of a 5 percent Joss on $1,021.9 billion of face commitments.............cccoreiveee. $ 50.0
Actuarial status of annuity programs (Schedule 10)
This figure disregards (with the exception of TVA retirement calculations)
all government bonds held (approximately $85 billion) and eliminates any
interest assumptions, since ‘reserves’” are nonexistent. In essence, therefore,
this figure reflects the total amount of future taxes requned to pay future
0 benefits for those covered as of june 30, 1973 .. e e ettt et e e et men s setbesseabenesesmescasansenrerierens 33, 7B7.0 éi
~ Unadjusted claims (Schedule 11} H
Assume 50 percent liability on $5.76 BIllion ... e § 2.8 —
International commitments (Schedule 12) w
Assume 100 percent liability ... et teanaea v e soabare tea v e bas s sasarasbosabastsesanneiie B 7.6

Other contingencies not included above {Schedule 13)
Assume 90 percent liability since one item alone is $13 billion and appears

to be a definite obligation.... crrrreresnresesesnsnenmneneens $ 0 15,0
Total of contingent and unfunded habulmes [- e. Slolulory debt) e asaerneeneens 33,8781
Other debts owing to the public and International Monetary fund
As shown in Section 1 as $3688.1 and Section 11 as $96.1 (omit Section 111)....ccoiiriiieen. $ 4849
Total debt of the U.S.: Funded, unfunded and contingent {bonded & stalutory) ........ooe.... $4,363.0
That is.. crmrarrransreniesannnensanee 34,363,000,000,000.00
As of 6!30;‘73 the governrnent |mplled that lhe total U S debt was .. eerr e 3 458,142,000,000.00

THUS, AS OF THE DATE OF THE REPORT, THE U.S. GOVERNMENT ONLY ADMITTED TO DEBTS OF APPROXIMATELY
10 PERCENT OF WHAT IT ACTUALLY OWED AND SO FAR NOT ONE GOVERNMENT OFFICIAL HAS BEEN CRIMINALLY INDICTED!



have been reliably informed that the report will show unfunded social security lia-
bilities of $2.71 trillion, an increase of $592 billion over the $2.118 triltion shown
in the 1973 report, while the government’s funded indebtedness to the public will
climb from $343 billion to $397 billion, for an increase of $54 billion. Thus,
increases in just these fwo irems of government indebtedness, totaling $646 billion,
without even adjusting the 1975 social security liability for the specious *‘interest”’
assumption, will, when added to my estimated June 30, 1973 liability of $4.362
trillion, bring the government's funded, unfunded, and contingent liability as of
June 30, 1975 to $5.008 trllion,

How the U.S. Government ‘““Pays’’ Its Debts

The concept of the U.S. **national debt,”” like so many other terms used by the
U.S. government, is a form of Newspeak, the language of George Orwell’s /984,
This is the process by which government distorts the meaning of words so as to
confuse and tighten i1s grip on society. For example, if government outlawed and
eliminated freedom from the vocabulary, the siate of freedom itseli would disap-
pear, so that people would not even know that they were being subjugated. This
distortion of language to achieve the purposes of a totalitarian state has to some
extent been employed in America. Americans have been conditioned to call
socialism free emterprise, Social Security insurance, and worthless paper and
metal tokens money.

The U.S. government employs Newspeak when it refers 1o its practice of
*‘borrowing money”’ to finance govemment deficits. There was a time when our
govemment really did borrow. It not only borrowed legitimately, it even balanced
its budget and provided for surpluses in order to pay off past debts. At one time, our
government managed itself with some degree of fiscal integrity, much as any
honest person who tries to Jive within his means and meet his obligations.

Of course, during emergencies, governments, like individuals, can go into
debt. But when our government went into debt, as when a family went into debt, it
paid back what it borrowed and managed to reduce its overall indebtedness. If a
family spends more than it eams in some years, then its indebtedness must be
balanced by other years when it earns more than it spends, using the difference (the
surplus) to repay previous debts. With this in mind, please note Figure 16, which
shows the government’s funded debi for every five years from 1900 to 1974.1
Please note how the government reduced its total indebtedness between 1900 and
1915 and reduced its per capita indebtedness by over 30 percent. To help finance
World War L, the U.S. government went deeply into debt as shown; its funded debt
increased by $23 billion, reaching $24.3 biltion, while per capita indebiedness
soared 1,800 percent.

New notice how the government systematically reduced its indebtedness. The

1The chart doesn 't take inlo consideration the federal unfunded and contingent liabilities, which for
the years shown, grew at an even grealer rate than the federal funded debt.
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total national funded debt was actually reduced to $16.2 biltion by 1930, for a
reduction of 33 percent, while the per capita debt was reduced 42 percent. Here we
see an example of the government honestly repaying what it owes. After 1930,
however, the picture changed—radicaily.

As the New Dealers who came to power in 1933 explained it, government
could pump prime the economy by spending more in depressions than it took in.
This “‘deficit spending”’ would put additional federal money into the ecenomy, so
the theory went, and would stimulate consumer spending, which in tum would
stimulate business activity, which in turn would stimulate business and business
payrolls, which in turn would stimulate additional consumer spending—and on it
would go until the economy would **spend’’ itself right out of the depression. If
anyone asked these eager New Deal economists how government deficits were to
be repaid, their stock reply was: **Why, during periods of prosperity, the govern-
ment will create budget surpluses with which to pay off these depression deficits.””
So, during periods of good times this technique supposedly would take the steam
out of an ‘‘overheated economy’” while propelling the economy upward during
bad times. **Such use of ‘compensatory fiscal monetary management” will elimi-
nate the booms and busts so characteristic of an unmanaged free-enterprise
economy,’’ confidently proclaimed the New Dealers.

Figure 16
THE U.S. FUNDED DEBT More Commonly Known As
THE NATIONAL DEBT

YEAR GROSS PER CAPITA
ibillions)

1900 $ 1.3 $ 17
1905 11 14
1910 1.1 12
1915 1.2 12
1920 24.3 228
1925 20.5 177
1930 16.2 132
1935 28.7 226
1940 43.0 325
1945 258.7 1,849
1950 257.4 1,697
1955 274.4 1,660
1960 286.3 1,585
1965 3t7.3 1,631
1970 382.6 1,866
1972 4373 2112
1973 468.4 2,230
1974 486.2 2,290!

'Please note that this only covers the funded debt. While the U.S. unfunded debt was negligible
prior to 1940, it would increase 1974's per capita federal indebledness to vver $20,000 (which when
added 1o per capita state, municipal, and personal indebtedness, places {with rare exceptions] every
man, woman, and child in Amenica, samewhat in hock).
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Well, this sounded like good economic theory—but it wasn’t. Falling prices in
themselves stimulate the economy since they encourage spending by consumers
who had been discouraged by higher prices. Putting more money in consumers’
hands merely forces prices higher and accomplishes little from their standpoint,
More inflation and higher prices, however, do the government some good since
they generate higher tax revenues, which is exactly what the government wanted to
accomplish—that is, bolster govermment tax revenues, not the economy.

From a practical political point of view, politicians will simply not create
budget surpluses during the years of supposed prosperity to balance the deficits
they say they will temporarily create during depressions. Giving politicians the
right to create deficits but expecting them to use that power prudently is wishful
thinking of a most dangerous sort.

Americans have certainly been led to believe that the 19303, 1960s, and 1970s
were prosperous years in contrast to the Depression-pocked 1930s. If this is so,
where were all the budget surpluses? In the last 19 years, the U.S. has only
managed to have two surpluses.! Figure 17 shows the history of surpluses and
deficits since 1934 when conscious deficit spending was made respectable. In
three of those years— 1968, 1971, and 1972—the deficits were, in themselves,
greater than the entire 1933 U.S. funded debt of $22.5 billion when the New Deal
started, while the ‘“official’” 1975 and '76 deficits are 2 or 3 times greater.

This, of course, does not even take into account the unfunded liabilities created
during this period. If unfunded liabilities are taken into consideration, they, of
course, would wipe out all supposed budgelary surpluses. So, it can be accurately
stated that the U.S. government has had no surpius budget since the theory of
deliberate government deficits was propounded as a tool & techaique for stimulat-
ing the economy. Moreover, what was supposed to be only a temporary measure
has become standard government operating policy. The only real question is the
size of the budget deficit.

Since the U.S. government now makes no effort whatsoever 1o reduce its
indebtedness, but goes merrily along piling debt on top of debt, it cannot be said to
“*borrow™" in the accepted sense of the word.

As stated previously, if one spends more than one earns, making up the
difference in borrowed money, the following year or so one must earn more than
one spends, using the difference (o repay what has been borrowed. No one can go
on ad infinitum increasing one’s total indebtedness without any need to reduce it.
Total government debts soared from approximately $20 billion in 1930 to nearly
$5 trillion in 1975, for an increase of 25,000 percent in just 42 years. Since the
government obviously does not pay back what it borrows, it does nothorrow. How
can one go on year after year spending more than one earns? There are only three
ways that this can be done—botrow, receive charity, or steal. Since the U.S.

'And even these surpluses were frauds since if surplus Social Security revenues hud been putina
trust fund as the Governnent claimed, e government would bave had to report a §5.5 billion operating
defivi bor liscal 1969 (Government deficus were. in reality. much greater than the government repons
since they apply surpfus Social Securny revenues towards reducing operating deficits.)
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YEAR

1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1870
1971
1972
1973
1974
1975
1976 est.

Figure 17

FEDERAL SURPLUSES AND DEFICITS

RECEIPTS

3.015
3,706
3,997
4,956
5,588
4,979
6,879
9,202
15,104
25,097
47,818
50,162
43,537
43,531
45,357
41,576
40,940
53,390
68,011
71,495
69,719
65,469
74,547
79,990
76,636
79,249
92,492
94,389
99,676
106,560
112,662
116,833
130,856
149,552
153,671
187,784
193,743
188,392
208,649
232,225
264,847
280,921
300,800

EXPENDITURES SURPLUSES DEFICITS

6,645
6,497
8,422
7,733
6,765
8,841
9,589
13,980
34,500
78,909
93,956
95,184
61,738
36,931
36,493
40,570
43,147
45,797
67,962
76,769
70,890
68,509
70,460
76,741
82,575
92,104
92,223
97,795
106,813
111,311
118,584
118,430
134,652
158,254
178,833
184,548
196,588
211,425
231,876
246,526
268,343
325,133
374,900
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6,600
8,864
1,006

7.593
49

4,087

3,249

269

3,236

- 3,630
- 2,791
— 4,425
—2,777
— 1,177
— 3,862
—2,710
— 4,778

— 19,396

— 53,812

— 46,138

— 45,022

~ 18,201

— 2,207

—5,274
-1,170
—3,04

— 2,939
— 12,855

— 3,406
—7137
—4,751
—5922
—1,596
—3,796
—8,702
—25,161

— 2,845
—23,033
—23,227
—14,301

—3,495
— 44,212
-~ 74,100



govemment does not borrow {for it does not reduce its indebiedness), or exist on
chairity, it must be stealing. The only question to be answered then is: How
does it steal and from whom?

How and from Whom the Government Steals
(Hotw the Government ''Pays’’ ity debis)

As already pointed out in Chapter 2, the government, by issuing counterfeit
money and guaranteeing debt, inflates the unmoney supply. This process of
inflation reduces the purchasing power and hence the value of all existing stocks of
unmoney and claims to unmoney, while correspondingly increasing the unmoney
value of tangible wealth. Thus govemment inflationary practices continually and
unconstitutionally shift dellar wealth from creditors to debtors, from savers to
spenders, from the holders of dollar assets to the holders of real assets.

Let’s assume, for example, that you had $1,000 in the bank from January 1 to
December 31, 1974." Since the government’s inflationary policies caused the
C.P.L index to increase by 12.2 percent, during 1974 the $1,000 on December 31
will only buy (ever when measured by the government’s conservative index) what
$878 would have purchased a year previously. This loss of $122 in purchasing
power is just as real as if a burglar had entered your home with a gun and stolen it
from you directly.

Let us examine how the government steals in this manner from the most
defenseless and vulnerable members of society—the natien’s elderly, who must
tely on their accumulated savings and pensions to see them through their retire-
ment years.

Let us assume that the government discovered that it did not have enough
revenue (o meet its Social Security commitments, and so did the only honest thing
it could do under the circumstances and announced a cut in benefits. Let us further
assume that it was determined that a 10 percent cutback was required, so that a
recipient who would normally receive a $300 monthly check would now receive
one for $270.00. Such a direct and forthright reduction in Social Security benefits
would undoubtedly set off a large public outcry. What politician would dare vote to
reduce Social Security benefits even if fiscal circumstances demanded it? But our
govemment is broke and is unable to legitimately pay the Social Security benefits
our politicians have so generously, but irresponsibly, promised. So what do our
courageous legisiators do—they deficit spend, printing up more paper checks in
order to meet the government’s unrealistic Social Security commitments. Assum-
ing that the government’s inflationary activities cause prices to rise by 10 percent,
2 $300 Social Security check will now buy only what $270 bought before, and thus
the government has effectively engineered a 10 percent reduction in Social
Security benefits by indirect rather than direct means. Recipients, who will now
receive effectively smaller Social Security checks, will be encouraged by the

YOr in other fixed dollar assels, ~uch as bonds, cash value life insurance, and annuily pensions.
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culprits in Washington to blame the merchants, the middlemen, or global problems
for this shrinkage in the value of their Social Security checks.

As the government, by the use of inflation, swindles from those on Social
Security, so it also swindles government bondholders.

Assuming a holder of a U.S. **savings bond’" earned 5% percent in bond
interest, inflation of 11 percent would mean that the bondholder is actually losing
5% percent in purchasing power annually and is therefore not earning a thing on his
bond. However, to add insult to injury, the government will tax the bondholder on
his nonexistent *“gain,"” when in all equity he should be entitled to a tax deduction
for his losses! To get some idea of the magnitude of the government’s swindling
operation, we need only refer to the crime study of the President’s Commission on
Law Enforcement and Administration of Justice. For the year 1965, this study
revealed that the total cost of all crime in the U.S., including the cost of the police,
the courts, and private costs related to cime, amounted to $20.98 biilion. Crimes
against property, including commercial, unreported theft of $1.4 billion, robbery,
embezzlement, fraud, forgery, arson and vandalism, amounted to $3.932 billien.

Since, as of June 1974, the total U.S. debt was at least $4.7 tnllion, the 12.2
percent rate of inflation wiped out $569 billion of present and future government
debts. Thus, in 1974, the govemment, by generating inflation, embezzled from its
current and future creditors far more than it collected in taxes—indeed, the
government stole through inflation an amount approximately 20 percent greater
than its entire admitted debt.

Relating the government’s criminal activities to private crime is truly stanling,
since what the government stole via inflation in 1974 was 29 times greater than the
entire cost and suppression of all crime in the U.S. in 1965" and 152 times greater
than all crime directed against property. Stealing by inflation most resembles
embezzlement, and the law enforcement commission found that embezzlement
losses in 1965 were $200 million; so what the U.S. government embezzled in 1974
from its creditors was 300,000 percent more than what was embezzled privately in
the U.S. in 1965.

These figures certainly suggest that there would be a sharp reduction in crime
in this country if we simply released all of the nation’s crooks, thieves, embez-
zlers, swindlers and con artists, and simply locked up the politicians,

There will be those, who, despite the evidence, will undoubtedly be critical of
" my blanket labeling of our federal politicians as crooks and swindlers. Well, after
personally witnessing the economic hardships that befall our elderly when infla-
tion rots away their savings, it's pretty hard to be tolerant and good natured toward
those responsible. While I realize that there have been some responsible lawmak-
ers who have tried to prevent the government's inflationary activities, their
numbers are so small as to make exceptions unimportant.

'**The Challenge of Crime in a Free Society,”” The President’s Commission on Law Enforcement
and Administration of Justice, Washington, 1967
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Since my purpose is to reveal the extensive criminal nature of federal activities,
E feel no need 1o be sidetracked or diverted by having to gualify minor exceptions to
this activity. Those congressmen and government officials to whom my charge
does not apply will, 1 am sure, be understanding, since they are fully aware of the
urgency of the situation—and the importance of explaining its cause as simply and
directly as possible.

Is the surreptitious taking of an individual’s purchasing power through the use
of a govemment printing press any less effective than when it is done with a gun
and a mask? Is counterfeiting less of a crime when practiced by the government
than when it is carried out by private individuals? | think not.

Itis precisely because our senators and congressmen are generally undeserving
of the respect and the restraint accorded them that enables them to perpetuate the
charade that somehow they are fit to lead and govern in accordance with owr
historic traditions. Only when this myth is effectively exposed will the country be
able to return to limited, constitutional government and a free enterprise competi-
tive system. Only then will we be able to turn away from the disastrous economic
course in which they are leading us. Unfortunately, **contempt of Congress'” is
now a charge o which all thinking Americans are compelled to plead guilty.

If additional proof is needed to justify the criminal fabels I have affixed to our
federal politicians, | offer no less an authority than Secretary of the Treasury
William Simon, In a speech at Southern Methodist University in early September
1974, Simon stated: ‘" Either we get higher taxes directly, or the resulting budget-
ary deficits produce inflation, which is the most insidious and indiscriminate tax of
all.”” Now, Secretary Simon is, of course, 100 percent accurate when he charac-
terizes inflation as a *‘tax,” since that is precisely what it is. Secretary Simon is
also the most forthright Secretary of the Treasury to serve in that capacity in several
generations. No former Secretary has ever had either the imelligence or the
courage to admit that (1) deficit spending produces inflation, and that (2) the
resultant inflation is, in effect, a federal tax.

What Simon was correctly referring to is, that if one had $1,000 in the bank and
inflation of 10 percent eroded $100 of its value, then that individuai, along with
paying regular taxes, simply paid an additional * ‘inflation tax’” of $100. However,
while Simon's statement is technically correct, he overlooks one significant detail
that | refuse to overlook. I would ask the Secretary the following:''Granted,
Mr. Secretary, that inflation is merely another federal tax, However, for every tax
that the government imposes, there is a constitutional authorization. Where, Mr.
Secretary, is the govermnment's constitutional authority for levying an “inflation
tax’?"" Neither Secretary Simon, nor anyone else, can produce any authorization,
since none exists. The U.S. povernment was never empowered to extract revenue
(and shift wealth) by means of an **inflation tax’"; thus all government inflationary
activities are obviously unconstitutional and therefore illegal. Since the U.S.
government persists in levying this tax illegally, taxes extracted by the use of
inflation amount to nothing less than embezzlement on the part of the federal
government.

104



4

Social Security:
The World’s Biggest Chain Letter

Leaving the government's currency flim-flam and fleecing by inflation, let's
consider another multibillion-dollar fraud, Social Security.

Let me stress at the outset that there are no monetary reserves available to the
Sacial Security System out of which future benefits can be paid. All past Social
Security taxes collected by the government have been spent like regnlar taxes and
never treated any differently. They were never deposited in any trust fund despite
the many statements and assurances by the government that this was being done.

Goverament officials over the years have told the American public that Social
Security is an “‘insurance program’’ employing sound principles of funding and
financing. Nothing could be farther from the truth.

Let me offer some examples of how the government goes about *‘informing’™”
the public about the structure and financial condition of the Social Security
System. Figures 18, 19, and 20 are from Social Security publication No. $S1-50,
and entitled Y our Medicare Handbook.”" Please note that insurance is used six
times on the cover of the booklet {Figure 18}, and on page 3 (Figure 19), it appears
eighteen times. The usage of the word insurance is amazing when one considers
that Social Security is not insurance. These numerous uses of the word, in my
view, only emphasize the Social Security Administration’s flagrant attempt to
mislead the American public. Note the following statement in Figure i9: > Your
Medicare Health Insurance Card shows the protection you have " *‘Insurance”
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Figure 18
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Figure 19

Like Medicare,

| your handbook
WAV has two parts. . .

PART A

& The firse section Jdescribes hospital {msyrance, often
called Parr A of Medicare. This is the part that helps
pay for your care when you are in the hospilal and for
related heaith services, when you need them, after you

leave the hospital.

PART 8

* The recond scotron describes medical insurance, often
called Part B of Medicare. This is the part that helps
pay your docior Bills and bills for other medical services

youL need.
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Figure 20

Hospital Insaurance — Part A of Medicare

You Get a Personal Record of Benefits Used

You don't have to bother about trying to
keep track of how many "days” or “visits”
yau use in each benelit period, The notice you
receive from the Social Security Adminis-
tration after you have used any hospita) in-
sucance benefits witl tell you how many
benefit “days” and “visits” yon have left in
that benefit period. But, very few people who
enter a hospital or extended care facility, of
use home health services, need these services
tong enough 10 use all the benefits they have
for a benefit pevied. So most people will
never run out of “days” or "'visits,” because 3
new benefit period will almost always start
with full benefits available again the next
time ¢they are needed.

EXAMPLE:
Mr. L was in the hospital for 2 weeks and
then went home.

After Mr. L has been at home for 75 days,
he returns to the hospital. When Mr. L is
admitted this timte, he is in a new benefit
period. That means he is again eligible for up
to 90 hospital days because more than 60
days have gone by since he was last in a
hospital ot other faciliry that mainly provides
skilted nursing care. The benefie days Mr.
L used the tirme before do not matter because
he is in a new benelit period.

How Hospital Insurance Benefits Are Financed

The hospital insuraace program is Anaaced

by special contributions from employees and
self-employed persons, with employers paying
an equal amouni, These contributions are
collected along with regular social security
contributions from the wages and self-em-
ploymem income earned during a persen's
working years.
@ Unil 1972, the conribution rate ter the
hospital insurance program is six-tenths of
one pereent of the first $7,800 of earnings. It
will increase graduaily until 1937 when it will
reach the final vate of nine-tenths of one per-
cent.

These contributions are put into the Hos-
pitat Insurance Trust Fund from which the
program’s benefits and administrative ex-

penses are Eald Funds Trom gencral tax

revenues are used to Brance hospital insur-
ance benefits for people who are covered
under the program bur are not eniitled to
monthly social secarity or railread relirement
benefits.

In addivion, the law provides that the vari-
oxs dollar amounts for which the patient is
tesponsible be reviewed annually. These dol-
lar amounts include the first $40 of hospital
charges in each benefil period and different
per-day amounts afrer certain periods of bene-
fit use in hospitals und extended care Facilities.
These are described on the following pages.
The law also provides that if this annual re-
view shows that hospital cosis have changed
significantly these amounts must be adjusted
for the {ollowing year. However, no change
in these amounts may be made before 1969,
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serves no useful purpose in this sentence. The sentence should have read ' Your
Medicare card shows the protection you have.”’

Note the heading on the Medicare card—'*Health Insurance.’’ It would have
been more accurate to simply title it **Medicare.”’ Note the use of the phrase
*‘name of beneficiary’” on it. In insurance terminology, the beneficiary is a third
party designated to receive a policy’s benefits; it is never used to signify the owner
or the covered person. Covered person or name would be a more accurate term.
But the Sccial Security Administration chose to use insurance terminology even if
incorrectly.

Note the first paragraph on that page “*Part A*’: **The first section describes
hospital insurance, often called Part A of Medicare.’” This could have read: ** The
first section describes the hospital benefits of Medicare, often cailed Part A.”’ Part
B should read: ‘*The second section describes the medical benefits of Medicare,
often called Part B.”” But, again ‘‘insurance’’ appears unnecessarily in both
paragraphs.

In the section where the arrows are used in the lower left-hand portion,
“‘insurance’’ is used four times. The card states ‘‘Is entitled to Hospital
Insurance/Medical Insurance.’” It should read that the covered person is *‘entitled
to Hospital Benefits and Medical Benefits.”” Although a person is normally
entitled to benefits, he pavs forinsurance . Since insurance was already used on the
Medicare card, good writing would dictate that the word **benefit’” should be
used, instead of *‘insurance.”” But *‘insurance’ is used—and not just a few times,
but 211 times in the 26 pages of this pamphlet,

What Is Insurance?

Insurance has three general characteristics. (1) Insurance is a contract between
an insuror and the insured whereby the insuror agrees to indemnify either the
insured or a third-party beneficiary designated by the insured. The benefits
itemized in the contract are enforceable in a court of law and are not subject to
unilateral change. (2} Insurance attempts 1o relate the premiums and the costs of
the insurance to the benefits and the risk involved—that is, the greater the sk, the
higher the premium, or cost. Actuarial science is employed io achieve equity and
financiat stability. (3) Insurance companies are required to deposit premium
income into a **reserve.’’ This reserve is kepl in cash accounts and the securities of
other institutions. This reserve enables insurance ¢ompanies to guarantee to pay
the promised benefits. To determine the adequacy of its reserves, a company (a)
assumes that it receives no new premiums and incurs no new liabilities after the
evaluation date, and then (b) calculates whether the assets on hand, plus the
interest they can earn in the future, are sufficient to meet future claims. If they are,
then the company’s insurance and pension liabilities are adequately funded. Let’s
apply this principle to a pension situation. Suppose a company had promised ten
men aged 65 a $100 per-month pension for life. Mortality tables might show that

109



the life expectancy of a man age 65 is 13 years. Obviously, some men in that group
will not live that long, while others might outlive this peried considerably. But for
the purposes of establishing adequate reserves, we can rely on the known life
expectancy for each man. So, starting at age 65, we can expect to pay each man
$100 per month (31,200 per year) or $15,600 over his life expectancy. Thus, we
have committed ourselves to paying out nearly $156,000 to these ten men. Does
this mean that, in order to discharge these future obligations, we must have
$156,000 in our ‘‘reserve’’? No, since while we are making these monthly
paymenits, those assets in the reserve will be earning interest. If we assume that the
assets in our reserve will earn 6 percent, we must have $108,140 in the reserve to
pay the promised benefits. If we assume that our assets will only earn 4 percent,
then we must begin with a larger reserve of $121,488.

Ensurance company reserves are penodically examined by the insurance de-
partments of the various states. If they re found to be deficient the company is
suspended from doing business. 1t is actuarial reserves that differentiate insurance
guarantees from other mere promises (o pay. Applying the term insurance to a
financial program which does not fund its future fiabilities in the manner just
described is 1o use the term erroneously, if not fraudulently.

Is Social Security Insurance?

Let’s examine Social Security in terms of the general characteristics-of insur-
ance.

1. Is there a legal, enforceable contract between the U.S. govemment and the
citizen concerning Social Security benefits? No. Social Security benefits can be
changed or terminated at any time by Congress, and the government’s right to
confiscate individual Social Security benefits has been upheld in the courts (see
Fleming v. Nestor, 80 S. Ct. 1367 [1960]).

2. There is, of course, little attempt to relate costs, risks, and benefits within
the Social Security System. Wage eamers pay the same OASD] taxes regardless of
age, health, and degree of medical and disability risk involved. Recipients of
Social Security benefits routinely have these benefits increased without ever
having paid additional premiums.

3. How about reserves? The public, of course, is constantly reminded of the
Social Security *"trust fund.’’ What constitutes this trust fund? Cash in a multitude
of banks? Corporation stocks and bonds? Not at all. The U.S. Treasury reported
that, as of June 30, 1973, the Federal Old Age Survivors [nsurance Trust Fund, the
Federal Disability Insurance Trust Fund, and the Federal Hospital Insurance Trust
Fund collectively owned about $48 billion worth of government bonds, held in the
“‘insurance trust funds’” in order to help *‘defray’” Social Security liabilities. This
is the assumption that most people would make. However, this assumption is
erroneous for government bonds are worthless in the hands of the government
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and are of no help to the government in meeting future Social Security liabilities,
The only value that these bonds have is to help the government conceal the nature
of these *‘insurance trust funds.”’

Why All Government Bonds Held in So-Called Government “*Trust Funds®*
Are Worthless

Most people regard a bond as an asset. If a government bond is an asset in the
hands of a private citizen, then it is thought also to be an asset in the hands of the
government. Quite the contrary. A bond is not an asset when held by the maker of
the bond. For example, suppese you gave someone an 10U (you, of course,
recognize that a bond is nothing more than a formal IOU). That individual could
treat your IOU as his asset. You, of course, could not write yourself an IQU zand
treat it as your asset. But this is what the government does when it passes off its
bonds as “‘assets’’ of government ‘‘trust funds.”’ The fact that the government
routinely reports that their trust funds own approximately $48 billion of govern-
ment bonds is indicative of not what the trust funds own but what the government
owes them. Money that the government must pay to the trust funds to redeem these
bonds can onfy be secured by taxing the citizens again for Social Security revenue
for which they had alreadvy been taxed and which had already been paid.

Interestingly, even if the Social Security trust funds contained fegitimare
securities, they would only be a pittance compared to the actual amount that the
trust funds should hoid in order to pay the promised benefits. As shown in
Chapter 3, in the **Statement of Liabilities and Other Financial Commitments of
the United States Government as of June 30, 1973, the government’s liability
was nearly $2.118 billion (actually it was $3.3 wrillion). Since these trust funds
collectively owned only about $48 billion in government bonds, assets in the
“insurance trust funds'’ would have had to be increased by at teast 4,300 percent
for them to have been actuarially sound. Since the Social Secucity System does not
have actuarially sound trust funds, Social Security cannot be insurance.

Suffice it to say that not only would the insurance commissioners of the various
states shut down a company with an unfunded liability comparable to that of Social
Security, but because of its reserve containing only notes of the company involved,
they would also press churges against the company's officers for fraud and grand
larceny. Insurance companies do not indiscriminately spend their premium in-
come on projects and then leave their own [OUs (bonds) in the company till. If they
did, they would be shut down and their officers carted off to jail.

All monies collected in the past through Social Security taxes have already
been spent. This money was spent not only 10 meet past Social Security obliga-
tions, but to fight World War 11, and the Korean and Vietnamese wars. [t was used
to bribe furmers not to grow food, finance Congressional junkets, support the
U.N., and pay tor landing on the moon. The bonds held by the Social Security frust
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funds are reminders of Social Security collections that have been spent on other
projects.

Had the government taken past Social Security taxes and invesied them in
American corporate bonds, the cash flow of these bonds plus their redemption
value would help meet current Social Security obligations. This might have given
the country a legitimate Social Security trust fund, but this was not done,

As further evidence of the U.S. government’s deceiving of the American
public about Social Security, we need only consider statements such as the
following by Maurice Stans, a former Director of the Budget and a former
Secretary of Commerce. In the following interview, reprinted from U.S. News &
World Report, January 16, 1967, Stans was asked if he would do away with the
Social Security trust fund, and just handle Social Security as a direct obligation of
the Treasury. To this he replied:

I don’t think it reatly makes any significant difference. There's now less money in the
trust fund than is necessary to pay one year’s benefits. We have long since sbandoned
the idea that President Roosevelt originally had when the Social Security fund was set
up—the idea of keeping it on an actuarial basis so that the accumulated reserves would
be equal at any daie to the accrued retirement liabilities.

We are now on a basis in which one year's collections from existing taxpayers are
paid out in benefils to beneficiaries in the following year. So the irust fund has no
particuiar significance as of now, except as an earmarking of taxes,

He was then asked:

In what you said about the Social Security fund being adequate for tess than one year's
benefits, did you mean 1o imply that benefits are in danger in any way?

To which Stans answered:

Oh, no—of cousse not. I merely imply that Social Security payments rest upon the
general credit of the Governmeny of the United States, upon ifs curtent taxing power,
and not upon any accumulations in a trust fund to take care of you and me when we
become eligible for benefits.

Copyright 1968 I/.§. News & World Report, Inc.

Considering Mr. Stans’ accounting background, he is qualified to render a
judgment on the *‘significance’’ of the government’s trust fund, which he does
well, however, he is hardly qualified to deliver an expert opinion concerning the
safery of the payments that the System has promised to make. Stans should have
responded to the second question by saying: ‘*Yes, of course,” since such an
answer is implicit in his prior statement, which is why the question was asked.
But, Social Secunty is sacrosanct, with few politicians daring to criticize it and
expose it for what it really is.

Since the Social Security System does not operate on a legitimate reserve
principle, as does insurance, then by what funding principle does it operate? The
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principle of the ““chain letter’’! Wage earners entering the bottom of the **chain’’
send their contributions, along with others moving up the *‘chain,” to those
workers who have made it to the top {those becoming eligible for benefits). Each
aew wave of entrants hopes, of course, that when it reaches the top, new waves of
workers starting out at the bottom and those moving up will be forwarding benefus
to them, thereby keeping the chain going. Is it conceivable that such an endless
chain can really continue generation after generation? Look at what is happening.
When Social Security was adopted, the maximum proposed tax was to be 3 percent
withheld and 3 percent paid on a maximum salary of $3,000, given a toral
proposed maximum tax of $/80. In 1975, with Social Security taxes at 5.85
percent, withheld and levied against payroll on a maximum salary of $14,100, the
maximum tax reached $1,650. In only 35 years, therefore, the maximum tax has
soared over 800 percent. At this rate of increase (and Social Security taxes have
been increasing al an accelerating rate), those who are now 25 could find the
maximum tax at age 60 to be $13,000.

In the light of Stans’ statements and in light of what we have learned so far,
let's examine Figure 20, page 7 of Your Medicare Handbook. Please note its many
errors and misleading statements. Notice the paragraphs beneath the caption
“‘How Hospital Insurance Benefits are Financed’’ and in the first paragraph of that
section the phrase, ‘‘with employers paying an equal amount.”” The Social
Security Administration has always conveyed the impression to the American
wage earner that he only pays half of the cost of Social Security and his employer
pays the other. This is not true. The worker pays the entire cost of his Social
Security. This becomes obvious when one understands the principle that a worker
must produce enough to pay the entire cost of his employment, which includes
direct and indirect wages. Also, money paid by employers in Social Security taxes
reduces the amount that can be paid in wages. In any case, employers will treat
Social Security taxes as simply another cost and pass it on in terms of higher prices.
Therefore, the American worker must bear the entire cost of Social Security either
in terms of lower wages or by paying higher prices.

Notice this line in the thitd paragraph: ' These contributions are put into the
tHospital Insurance Trust Fund from which the program’s benefits and administra-
tive expenses are paid.”” This statement is false because all Social Security receipts
are immediately mixed with regular tax revenues where they all become available
to meet various government expenditures.

Note in the second paragraph that Social Security taxes are contriburions.
Contributions, however, are voluntary payments. Social Security payments, as the
IRS will speedily remind you, are taxes not contributions. This again is another
Newspeak technique.

Please refer to Figures 21 and 22, the cover and page 8 of the IRS 1975
“Employer's Tax Guide,”” respectively. Note how the government, when writing
to employers concerning Social Security, consistently uses faxes when describing
Social Security paymenis, Taxes appears 30 times in only two columns on page 8.

Not once is contribution used. However, when the governnlent produces pam-
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Figure 21

o

)

Circular E
Employer’s
Tax Guide

New Income Tax
Withholding Rates and Tables

This rewision of Ciesular E containg the rivised raies
and tables prescribed by the Department o the Tress.
ury in accordence with the Tax Reduction Act of 1976
for withholding income tax from wages paid after
April 30, 1975 and betars January 1, 1976, The rates
and 1ables take intc sccount {he niw parsonal sxwmp-
tion gradit, the incrwasa in ihe standard deducilon. and
the nmaw sarned income credil.

& naw Form Wed (Revised Agril 1975), mpl
Withhelding Altowance Certificate, is on pages 4
0. This new form with the revised table should be um
fo o the corract of with-

tor itami that they
are anmled to clanm uhdur ihe new law. Capies of Form
W a District aMices.

Pluse display thl posier on pag# 51 of this circular
&n your bulletin board 5o that your smplayess will be
oward of how the new [aw sMects thair tax withholding.

ALY S

Publication 15
(Rev. April 1975)

Third Class Bulk Rate

Social Security
I Baso increases
The maximum ymount of wages subject to socia

securlty (FICA) has been intreased 16 $14,100
for wages paid In 3

Magnatic
Tape Reporting

Employers mquited to file wage and informatron dog-
umenis ars sncouraged o da 30 on magnetic tape
;llh:.rtt.lj'an Of papar orms. See section 23, on page 10
ar ilk.
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18, Depositing Withheld
Income Yax and Social
Security (FICA} Taxes

Nt 1T any date shown als on 3 Saturday,
Sunday, of legal holiday, substitute the next

reguiar warkday
Gensrally, you must deposit withhald
income tax and social sacurity in

an Aad d commercial bank or &
Faderal Ressrvs bank, Include a Federal

x Dwposit Form 501 with aach de-
pomit. M you smpley agricultural fabor,

must inciude Federal Tax Deposit
Form 511 with sach deposit ® fjues

on their wages.

The amount of Taxes determines the
frequency of depoyity. ¥our liability for
fhese faxes sccrues whan wages ore
pald, ot when your payroll pariod ands.
The following rules and sxamples show
how oftén you must make deposits;

1) I ot the end of & querter, et
telel umdeposited taxey sre less fhen
$200, you are not reqQuired to maks A

it. You may slthar pay the (el
direttly 1o the Infarnet Revenur Service
along with your quecierty Form 941 or
SAIE, or make 3 deposit.

Exampie: At the and of the second
quarier, the 1otal undeposited Lyzes for
1he quarter sré $170. Since this 1y less
than §$200, you may silher pay the an-
tire amount diracily 1o the Irterhal Rey-
snue Service with your quacterly Form
941 or G41E, or make & deposit.

£2) I at the end of & quarter, the
total undeposited Em s 3200 or
mare, you must deposit the entire
amount on or before b last day of the
next manth, If the und ¢

Figure 22

(4) If ot the end of any quarter-
r Iative unde-

you

posited taxas for the quarier are $2,000
of more, you muit cepoiit the 1A
within 3 baniing days afier the en
the quarter.monthly period. (Quartsr-
monthly perisds end on the Tth, 15th,
22d. and lxst day of any month} To de-
terming banking days, exclude any local
banking halidays chaerved by author-
ized commarcidl Danks as well a3 Sa.
urdays, Sundays, and egal il

19. Using Government
Depositories

How to Depoakt Tozes.—FIN in a pra-
ingzribed Poderai Tax Dapasit Form 501
or Form 508, depending on the typs of

tax you are depositing, sccording to
natructions,

Send aach Federal tax deposit kerm
and 2 yingls paytnent covaring the taxes
ta b depcsite to any commerclal bank

You will meat Lhe deposil requirements
if: (#) you deposit at taast 30 parcent of
the actual liabllity for the deposit
paricd. an 3 il ihe quarter-monthiy
period octurs [n 3 month other than the
third month of 3 guarter, you deposit
iny underpayment with your first de-
posit 1hat is requirsd to be made after
the 15th day of {he loliowng month,
Any underpayment of $200 or more fou
# quarter-manthly pericd that ooturs
during the third month of the quarter
must ba deposited on or hators the Iast
day of the month.

Exsmple A: Ouring April your
for sach guarter-monthly periog are
£3.000. You must depoxit $3.000 wihth-
in 3 banking days after April 7, 15, 22,
a3nd 30,

Example B: During Lhe second quar.
ter your for each quarter-monthly
period are $700. You must depodit
$2.100 within 3 hanking days atter
April 32, May 15, June ¥, and Jure 30.

Summary of Daposil Rules
for Withheld Income Yax,
and Sociil Security Taxes

Ified 25 2 d y for Federal
takes, of to g Federal Rasarve bank
Maks checks or monsy orders parable
1o the bank whers you make your tax
deposit. Contact your Incal bank or Fed-
ersl Regarwn bank for the names of
mmn:od commarcial bank depasi-
Torkes.

‘vhi timeliness of deposite in deter
minag by the date [he Bank recelves
them. A deposit received by the bank
atter the dus date wili be comaidersd
Timaly if you establish Ihet you masiled
H 2 of mors days bafore the dos date.

How 1o OWtsin Fedaral Tax Dapeait
Forms.~uThe Service will sutomaticaity
sand you pra-inscribed Federal tax de
posit forms alter you appiy for an identh
fication numbar. If you nesd additional
forms, order tham from the Internal
Ravenue Service Conter whare you fla,
Ba surs 1o show your name, smpkover
idantification number, addresa, parioda
for which the forms s oesdsd, and
typa of tax. Request lormy sary.

I your branch offices make tax de-
posits, obimin & supply of Fademl tax
deposit forms and distribute tham 1o

# $2.000 or morw, 66 fule 4 beow.

Exampie: Your
of the second quarter sre 375 You
must dapoesit $22% on or bafore July 31

(33 It ot the end of any month (e
capt the last month of & quarier), you
cumulative undwposited jazes for the
quarker arw $200 or more 2 than
52,004, you must deposit the jaasg
within 1% days afier the and of the
month. (This doss not aoply it you made
a deposit Tor 4 quarter-monthly period
that occurred during the month under
the $2,000 ruls in 4 below.}

Example A: Your tor each of
v Frst two months 8 aetond quar
tor are $300 You must deposit 3300
within 15 days stter both Aprll 30 and
My 31.

Exampla B: Your tw: for sach of
tha firsl twe months Second quar-
ter yrw $150. You must deposit $300
within L5 days afier Mey 31

Example £ Your %an $500 for
sach month of the sec quarier. You
myst depasit $500 within L5 dava after
both April 30 and May 21, and $50Q on
or bafors July 3).

% are leta than

Iistarnsd
Sermce with  your
ouartarly eum, O
makr & depotil H
vou g,

O ot basfore fant
duy o nawt mdnth.

2.0yt e e

# amaount Dupetit rusk Dupotht dus ihe b h
E1-41 deposit:
T o e oot Mo Buprt % e du. hay can maks 'y

for aach monty.  of & quedter The auired, Ll B
toig)  unepostind ancy Sirectly 1o I Do nat use another emgloyer's pra-

inscribed formm, If you have a1 mr
ceived Fadaral depctil Torms by a
deposil dus dete, mail your paymant to
the tnternal Revenus Service Conter
where you fila yeur return, Mihe it pay-
able to tha Internal Favenue Service
and show on it your name, idenl Hication

number, wddrezs. kind of tex, ¥nd pe-

totsl  undepouited 0 S2.000 or mom.
SRS, v 5200 o sk ruly 4,
morg: .
A It the wnd WAN 15 davi ried )

of wny monih (-
capl tha list manth
ot & quarter). cu-

wher snd of month.
(For tha Arst 2
mondhs of Lha quar

mulahve  undupos ter no deposil W
Itedd for 1he rhguingd it wou pre-
quirtir 4 $275 viously muda » 0%
womet, bk b ool far & Quar
than $2.000: tar-mombty paried
et octurmed g

g the mgnth un-

7t $2.000 rota

W (tam 4. bakow.]

A IF gt tha and Within 3 benhing

3 dayn stur the quas
FROMEATY [, - tar-onthly pariod
MURtive U P andy,

ted jangy for the

quarter sre £2,000

or more
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Oeposhl Record —Befors making a
deposit, enter the paymenl smount on
the borm end atub, and tecord the check
ar monay grder number aod date. Keap
the stub for your records. The Sarvice
will ro% return the deposit portion of
this form 1o you, but will use il 1o credit
your tax sccaum by masny of your em-
ploper identiRention number.

How 10 Cladm CredH Tor Dvarpay:
mams.—If you deposited more than the
corract amount of taxes for & quarter,
vou may slect to hive the cverpayment
refunded, or applied as w cradit to your
naxl  return. Show the sppropriate



phlets for public consumption (see Figures 18, 23, and 24 containing 26, 17, and 27
pages respectively), raxes 1s never mentioned, but contributions is uvsed re-
peatedly. How should we account for this reverse terminology?

Please note Figure 23, a copy of page 7 from a pamphlet of the Department of
Health, Education and Welfare, coded No. (SSA) 73-10033, and entitled
“*Social Security Information for Young Famitlies.”” The final paragraph states:

Financing of Social Security is examined each year by the Boards of Trustees of the Lrusi
funds. The latest report shows that the program is soundly financed both for the
short-range and long-range future.

As was noted earlier, the Social Security System had unfunded liabilities of
$2.118 trillion, which had increased from the previous year's liabilities by over
$300 billion. This one year’s increase in its unfunded liabilities was greater than
the entire federal budget for that year, while the total unfunded liabilities of the
Social Security System was nearly five times greater {even using the government’s
own understated figures) than the entire reported national debt! This, therefore,
hardly qualifies as a program that is ‘ *‘soundly financed bath for the short-range and
the long-range future.’” Social Security obligations are not *'financed’’ ar all, as
the pamphlet unabashedly claims.

Figure 24 is a reproduction of pages 22 and 23 of HEW pamphlet 75-10033
issued November 1974 and entitled **Your Social Security.”” These two pages
contain no less than thirry-one misstatemenis of fact and/or misleading inferences
regarding Social Security.

The many misstatements in the three Social Security pamphlets cited are good
examnples of how the government and the Social Security Administration have
deliberately misled the American public regarding Social Security's solvency and
character.

To that extent, these pamphlets are blatant violations of Section 1001, Title I8,
of the U.8. criminal code, a section I cited earlier. The statement in pamphlet
73-10033 that “‘the latest report shows the program [Social Secunity] is soundly
financed bath for the short-range and long-range future’’ is so blatantly false,
given the Treasury Department’s report of June 30, 1973, that those who approved
this pamphlet should receive disciplinary action immediately, And, of course,
bath ** Your Medicare Handbook™ and ** Your Social Security” are fraught with
statements that are false, fictitious, and fraudulent.

What Are ““Social Forms of Insurance®’?

When government actuaries and bureaucrats find themselves trapped by intel-
ligent questions about Social Security’s deficiencies, they try to evade the fact that
Soctal Security is a Ponzi-like scheme by replying, ~*but Social Security is a soctal
form of insurance and, as such, it is not susceptible to the same type of measure-
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Figure 23

Kinds of work covered

Almost every kind of employment
and self-employment is covered by
social security. Some occupations
and some¢ kinds of earnings, how-
ever, are affected by special
provisions of the law.

If the kind of work you do is
listed below and you aren’t sure if
you are earning protection under
sacial security, you may wunt to
ask someone at your social security
office for information on these
special provisions:

hd

Family employment—work done
by a child under 21 for a parent,
work done by a spouse, or work
done by a parent in the home of a
child;

hi

Work in or about the private home
of your employer;

v

Student employment at a school
or college;

b

Farm work; or

hd

Employment in a job where you
get cash tips,

Financing social security
Social security retirement, sur-
vivors, and disability benefits and
hospital insurance benefits are
paid for by contributions based on
covered carnings.

if you are employed, the con-
tributiens are deducted from your
salary, and your employer pays an
€qual amount; if you are self-em-
Ployed, you contribute at a little

over ¥ the combined employee-
employer rate for retirement, sur-
vivors, and disability insurance.
The hospital insurance contribu-
tion rate is the same for employers
cmpleyees, and self-employed
persons.

The maximum amount of yearly
earnings that can count for social
security and on which you pay
social security contributions is
$13,200 for 1974. The maximum
will increase automatically in later
years to keep pace with increases
in average earnings.

The maximum in past years
was: $3,000 a year for 1937-50;
$3.600 for 1951-54; $4,200 for
1955-58; $4,800 for 1959-65;
$6.600 for 1966-67; $7,800 for
1968-71; $9,000 for 1972; and
$10.800 for 1973.

Pcople now making social
security contributions can be sure
that funds will be available to pay
their benefits when they become
eligible. The schedule of contribu-
tion rates now in the law will
provide income sufficient to pay all
benefits under present law us well
as administrative costs of the pro-
gram now and into the future.
Financing of social security is
examined each year by the Boards
of Trustecs of the trust funds. The
tatest report shows that the
program 1s soundly Ananced both
for the short-range and long-range
future.

3
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ment and actuarial standards as private forms of insurance.”’ Such assertions are
absurd. Either something is insurance or i isn’t,

Whart are ‘*social forms of insurance,”’ if they are not insurance? They are
simply forms of “*socialism’’ (see Chapter 6, for discussion on socialism). **Social
forms of insurance’’ is socialism sold to the public as an adjunct of the free-
enterprise system, since its proponents use capitalistic terms, such as insurance,

Figure 24

Financing

The basic iden
The basic idea of social security is a simple
one; During working years employees,
their employers, and self-employed people
pay social security contributions into spe-
cial trust funds. When earnings stop or are
reduced because the worker retires, be-
comes disabled, or dies, monthly cash bene-
fits are paid to replace part of the earnings
the family has lost

Part of the contributions made gointo a
separate hospital insurance trust fund so
workers and their dependents will have
help in paying their hospital bills when they
become eligible for Medicare. The medical
insurance part of Medicare is inanced by
premivms paid by the people who have
enrolled for this protection and amounts
contributed by the Federal Government.

Coniribution rates

If you're employed, you and your employer
each pay an equal share of social security
contributions. If you're self-employed,
you pay contributions for retirement,
survivors, and disability insurance at a
somewhat lower rate than the combined
rate for an employee and his employer. The
hospital insurance contribution rate is the
same for the employer, the employee, and
the self-employed person.

As long as you have earnings that are
covered by the law, you continue to pay
contributions <gardless of your age and
even if you are receiving social security
benefits.

Through 1977 employees and employers
each pay 5.85 percent on the employee’s
wages. The total rate for self-employed
people is 7.90 percent. The rates include
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.90 percent for hospital insurance under
Medicare. The maximum amount of earn-
ings that can count for social security
purposes and on which you pay social
security contributions is $14,100 in 1975

Fulure rate increases are scheduled,

In 1978 the employee and employer will
each pay 6.05 percent. The rate for each
will go 1o 6.30 percent in 1981 and 6.45
percent in 1986. The self-emptoyed rate
goes to 8.1} percent in 1978, to 8.35
percent in 1981; and to 8.50 percent in
1986. The hospital insurance part of the
rate will be 1.10 percent in }978; 1.35
percent in 1981; and 1.50 percent in 1986,

Funds not requized for current benefit
payments and expenses are invested in
interest-bearing U.S. Government
securities,

The Government's share of the cost for
supplementary medical insurance and
certain other social securily costs come
from general revenues of the U.S. Treasury,
not from social security contributions.

How contributions are paid

If you're employed, your contribution is
deducted from your wages each payday.
Your employer matches your payment
and sends the combined amount to the
Internal Revenue Service.

If you're seif-employed and your net
earnings are $400 or more in 8 year, you
must report your earnings and pay your
self-employment contribution each year
when you file your individual income tax
return. This is true even if you owe
no income tax.

Your wages and self-employment income
are entered on your social security record
throughout your working years. This record
of your earnings will be used to determine
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reserves, funding, and premiums, which are non-existent in a socialistic lexicon,
“‘Social forms of insurance’ is actually a cryptosocialistic term; it promotes
socialism under the guise and within the framework of the free-enterprise system,

How Social Security Lowers America’s Standard of Living

One of the tragedies of Social Security is that it has helped (and helps) to lower
the American standard of living. One reason for this is that Social Security has
spawned a large, nonproductive class of bureaucrats whose sole function is o
service this vast system, while at the same time imposing uneconomic and
unnecessary collection and record-keeping burdens on American industry.

[ often wonder how many American businesses that are now forced to close
their doors (thus creating unemployment and social insecurity) would remain open
if only they had as working capital the money they had paid into Soctal Security
during the last five years.

Another tragedy in connection with Social Security is that the government has
convinced vast segments of the public that the System will be able to provide them
with significant income during their later years. This, of course, will not be
possible. An objective analysis of the assets and liabilities of the System, together
with the growth rate of these liabilities, plus the declining growth rate and the
declining productive base of the economy (in large measure due to the economy
being saddled with such inane government programs and burdensome taxes} will
point toward the System’s collapse. The only question is: when? Therefore, many
will be without the income they had expected. Had Social Security **contribu-
tions’” not been compulsory, the money could have been invested elsewhere in the
private sector. Substantial capital, in this way, would have been channeled into the
private sector, increasing the country’s industrial base, and creating more jobs and
goods—in sum, generating real growth. Instead, this capital was channeled to
Washington where it was largely dissipated by politicians and bureaucrats.

Perhaps the greatest tragedy of the Social Security System is that each month
over 30 million recipients? of Social Security are told that if they eam more than a
stated sum, they will lose part if not all of their benefits. How many millions of
these recipients might, in fact, be capable and willing to work if only they were not
discouraged and penalized from doing so by government? A nation’s standard of
living is determined by the total economic output of its citizens, If fewer people
work, then the lower the nation’s productivity and its standard of living become,
Thus, since Social Security actuatly encourages, even compels, nonproductivity
by a vast segment of the population, it is forcing a substantially lower standard of
living on the entire nation.

To recipients under 16, such prohibitions are, | grant, immaterial,
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How and Why the Government
Declared Bankruptcy
and Concealed It

Within the past five years, the U.S. government has declared bankruptcy three
times-on August 15,1971, December 18,1971 and February 12,1973, Incredi-
ble, you say?

To understand these events, requires some understanding of the word
bankruptcy . Bankruptcy means settling with one’s creditors for less than what one
owes. {t is a repudiation of one's debts and financial obligations. Settling with
one’s creditors for 90 or 95 cents on the dollar is no less a bankruptcy than settling
with them for 2 or 5 cents on the dollar—the difference is only in degree.

[n accordance with monelary arrangements made at Bretton Woods, New
Hampshire, in 1944, the U.S. government pledged to the world's central banks
that it would pay an ounce of gold for every 35 U.S. dollars (IOUs) presented for
redemption. Since this promise was considered an iron-clad guarantee from a
country presumed to be both rich and honorable, the nations of the world were will-
ing to hold dollars on the same basis as they held gold in their national treasuries,
Not only were dollars as good as goid, they were better. After all, gold earned no
interest, developed storage and insurance costs, and was not so easily transferable.
Central banks, therefore, amassed dollars, holding them as they would gold, as an
asset against the issuance of their own national currencies. Since they could
increase their own currency by an amount even greater than their reserves (gold
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and dollars), exportation of U.3, dollars had a multplier effect, thus artifically
inflating the world’s currency supply.

Americans had a great thing going. While foreigners shipped us transistors,
automobiles, calculators, motorcycies, and shoes, we shipped out paper notes. In
this manner, we shipped out over $65 billion of paper IOUs while the worid sent us
over $63 billion in real wealth which, when added to the wealth we produced,
provided Americans with a vast supply of goods and helped create an illusion of
prosperity. '

After a while some of our foreign creditors became edgy. They saw America
buying more of the world’s goods on credit without trying to shore up its own gold
reserves of its export potential to pay for all that America was ‘‘charging.’” So,
America’s creditors began cashing in their IQUs. That was the situation which
caused our **gold drain,"”’ culminating on August 15, 1971, with the U.S. govern-
ment repudiating its financial obligations and announcing to the world that it could
no longer pay out gold to redeern American dollars. In effect this was adeclaration
of bankruprcy.

Again, the U.S. government engaged in Newspeak to conceal the dishonoring
of its financial commitments by stating that it was ending the doltar’s “*converti-
bility"” by closing the **goldwindow,”” cutting the dollar’s *‘ties’’ to gold, and
permitting the dollar to *‘float.””

The average American (along with most financial commentators) did not
understand the August 15 move. The govemment provided convincing, but
misleading, reasons for its actions, But the cold hard fact was that it repudiated its
financial obligation to redeem its paper 10Us for goid.

Suppose you bought merchandise either by charging or giving [OUs and owed
an amount equal to 6% times your liquid assests.? Within a short time, your
creditors would begin demanding payment. You, of course, would now be in the
position that President Nixon found himself on August 15, 1971. Assuming you
could get away with some of the antics that governments do, you could (1) end
your IOU **convertibility'’ into money, (2) close your *' 10U window,"” (3) sever
all money ties to your [QUs and debts, and (4) announce that you will allow your
IOUs to **float.”** So, you could have handled your obligations in the same way
that the U.S. government handled its debts.?

'L say iliusion because America was living *“on-the-cuff.”* This was the Marshall Plan in reverse.

*The approximate ratio of U.S. gold 10 nel foreign-held liquid dollar claims, but since our foreign

;l;dilolrs Knew that we could never allow our gold stock to drop below 38 billion, the ratio was actuatly
to|.

1g; ; s
Since you will not redeem your [OUs at pac, they are now free 10 find thew own value hased upon
whal unyone will pay for them.

While the U §. governmen can compel its imernal credilors to accept the *“money™ it creates,
:Kllcrnal ereditors could insist on real money which the U.S. did not have in sufficient amount in relation
O ts debhts,
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What reason did President Nixon give for repudiating the United States pledge
of 1944 that the dollar was as good as gold? He claimed it was to * *defend the dollar
against the [international money]speculators” ' However, his action neither de-
fended nor saved the dollar. Actually, it buried it as an international standard of
honesty and reliability, American politicians had showered the globe with dolbars
for years, uniil finally we didn't have encugh gold at home to honor them,

Nixon’s action was the culmination of four months of heavy selling of Ameri-
can dotlars in Europe. This was aggravated by (1) the persistent U.S. gold loss, (2}
the U.8.'s widening trade deficit, (3} the continued U.S. inflation, and (4) the
lower interest prevailing in the U.§. than in West Germany.

In early May 1971, panic selling of American dollars climaxed when the
Bundesbank (West Germany's central bank) was reported 1o have absorbed a
billion of them on May 4th. On May 5th, it refused to accept any more. Several
days later the central banks of Switzerland, Belgium, the Netherlands, and Austria
followed suit.

During this period American tourists found to their dismay that the doltar was
no longer so almighty. In some situations, Americans coutd not even spend their
dollars or were forced to accept steep exchange discounts. When the currency
exchanges reopened, the Swiss franc and German mark and other major European
currencies no tonger maintained their fixed parity with the dollar, but floated
against the dollar, with their relative values now increased relative to the dollar.
The American dollar had been devalued not by the United States, but by her
creditors.

This **dumping of dollars’™ was the world’s way of telling the United States
that Amertcan goods were overpriced. It was U.S. goods, not dollars, that the
world was rejecting. [ could have forgiven President Nixon for suspending the
convertibility of the dollar to save our remaining supply of gold, but only if in so
doing he had leveled with the American public on why his action was necessary.
He should have addressed the nation and the world as follows:

My fellow Americans, the time for American self-deception is now atanend. The world
is rushing to cash in U.S. dollars for gold. because our gold offers the world better value
than our goods. Our nation created the assembly line, mass production flooded the
world with low-cost, quatity merchandise, but now by the world’s standards, we have
become a high-cost inefficient producer. Yes, we are able to export some computers,
agricultural products, and heavy egquipment such as airplanes, but look at the foreign
cars that are entering this couniry. This is the type of merchandise that for so long
American industry was able to export. But now foreign markets for American steel,
American sewing machines, American ractors, and American radios have all but dried
up. As of now. we cannot aftord to pay for these things which we wish 1o import.

"This is tansamount to a company’s management blaming bankruptey on its insistent creditors,

vither than on wasteful managerial policies that created more indebiedness than the business could
atlord
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Therefore, my fellow Americans, the party 15 over. We have exhausted our credit
and the world wants payment in kind. We have to go back ta work. We cannot afford all
the featherbedding, the extensive welfare programs, the fancy frills of government.

[ am imposing an austerity program to force down our internal price structure in
order to make American goods mare competitive so that we can pay for the things we
must import. America is returning 1o work fif rime. Government payrolls will be
slashed some 20Q percent, all price supports will be eliminated, and all wage restrictions
abelished. We can restore the convertibility of the doilar only when the goods we
produce are priced so competitively that the nations of the world would rather use their
dolfars to buy our goods than use them to iake our gold.

Nixon could have even reaped political advantage from the crisis by placing the
blame for it squarely where it belonged-—on the monetary blunders of the Kennedy
and Johnson Administrations. Instead, he blamed **international speculators.”* He
told the American public that while foreign goods and foreign travel would cost
Americans more, that

If you are among the overwhelming majority of Americans who buy American-made
products in America, your dollar will be worth just as much tomorrow as it is today . The
effect of this action [devaluation], in other words, will be to stabilize the dollar,

This was net true at all! The effect of ending dollar convertibility would be to
drive up substantially the prices of al! items—those produced domestically as well
as those imported from abroad.

What Was the Practical Effect of Nixon’s Action?

When President Nixon announced that the United States would no longer pay
teal money (gold) for its 1OUs, this did not make dollars owned by foreigners
worthless since the private sector would now be compelled to supply the converti-
bility that the U.S. government had rejected. If foreigners could no longer use
their American dollars to acquire gold from our government, they could at least be
used to acquire timber, oil pipe, agricultural preducts, real estate, and stocks from
the 1J.S. private sector.

When President Nixon announced that dollars would no longer be redeemed
for gold, the doltar immediately lost its position as a legitimate reserve currency

_and nations holding dollars were encouraged to spend them for American goods,
rather than keep them as backing for their own currencies. Since the dollars owned
by foreigners could only be spent in America, they would increasingly compete
with American held dollars in the American marketplace and would begin exerting
an upward pressure on the U.S. s internal price structure. President Nixon had
stated, of course, that this action would not affect such prices. But this was not
true.

Shortly after these monetary events and governmental assurances, the United
States began experiencing extensive shortages—a phenomenon in a peacetime
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economy. For example, Japanese businessmen used some of their U.S. dollars to
buy U.S. beef, thereby forcing up prices and creating shortages.!

Many foreigners who couldn’t buy our gold and didn’t want our goods used
their dollars to buy U.S. real estate and/or acquire interests in American busi-
nesses. With the dollar dropping substantially in value, foreigners were able to
acquire American assets at discount prices.

Many shortages have resulted since people the world over began cashing in
their paper IOUs and caming off more of our real wealth. So the American
economy now has to produce goods and services for 210 million Americans and to
pay for our past “‘on-the-cuff’” purchases.

The following example illustrates what has been happening to America.
Suppose one had purchased fuel all winter on credit. Finally, the fuel company
requests payment. The debtor responds that although he has no money to pay his
fuel bill, he would like to settle his indebtedness in some manner, Therefore, he
suggests that the company use his [OUs in exchange for items in his house. In
exchange for the IOUs, the company carts out 2 couch, and a few chairs, takes food
from the cupboard, removes clothes from the closet—even draws gas fram his
automobile. The debtor's family now begins to experience ail types of *‘short-
ages.”” With the cupboards bare, there is now a food shortage. With the gasoline
siphoned from the automobile, there is now a gusoline shortage. However, the
above debtor is really experiencing a reduced standard of living, not shortages.

How the U.5. Went Bankrupt Aggin--Alice-in~-Wonderland Style

On December 18, 1971, the United States announced in connection with the
Smithsonian monetary agreements that the dollar was to be *‘devalued’’ 8.57
percent, with the official price of geld raised from $35 to $38 per ounce. President
Nixon announced this at the Smithsonian Institution, where over 400 members of
the world press attended along with the ministers of the major nations. In his
typical penchant for understatement, he said that the conference had conciuded
*‘the most stgnificant monetary agreement in the history of the world.”" 2

' racall being a guest in someone’s living room during a TV newscast dusing the beef boycort.
Ametican beef was shown being exporied 10 Japan. The commentator staled thal Japanese interests
were buying beef and a good deal of Texas range Jand 1o ensure an adeyuale beef supply for Japan. My
host's reaction was that this was a terrible s1ate of affairs and that the government should do something
about it immediately. 1 noticed then that we were watching the telecast on a Sony TV and that my host
also owned 4 lapanese-brand hi-fi stereo. | pointed oot that these were Japanese- made products and that
the Japanese had received payment for them in U.S. paper dollars. T then asked my host why the
Japanese shouldn’t be allowed to spend their dollars any way they wished. "> Afier all,”" 1said, i€ our
government now says “we will not give you the gold we promised in exchange for dollars,” then what
are ey o Jo with doilars they earned legrtimatety? H we do not now altow foreigners to exchange their
dullars for goods, (hen we (n effect stole the goods that they shipped 10 us 1o carn these dollars.™

2Nixon signilicantly and unilaterally hroke this agreement one year, one month and 24 days later
when the U.S. ayuin devalued ity curreney by another 10 percent
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Now, what is a devaluation? It is a complicated way in which a nation declares
bankrupicy without revealing its true fiscal plight. For example, when the U.S.
government increased the price of gold from $35 to $38 an ounce, it repudiated
8.57 percent of its external debts (or it was settling its debts for 91.5 cents on the
dollar). Why? Prior to the devaluation, if one of Uncle Sam’s creditors presented
35 paper dollar IOUs, he would theoretically receive an ounce of gotd.! After the
devaluation, the creditor would have to present 38 paper dollars to get the same
ounce of gold. For 35 paper dellars he would, therefore, get 8.57 percent less gold
than he would have received before the devaluation, This is what happens when a
debtor settles with his creditors for an amount less than he owes—he, in effect,
declares bankruptcy.

Now, when a government goes bankrupt and devalues its cumrency, it gives
high-sounding reasons for doing so. The reasons usually advanced are (1) to
stimulate exports, (2) to increase domestic employment, (3) to make one’s goods
more competitive in foreign markets, and (4) to prevent currency speculation. All
of these merely hide the fact that the devaluing country simply piled up more debt
than it could handle, had mismanaged its economy, and was compelled to settle
with its creditors for something less than it really owed—in other words, it had to
repudiate paat of its debts.

Devaluation fowers a nation’s standard of living because it compels the nation
to export more of its wealth to pay for the same amount of imports. Since its goods
are now cheaper to the rest of the world, more of its goods will flow out. Since the
goods of the rest of the world have become relatively more expensive, less of the
world’s goods will flow in. So, a country with devalued currency will have less
real wealth to distribute among its citizens, thus precipitating a drop in its standard
of living. This is what has happened here as a result of the continual devaluations
by the government of United States currency.

in keeping with our government’s attempt to paint devaluation in positive
terms and make a declaration of bankrupicy sound like smart business, President
Nixon said that *‘the whole free world has won’" and that the agreements would
result in “‘a more stable world with more fair competition and more true prosper-
ity.” A tissue of hatf-truths and falsehoods indeed! For the reasons already
enumerated, the U.§. consumer lost—but that wasn't Nixon’s fault. He is to be
faulted for not explaining the real reasons for and the consequences of his action.
Two questions that should have been put 1o him in tight of his statements: (1) If
devaluing the currency accomplishes so much, why did you wait two years before
taking action? (2) 1 .57 percent devaluation is so good, then why not one of 10 or
L5 percent?

Since August 15, 1971, the United States government hadn’t been exchanging
gold for dollars at any price, so essentially what the government was now saying
was, ‘‘before we were not selling gold for $33 an ounce, now we are not going to

"We say theoretically because as of August 15, 1971, as explaned carlier, the government had
repuiated its obligation 10 pay out anv gokl fur dotlars?
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seli it for $38 an ounce.’’ liis, of course, nonsense for the government to announce
the official price for which it will not sell something, when what is at issue is the
price at which the government will exchange goid for dollars—since this would
establish the true value of the country’s cumrency. When the U.S. government
refuses to exchange gold for dollars at their official value, it means that the official
value is pure fiction. The 1.5, government refused to sell gold because it knew that
gold would have to be priced substantially higher than the official price—thereby
revealing that the dollar’s value was lower than the government wished to admit.!
The government’s unwillingness to reveal the true value of its currency by
exchanging it for gold can be traced to the same fraudulent mentality as revealed if
its unwillingness to accuracely report its unfunded & concingent liabilicies

With all due apologies to Lewis Carroll it’s an ** Alice-in-Wonderland'” world
when a government announces the official price at which it absolutely refuses to
sefl something. It somehow reminds me of a man who toid a soda jerk that he
wanted some seltzer without chocolate syrup, and the soda jerk replied, **Sir, we
are all out of chocolate syrup, you will have to have it without strawberry syrup.™
Or a lady who asked a butcher how much he charged for liver, and he replied 8%
cents a pound. **Why so much?'’ the lady inquired. **The butcher across the street
gets only 69 cents a pound.™ “*Then,’’ the butcher asked, **why don’t you buy it
across the street?'” ““Because he is out of liver,’’ she replied. *“Well,” the butcher
retorted, ““when | am out of liver, I only get 59 cents a pound."’

The federal government makes the same kind of jokes, but on a grander, more
majestic scale, On February 12, 1973, President Nixon scrapped the Smithsonian
agreements and devalued the dollar again. On this occasion, the devaluation was
10 percent and the gold price was "officially’’ raised to $42.22 per ounce. George
P. Shultz, then Secretary of the Treasury, stated that this devaluation was to *‘lay
the legislative groundwork for broad and outward-looking trade negotiations
paralleling our efforts to strengthen the monetary system.” He failed to mention
that the action came after ten days of massive speculative assault against the dollar,
! would have asked Shultz, ‘‘How is the monetary system strengthened by
weakening the dollar?”’ In all fairness to Shultz, however, he did also urge
Congress to exercise budgetary discipline to “‘avoid a revival of inflationary
pressure in the U.S."" President Nixon again repeated the big lie, that while
devaluation would raise the cost of some imports and increase the cost of tourism,
“‘as far as the great majority of Americans are concerned, it does not affect their
dollars.”

Now here comes the **funny™’ part. Up until February 12, 1973, the U.S. was
not prepared to sell gold at the official price of $38 per ounce. Yet, on that day, the
government announced that it was not prepared to sell gold even at $42.22 per

1This was written before the U5, started to auction off limited quantities of its gold. Since the
minimum price the governmenl would accept for gold was vastly in excess of its ““official price’"—the
government's action ¢onstituted an admission thar its **official price™ for gold was sheer fiction,
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ounce. It could have, with equal fogic, stated that it wouldn’t sell gold at $60 or $75
per ounce. But, the government’s official price is pure fiction, and it would be
funny if the implications of the true value of gold being 300 percent higher than the
*official’’ price were not so tragic. A gold price of $150 an ounce means that we
are heading for an official devaluation of ar least 75 percent, if things get no worse.
The world has already devalued the dollar to that extent. All that remains is for
Washington to admit it, officially.

Massive government spending—that is, spending beyond the economy’s
realistic capabilities—has caused government te debase the nation’s currency in
order to avoid paying for the massive debts it has incumed. And a tragic lesson that
history teaches is that currency debasement and national decline go hand in hand.
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Toward a United
Socialist America?

It is amazing how few Americans know the difference between socialism,
fascism, communism, and the system that has been responsible for America’s
growth, strength, and supremacy—free enterprise and competition. Many incor-
rectly characterize our economic system as capitalism or laissez faire. Laissez
faire means leaving the economy alone, but that approach could lead to the growth
of monopoly power. While the government should generally leave the economy
alone, it should also, whenever necessary, break up monopoly growth as well as
agreements designed to restrain and limit trade. Calling our system capitalism
overlooks the fact that even socialist economies require capital—under our old
system private individuals owned the capital; under socialism it is the state that
owns the capital.

Under our former econontic system competition was just as important as free
enterprise. The force of competition ensures (1) that the best possible goods and
services will be produced, (2) that the highest possible wages compatible with
productive ability will be paid, and (3) that varying interest rates will direct capital
10 where it is needed most.

Artificial barriers that interfere with the free flow of capital and labor will
harnper a free economy’s ability to generate the maximum guantity of consumer
goods and services and to elevate living standards. Government’s legitimate
function in a free econemy is (1) to create an economic climate that will enable
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market forces to function, (2) to break up monopolies and agreements that hinder
competition and limit productivity in order to increase prices, (3) to provide an
efficient court system where business agreements can be adjudicated efficiently
and equitably, and (4) to rid society of those members who insist on living off the
labors of others through extortion, theft, and so on.

In some areas, of course, it is impossible, if not impractical, to have economic
competition, such as in the area of public wiilities. How many sets of water pipes or
telephone poles from competing companies could a community afford or tolerate?
In this instance, it’s necessary to grant what amounts to menopoly power. But this
can be supervised intelligently so that the consumer is not gouged. It should be
recogmized that even public utility monopolies compete and thus would not have
unlimited economic power to force price increases on the public as consumers
would, in many areas, to be able to choose between gas and electricity or between
oil and coal. This would be true even if all four of these industries were
monopolies. Competition between monopolies would generally dictate that profits
would be maximized only by providing consumers with the best product and
service possible. !

If there were only one steel company and one aluminum company, there would
still be competition because, in certain areas, consumers would, depending upen
price, choose one over the other. The companies would stiil be competing against
other materials—for example, plastics, lumber, copper—and, of course, foreign
producers of steel and aluminum. There should be no tariff barriers that deny the
American consumer the right (0 buy products at the lowest possible prices. If, for
some reason, an indusiry requires tariff protection it should be granted instead a
direct subsidy from the U.S. government. In this way, all taxpayers would bear the
responsibility of supporting the subsidized industry. For one thing, it is not
equitable that only the users of a product be compelied to support an industry on
behaif of the entire nation; for another, it would become evident which industries
are being subsidized and to what extent.

So, even if General Motors is huge, size per se is not monepolistic. As long as
consumers are free to buy Fords, Plymouths, Toyotas, Fiats, Rolls Royces,
Volkswagens, and Ramblers, General Motors is not a monopoly: it must meet its
competition to remain in business.

As stated earlier, an important economic function of government in a free
enterprise economy is that of eliminating barriers to free trade, free negotiation,

'Obviously, 1 am now advocating this degree of monopoly power. | wish to point owt that, even
given this degree of monopoly {assutming the monopolies in question do nut conspire among themselves
concerning prices and markets), rompetition and the consumer's freedom of choice would still be
powertul economic delerrents to the abuse of such economic power.

_ The areas where the consumer is really at the mercy of an abuse of monopoly power is in connection
Wl?h U S. government operation, such as the U, S postal monopely and the U.S. money monopoly.
With (he former the consumer by law must accept deleriorating service at increasing prices. With the
latter, by nutionalizing then oullawing the ownership of gold, the U.S. government sought o eliminate
ity (_)nly real competition in she money field. With the compelition eliminated, the govemmen imposed
its inferior **money”” on the public.

£29



and free entry into the labor market so that goods and services can reach the
marketplace at their lowest prices. However, U.S, economic policy over the last
40 years has been the opposite. Practically every governmental intrusion into the
economy has been to promote monopoly and to foist higher prices on the public.
Let’s consider some of the most recent examples.

1. U.S. agriculture polficy. The government was empowered (o impose fines
and penalties in connection with its parity program covering more than 20 agricui-
tural products. Government acreage restrictions were designed to force food prices
higher than their previous prices on the open market. Since no private agricultural
combine was powerful enough to become such an agricultural monopoly, the U.S,
government obligingly assumed the role. However, this policy succeeds in in-
creasing the price of many other items. Cotton subsidies raise the cost of clothing.
Comn subsidies up the cost of feed for livestock, thereby increasing meat prices.

2. Tariff duties. Tariff duties inflate the prices of many imported items. For
years import duties on sugar have created a domestic price more than twice that on
the world market. Censequently government artificially has increased not only the
price of sugar, but the price of all products requiring sugar.

3. Wage laws. Federal wage laws try 10 increase the cost of labor above the
free market price. At the same time the federal government, for political reasons,
refuses to use the Sherman Antitrust Act to curh the monopolistic power of labor
unions and enforces union contracts that contain featherbedding provisions, limit
productivity, and exploit the consumer.

4. The Interstate Contmerce Commission. For years this regulatory agency
has been an obstacle to tower transportation rates and fares.

Of Freedom and Free Enterprise

In a free enterprise system it is the entrepreneur (the one who combines all the
factors of production—Iland, labor, and capital) who takes the economic risk, and
it is he who should therefore benefit from any profit. If his venture fails, it is he
who bears the financial loss, Profit is what is left after everybody else is paid—the
banker his interest, the landlord his rent, the worker his wages. Generating profitis
no easy task. ! And, since the risks of entering business and remaining in business
are great, the rewards must be commensurate with that risk. For if individuals are
discouraged from assuming the economic risk, the creation of jobs and the ability
of government to tax cease.

The more efficient the entrepreneur is in combining the factors of production,
the greater his reward—uand the greater society’s gain. Since the factors of
production are limited in quantity while society’s economic wants are unlimited,
the entrepreneur who can satisfy an economic want by employing as little of these
factors as possible (creating maxtmum quality at minimum cost) will free re-

'Fur example, there were 9.345 business failures in the U S in 1973,
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sources that can be used to meet society's other economic needs. This, then, is the
entrepreneur’s and management’s function—to direct their attention and energies
to produce goods and services as economically as possible in order to use the least
amount and most economic of resources. When they perform this function well,
their service to society is twofold: efficient creation of goods and creation of
economic employment.!

To the exient that business is profitable, more capital will be available to
increase efficiency and expand employment. The chief function of business in a
free enterprise sysiem, then, is to pursue profifs as vigorously as possible, not to
operate in a manner where profits are sacrificed to the “'public interest.”’?

First of all, a company that manufactures a good product at a competitive prce
and provides employment for people would automatically operate in the public
interest, if it did nothing else.® If a business operated primarily in the public
interest, with profit-making the secondary concern, it would soon be out of busi-
ness—much to the disadvantage of its employees and the consumer.?

Questions an Economic System Must Answer

All economic systems must solve three basic problems—what should be
produced, who should produce it, and who should get it. In a free competitive
systems these problems are not entrusted to fallible men who would make
decisions based on their own interests and prejudices. Solution of these questions
is left to the impersonal forces of the marketplace-—supply and demand. Since the
free enterprise and competitive system (from here on referred to as FEAC)
employs no centralized planning mechanism to resolve these questions, it is often
criticized as unsystematic, even chaotic. Quite the contrary: The law of supply and
demand operates far more efficiently and equitably than human planning. In a
FEAC system economic wants, needs, tastes, desires, and abilities alf find their
way to the marketplace where they are evalvated with computerlike speed and
accuracy by a pricing mechanism that determines in democraric fashion what
people want—and then (1) proceeds to allocate resources on a priority basis, based
on prices people are willing to pay to have them produced, (2) determines a wage

'The U.S. governmem has never made a distinction between economic and unecanomic employ-
‘ment,

*We know, of course, aboul “profit-sharing™ plans whereby the employer contributes to a
reticement plan on behalf of his employees—this being in excess of normal wages and paid out of
year-end profits. | wonder if employees would be so enthusiasiic about (his arrangement if it were also
tied (o a **loss-sharing’” provision, 5o that if there were a year-end loss, the employees would rerurn a
portion of their wages. In all fairmess and ¢quuy, if there is profit sharing, why not foss sharing”

0 am pverlooking entitely any question of pollutien and the possible destruction of the environment
regarding these 1wo factors, and [ assume that there is no violation of criminal law.

_ 'This is probably why those who usually urge that businesses be “*socially responsible™” or “operate
In the public inferest™ are nor businessmen.
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scale, based upon society's needs and demands for specific skills, and (3) deter-
mines by open auction who gets the goods produced. The FEAC system materially
rewards hard work, intelligence, drive, and creativity, thereby establishing
economic incentive and motivation,

Some cnitics hold that this is *‘unfair,’” as some will be rewarded to a far greater
degree than will others. What they overlook, however, is that life itself is *‘un-
fair.” Is it **fair"" that some are born strong and others weak? Or that some are born
to parents who are responsible, while others are born to parents who are irresponsi-
ble? Is it “*fair’* that some are bom of sound limb while others are born crippied?
Since people are born unequal—physically, ineliectually, morally—they will
naturatly acquire unequal amounts of worldly goods. A FEAC system, however,
by its system of incentives and rewards, stirnulates production and creativity so
that even those born with physical handicaps and limited abilities can acquire far
more goods and services (though the distribution may be unequal) than can be
acquired by others having far greater skifls and abilities but who live in an economy
where incentive, initiative, and creativity are stifled. To suggest that the FEAC
system is imperfect is to overlook the fact that no system, created by humans who
are themselves fallible, can be perfect. However, the American experience pro-
vides ample proof that the FEAC system has provided far greater economic
benefits—-though in unequal portions-—than other systems which in their zeal for
economic equality have produced democratic poverty. Even the level of material
comforts enjoyed by most of America’s welfare recipients is beyond the reach of
most who work full time in many parts of the world.

Along with supply and demand, self-interest and freedom of choice are part of
the mechanism of a FEAC system;they constitute what Adam Smith(1723-1790)
called the “‘invisible hand.”’ An individual seeking only to promote his own
welfare is, in most cases,

led by aninvisible hand to promote an end which was not part of his intention . . . . By
pursuing his own interest he frequently promotes that of society more effectively than
when he really intends 1o promote it. | have never known much good done by those who
affected to trade for the public good. It is an affectation, indeed, not very commaon
among merchants, and very few words need be employed in dissuading them from it.

U.S. economic history is replete with such examples.

Henry Ford did not intend to become a public benefactor. He simply wanted to
make as much money as possible. The best way he knew was by building the best
automobile and selling it at the lowest possible price. Since the American con-
sumer, exercising his freedom of choice, would evaluate the practicality of Ford's
Model T over other means of transportation—the more inexpensive his auto-
mabile, the more practical it would be over the competition, so the more cars he
could sell.
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When an American consumer exercises his free choice and buys a product from
all those competing in the marketplace, he is *“voting’” for that product. Manufac-
turers must court the American consumer to **vote™* for their product, since when
the consumer stops voting in this manner, the product is compeiled o *‘leave
office.”” Thus, the free enterprise system is economic democracy with consumers
exercising their voting rights ‘round the clock.

So, in his pursuit of profit Heary Ford brought low-cost, private transportation
to the world’s working classes and in the process paid the highest daily wages up to
that time for factory employment.

Thomas Alva Edison did not set out to be a public benetactor either. He just
wanted to maximize profit. And in the pursuit of profit, by inventing the electric
light, the Wizard of Menlo Park lighted the homes and streets of the world. Ford
and Edison in their pursuit of profit did more to elevate the living standards and
comfort levels of the world's working classes than all the social reformers, social
planners, and economic theoreticians combined.

One need not be a Henry Ford or Thomas Edison to make this type of social and
economic contribution. Joe Maboudi, a friend of mine who lives in New Haven,
Connecticut, operates six discount stores. He often rises early in the morning and
feaves for New York where he scours the market for bargains. oe once told me that
upon acquiring some merchandise, after driving a particularly hard bargain, he
told the merchant the price at which he intended to sell, whereon the merchant
responded, **Joe, vou ‘steal” the geoods from me, then you let your customers

‘steal” them from you."
Joe Maboudi, of course, does not work tong hours because he conceives himself

as some sort of public benefactor. Selling merchandise at rock-bottom prices is
simply the best way he knows to become rich. However, in pursuit ot riches he
drives hard bargains from wholesalers for the ultimate benefit of his customers, for
whom he provides low-cost, quality merchandise, while providing employment
for over 75 people. So with hard work and by pursuing his own self-interest, Joe
Maboudi does more to reduce poverty than all those politicians with their slogans,
promises, and plans.

in order for a free enterprise system to function properly, however, remember,
there should be as few artificial barriers as possible to impede the flow of capital,
labor, and land resources. The law of supply and demand should be free to aliocate
resources o where market forces indicate they can be most econotmically em-
ployed. After all, it’s the FEAC system that has produced our Fords. our
Edisons and our Maboudis.

Now, How About Socialism?

Socialism differs from the FEAC system in two basic ways. (1) Under
socialism the state runs the ceonomy and owns the “mieans of production.™
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Factories, utilities, restaurants, gas stations—all businesses operate for one
employer—the state (read: government). Business enterprises are run for the profit
of the state, which theoretically uses these profits for the people. When socialists
gain control of an economy they *“nationalize™’ ali businesses, sometimes confis-
cating them, sometimes compensating their owners at fow, arbitrary prices or in
long-term state bonds which begin depreciating as inflation sets in. (2) Further-
more, economic decisions and planning are not made by the impersonal forces of
the market, but by centralized government agencies. These agencies function
under the direction of commissars or commissioners and employ armies of
bureaucrats who are equipped with rolls of red tape. These cotnmissioners atlocate
and commit resources that do not belong to themseives but theoretically *“to the
people.’” Therefore, they do not risk their own capital but that of “*the people.”™
Thus, under socialism it is the **people’’ who bear the cost of economic risk and
poor planning whereas in a FEAC system it is private capital that bears these risks.

Under socialism the responsibility of economic planning and society's
economic direction is assumed by the state; under FEAC the government’s primary
economic function is to help safeguard a society where people are free to determine
and meet their own economic needs. In a FEAC system, as opposed to a socialist
one, the government is supposed to keep its hands off the economy. If some
government participation in the economy is required, it should be at the lowest
possible level—and at a minimum. However, it is self-deluding to encourage a
“little’” government participation in the economy. A little government interven-
tion continues long after its initial purpose has been achieved. Can you conceive of
a government agency saying, **We have accomplished our goal, let’s close up
shop and go home?"’ Limiting the growth of government is like limiting the growth
of weeds: It's a full-time job.!

How does socialism deal with the basic economic problems we posed eartier
when analyzing the FEAC system?

1. What should be produced? The state determines what should be preduced,
which boils down to what some commissioner ar committee feels should be
produced.

2. Who should produce it? The state assigns jobs based upon aptitude and
preference, though an individual's political reliability and cooperation with the
state often determine the type of work he is permitted to do.

3. Who gers it? In theory the one who needs it most. In practice it is the one
with the most political influence (and who can also afford iv).

What About Communism?

Communism is the revolutionary means of achieving socialism. All com-
munists are socialists, but not all socialists are communists. Not really an objective
economic and social theory, communism is only a means to an end. There are

YC. Narheote Paskinson, noted British humorise-historian, in his satice, Parkinson's Law., states

that ™ governiment grows ar the rate of 6 perceni per year imespective of the amount of work required of
wn

134



many who somehow regard socialism as a mild form of communism. This view is
incorrect. *

Socialists, or democratic socialists as they are sometimes called, seek to
impose socialism through democratic means, by persuasion and the ballot box.
Communists, however, maintain that since capitalists control the press, the gov-
emment, etc., socialism can be achieved only through violent revolution. in
accordance with Lenin's dictum, the end justifies the means.,

Socialists, therefore, often are violently opposed to communists, though they
agree on econemic principles. They oppose violence and terror in furthering the
cause of socialism. Nevertheless, the ends of the socialists and communists are the
same—they differ conly in the means.

There are somie persans who profess a mild affinity for a degree of socialism,
wanting only to nationalize the utilities or ‘‘heavy industry,”” or railroads or
medicine. At what point, then, is an industry ‘‘heavy''? Nationalization of any
business establishes the principle that private property can be confiscated and run
by the state in the *‘interests”” of the people. Once this principle is established, no
property is safe from the same line of reasoning being applied to it. If one believes
that the state can actually deliver medical care more efficiently than can
a free economy, why shouldn't the state be able to deliver food better? Why not,
therefore, “*soctalized food'’??

In the final analysis either you believe in the FEAC system, or you don't. You
either believe in socialism, or you don't. The U.S. government is contrelled by
bureaucrats, the overwhelming majority of whom don’t understand or trust the
FEAC system. Socialists usually consider themselves superior to communists
since they conceive of themselves as being democratic. This is a spurious distinc-
tion because nationalization—the confiscation of private property—is theft regard-
less of whether it is accomplished by the ballot box or by bullets.

By way of passing, it has been commonplace to characterize the ideological
struggle between East and West as one of capitalism versus communism. Thisisa
false dichotomy. It misleads the American public regarding its real enemies,
domestic and foreign. Firstof all, as explained earlier, socialism and communism
are capitalistic societies too. The Soviet Union has factories, public utilities, and
machinery—all of which arecapital. The U.5 .5 R. tries to generate, increase, and
attract capital (without having to give up much in exchange}. In the United States
* capital (theoretically speaking, of course) is owned and controlled by private

'Authe United Nations, for example, it will be noted that representatives of Eastem European
“communis™ countries atways refer to themselves and their countries as being representative of
sociglism, not communism. Russia, is, of course, formally known as the Union of Sovies Socialise
Republics. The term commmunist is consprcuously sbsent.

*An atoraey frend of mine was compluning about the high cost of medical care and suggested
sociahized medicine as a solution. | asked hini o socialized medicine could deliver bever medical
treatment, could " socialized taw' deliver betier legal services? Why pick on medicine? Obviously, he
was poL iy favor of socialized law and 50 tried o Jraw o rather weak distinction berween the 1w
professivns. Interestingly, indeed, how nany who speak Favorably about sociatived medicine strongly
object when the sume reasuning is applied 0 therr own uccupations.
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individuals. In the Soviet Union capital is owned and controiled by the state. So,
really, the conflict is not between capitalism and communism but between a
systern of ownership of capital by individvals and of monopoly ownership of
capital by the state. Actually, the struggle is between socialism and the FEAC
system. If, indeed, we had an ideological enemy it was socialism, rnet com-
munism. [t was socialism and its insidiousness that the United States should have
opposed. But the U.S. government has been ill-equipped to oppose socialism
because the bureaucrats who run the key agencies favor and extoll centralized
bureaucratic planning over the free market. Qur political leaders have selected for
economic advisers economists who invariably have been cryptosocialists.,

Facing Up to Some Facts on Fascism

Fascism is one of the most misunderstood ideologies, Many leaders,
businessmen, educators, or what have you place fascism on the extreme right of
the political spectrum and socialism on the far left, as if a gulf existed between
them. The semantic shorthand of *‘right”” and *‘left’” is misleading. The fact is that
socialism and fascism belong on the same end of the political spectrum, whether
left or right.

Some clarification of the feft-right terminology is in order. In the French
Assembly in the nineteenth century, republicans, who favored constitutional
government and ending the monarchy, sat on the left; the monarchist, clerical, and
militaristic parties were on the right. Anarchists were, therefore, called leftist. So,
calling socialists leftisr, when the left applied to republicans and even to anarchists,
is perverting the original meaning of the term. Socialists believe in omnipotent
government and in sacrificing minority rights for the ‘‘good of the people.”
Correctly understood, left should mean weak, decentralized government as charac-
terized by the free enterprise system which provides a maximum of political and
economic freedom. The extreme right should stand for strong central government,
which results in less political and economic freedom. Given these definitions, then
both fascism and socialism correctly belong on the right.

Socialists apply the fascist label to only their vilest enemies. unaware that they
are referring to an ideology that is very similar to their own. While it is true that
fascist states such as Nazi Germany persecuted ethnic and religious minorities, this
is not a requisite nor is it an attribute of fascism. Certainly in ltaly, the cradle of
modern fascism, there was no persecution of minoriies until 1938—19 vears after
the fascist party was founded-—when Mussolini tried to gain Hitler's favor. So,
persecution of minorities sside. fascism and socialism have the same ideological
roots. After all, remember that Mussolini, father of fascism, cdited Avanti, an
[talian socialist newspaper. Resmermnber, too, that Hitler rode into power on the
shoulders of the National Socialist party.

An influential American economist, Stuart Chase, recognized several genera-
tions age that socialism and fascism are indeed quite similar. In bis book, A New
Deal. published in 1932, on the subject of revolution, he stated:
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From many points of view, [ sympathize with the first [revolution], the direct and
singleminded attack. | believe it has been necessary and inevitable in Russia and it may
some day be inevitable in this country. I am not seriously alarmed by the sufferings of
the creditor class, the troubles which the charch is bound to encounter, the restrictions
on certain kinds of freedom which might resuit, nor even by the bloodshed of the
transition period. 4 betier economic order is worth a little bloodshed. [Italics mine.]

Now, fet’s see what Chase, the man who apparently supplied Franklin
Roosevelt with the slogan for his administration, said about fascism. In the chapter
entitled, '‘Dictators, Red and Black,™" he argued:

Of one thing . . . [ think we can be sure. Whatever the change, [the United States] is
going in the direction of more collectivism, more social contrel of economic activity,
more government interference, less freedom for private business . . . . The left . . .
is the only possible direction . . . . To the left three roads branch. One of them we
shall travel, but [ do nat know which. The first [communism] is the wild and stormy
road of violent revolution. The second [fascism] is the stern, steel-walled road of a
commercial dictatorship with political democracy swept doewn a gully and constitu-
tional guarantees rolled flat. The third [ the welfare state] is the road of change within the
broad outlines of the law in the American tradition, with many a zooming curve but
safely banked. The last is the road I prefer and | think the odds are in its favor—but this
may be wish-fulfillment,

While Chase did not explain why he finds fascism objectionable, he clearly saw,
unlike many politicat and economic thinkers of his day , that socialism and fascism
belong on the same side of the political and economic spectrum.

Stripped of their semantic trappings, fascism and socialism both call for
government direction and controd of a nation’s economy, as opposed to aminimum
of direction and control in a FEAC system. Fascism and socialism differ only in
degree and style. Unlike socialism, which takes legal tisle to the nation’s means of
production, a fascist government does not bother to take actual legal title but
allows ownership to remain technically in private hands. Fascism prefers to control
and direct industry by levying taxes and through govermnment edict, thereby
gaining control without needless nationalization. Sacialists, by way of contrast,
try to run the ecenomy along Marxist lines and in 50 doing usually retard the
standard of living otherwise obtainable.

Both fascism and socialism glorify a *‘higher goed,” rather than personal
freedom. Fascism speaks of **the glory of the state’”; socialism extols the **good of
the people.”” Individual rights and liberties are sacrificed to these nationai gods.

What Do We Have in America Now?

Political and secial forces keep a nation’s economic system moving in one
direction or another—toward greater centralized authority or toward less cen-
tralized authority and greater personal freedom. Lord Acton wrote somewhere that
the struggle for liberty is the struggle to contain government power. For over the
last 40 years Americans have been lasing that struggle. The United States has been
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moving steadily toward greater centralized govemmental power and authority, as
its tax structure and the imposition of price controls on a peacetime econorny have
made patnfully clear.

Suppose the government asked the American people to vote on whether the
government should naticnalize American business and industry. [ assume the
American voter would respond with an overwhelming re. However, { have yet 1o
find an American who realizes that the bulk of American business has, in fact, been
nationalized. Let me explain. Nearly all major U.S. corporations fall in the
48 percent tax bracket—that is, they pay 48 percent of their profits in excess of
$25,000 (on the first $25,000 profits, the tax is 25 percent) to the federal govem-
ment, before any dividends reach the stockhelders. So, for example, for every
3100 profit General Motors earns (whether distributed or nof), the govermnment
takes $48. Even assuming that GM distributes the remaining $52 to its stock-
hoiders, the government wiil tax these profits again as a dividend.

Figure 25 graphically reveals the true status of American industry. For ex-
ample, in 1972, American corporations generated approximately $126 billion in
profits. However, $43 billion of this was needed by the corporations themselves in
order to continue operations, leaving only $83 billion available for distribution to
the “*owners.” Of this amount, government took $56 billion or 67 percent, while
stockholders (the theoretical owners) received $28 billion, or approximately 34
percent. Moreover, government insisted on taxing these profits again when they
were merely recefved by the stockholders (the “‘minority’* stockholders, it now
develops) as a dividend. Assuming that the average stockholder was in a
30 percent tax bracket (state and federal), govemment took another $% billion of
corporate profits, thereby receiving a total of $64 billion, or 77 percent of

distributable profits! 1263
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Suppose the state simply confiscated 77 percent of all the outstanding stock of
American industry, and received its income not by the imposition of *‘taxes’” but
by the dividends received on this confiscated stock. Would the government’s
revenue be diminished? 1t makes little difference if we call what the state receives a
“tax’’ orthe *‘confiscated earnings’’ of the rightful owners. The point is that since
the state receives and enjoys the bulk of American indusiry’s profits, it is the state
that really owns U.S. industry—not the stockholders!

True, the legal owners can make management decisions. But the purpose of al)
such decisions is to generate profits, so these decisions are made primarily for the
state’s benefit, since it is the state that will benefit from any increase in profits. It
has not yet dawned on the public that the U.S. government has effectively
nationalized American industry, simply because the patiopalization has not been
absolute. However, a 100 percent natienalization would be self-defeating. If the
government took all of the profit, no one in the private sector would be foolish
enough to invest any more capital, which then the govermment would be compelled
to do. Also, if the govermnment completely nationalized U.S. industry, it would be
forced to operate it, and with the government’s usual bureaucratic efficiency (e.g.,
the post office}, it would obviously risk not enly the 77 percent of the profit it now
enjoys, but also the revenue it derives through withholding taxes, payroll taxes,
processing taxes, excise taxes, and sales tax levies.

In any case, the right to enjoy income is tantamount to the right of ownership.
Since it is the state that now enjoys the bulk of American industry’s income, itis, in
fact, the state that is the real equity owner, if not the legal owner, of American
business.

This fact—the conversion of the equity ownership of American business from
private to public hands through the government's abuse of its taxing power
—cannot be emphasized too strongly. So, in the interest of additional emphasis,
let’s draw another analogy. Suppose you own a building. It is in your name. You
operate and maintain it and enjoy all the income it furnishes. Suddenly you are
compelled to turn over 80 percent of the building’s profits to Mr. X. Mr. X informs
you that nothing else is changed, the building continues in your name, you still
operate it and are free to invest capital in it. Now who owns the building? Mr. X
does. You are merely the caretaker, and your 20 percent can be considered as Mr.
X’s allowance to you for servicing and maintaining his profit, and for the book-
keeping and accounting services that you dutifully perform. This, of course, is the
picture of most American business. So the next time you invest money in an
American business, remember that you are investing in a business that is already
nationalized.

The American public must wake up and realize that we are now living under a
system that is a combination of socialism and fascism. It is doubtful that those
lawmakers responsible for passing the Sixteenth Amendment to the Constitution,
authorizing Congress to “‘ievy and collect taxes on income,”” ever dreamed that
Ihey were providing future politicians with a toel for unconstitutignally altering the
entire character of our economy and our nation.

139



U.S. Taxes— How They Have
Converted the American
Worker into a Serf

As taxes have transferred the ownership of American business from private hands
to the state, so have taxes transformed the American worker from free man to serf.
Since there is a lower social conscience among slaves and setfs than among free
men, we should naturally expect a lower social and econornic concem in America
today than existed, say, fifty years ago when Americans were free.’

[ realize that many people will automatically reject as absurd my contention
that the American worker today is no more than a ““slave.'” Many incorrectly
associate slavery with confinement, flogging, and leg irons. The chief distinction,
however, between a slave and a free man is that a free man owns what he produces,
while a slave does not.

The slaves on the southern plantations had little incentive to produce since all
they produced was taken from them. However, the siave owner was compelled to
supply the slave with food, shelter, clothing, and medical care, if caly to protect
the value of his original investment. Slaves soon leamned how little they needed to
produce in order to secure the minimum level of subsistence that would be
provided. Slave owners, therefore, realized very little excess productivity from
their slaves, which is why slavery is such an inefficient economic institution.

'Schiff s First Law of Social Behavior slates) " Sirong government breeds weak citizens—weak
govemment breeds strong citizens.™

140



“*Qver the course of his lifetime, the typical slave field hand received about 90
percent of the income he produced.”™

During the Middle Ages serfs were required to turn over to their local lord 25
percent of their productivity, and for this the serf received protection. 5o, if the
slave turned 10 percent of his productivity over to the slavemaster and the serf
rumed 25 percent of his productivity over to his local ford, what is the status of the
American worker who routinely turns over 30 to 45 percent of his productivity to
the state? Figure 26 will reveal how much is extracted by the state from the average
American worker and how little is left over for his own discretionary use.

There are these who clatm that a goed deal of this tax money was taken by the
government in order to provide benefits for the worker. One wonders if the worker
would voluntarily purchase these “‘benefits’” at the heavy price the government
insists on charging.® In any case, history may decide thar since the benefits were
purchased at the expense of a massive depression and social chaos, the price
extracted was a price the American public could hardly afford to pay. At issue
here, however, is the question of freedom of choice. Does the American worker
have the right 10 spend the money he earns as he sees fit or doesn’t he? If 1
confiscate a substantial portion of another's income and use it to provide him with
the benefits [ think he should have, he is, essentially, not free.

IE, at this point, one suggests that the majority of Americans are incapabie of
making such decistons for themselves and so need government to do it for them, he
immediately becomes impaled upon the homs of dilemma. If the majority of
Americans are indeed incapable of making decisions concerned with running their
own lives and tending to their own welfare, how then can they be presumed to be
sufficiently capable of making the more complex decisions required in selecting
representatives who will? In other words, if American citizens are incapabie of
managing their own affairs, they are incapable of managing the more complex
affairs of government --so why allow them to vote?

Why We Allow Ourselves to Be Fleeced

The process by which increasing tevels of taxation have made virtual slaves out
of Amerca’s working classes. | believe, was made possible because of the
impersonal nature of money, and by tax payers not directly associating money with
the fruits of their own labor. For example, if an individual were 10 make seven
chairs in his basement workshop and then set them out on his lawn, he would not
tolerate for amoment the logic of a neighbor who said, **I can't make chairs myself
and since you obviously have more than you need. I think that [ shall take two for
my famify "

Itis self-evident that no one save the maker of those chairs has any legal right or

'Robert William Fogel and Stuniey L. Engerman, Time on the Cross (Boston: Litle, Brown, and
Company. 1974, pp. 5-6.

*lwould be prepared 1o argue whether the 1uves are aeeded to provide henetits for the taxpayer or
Jobe Tor burcaucrits.
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Figure 26

Gross income (Single taxpayer, one exemption)...........cccoooovrice v e $ 150.00*
Withholding taxes......c.cc.c.cvine SRRSO
Social Security taxes

Social Security taxes levied

against Payrol) ... 8.78** 8.78**

Total Gross Wages.............. $ 158.78

Total Taxes (direct) 42.06

Net Wagesibefore deducting non tax deductifile expenses)........c....ovnn $ 116.72
Deduct at least $3.00 a day for such items as

transportation, lunches, clothing, cleaning, etc.......................... 15.00

Net Spendable Wages ..o $ 101.72

if a worker was to spend all of the $101.72, at least 20%
would go to pay the cost of indirect Federal taxes, such as
excise taxes, processing taxes, tariffs; and state and
municipat taxes such as property and sales taxes. Since
state and local taxes alone equal approximately 40% of
Federal Taxes, 20% would be a conservative figure
INEt Spendable INCOME ...ttt st s e rrbe st e raeman e e

1. Total value of worker's productivity .........cccooecreceniinccnc.l
2. Amount available for worker's personal, discretionary use

for such incidentals as food, clothing, shelter, medical

care, transportation, recreation, saving, investments, etc............ 8138
3. Amount of worker's productivity available for his

discretionary use expressed as a percentage of

his gross productivity ... e 51%
4. Value of worker's productivity garnished by government

ERXATION oottt cre e e s e e $ 6240
5. Government taxes expressed as a percent of worker's

net spendable income............e. 7B

S50 many American workers are compelled to produce $76.00 for the government
before they can have $100 to spend on themselves.

*According 1o the U5, Bureau of Labor Statistics, the average gross weekly wages for nonagricultural workers
was $145.43 in 1973 and $154.45 (estimated) for 1974,
**As explained on page 113, the worker pays the entire cost of Social Security.
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claim to them, regardless of whether they are actually needed by him or not, or
whether they might be needed by another more. Suppose, therefore, that instead of
aneighbor, a representative of the U.S. government arrived and demanded the two
chairs on the grounds that, **since you can make chairs while others cannot, it is
your obligation to supply chairs to those who are unable to make them for
themselves."" Is there any doubt that no American would turn over anything he
made to the government based on such reasoning? The govemment, | submit,
would have a full blown revelution on its hands if it attempted to tax citizens
directly, taking a portion of what they directly produced. But look what happens
when taxes are levied and paid not in production, but in that common denominator
of all production, that impersonal substance—unmeney. Suppose out chairmaker
decided he no longer needed the chairs and so converted them to another asset,
unmoney, in order to exchange it for another item he needed more. Suppose our
chairmaker is in the 30 percent tax bracket and sells the chairs for $30 each, or $210
total. He suddenly owes the government $63 in taxes,' or the proceeds of two
chairs. Our obedient, law-abiding citizen now does not even question the
government's clatm to the dollar value of the two chairs, and so he dutifully turas
aver to the government the dollar equivalent of the property he would have taken
up arms to protect had the govemment dared lay claim to it directly.

Who's Being Gouged the Most?

It is those in the vast middle and lower income brackets who pay the bulk of the
taxes. For example, using IRS figures for the year 1971, out of total tax receipts of
$188.4 billion, only $13.9 billion, or about 7 percent, was collected in income
taxes from those earning over $30,000 a year ($10,000 in 1945 dollars) while
another $3.8 billion was collected in estate and gift taxes from those who might
presumably be in the wealthy class. So, a grand total of $17.7 billion in federal
taxes (or less than 10 percent of the total tax bill) can be said to have been paid by
America’s wealthy.?

Politicians have tried to persuade the American voter that there somehow is
another fellow, of a vast ““upper class,”’ who is going to pick up the tab for all the
federal spending programs. The somber truth is that the bill is handed to America’s
working men and women, and it's high time they understood that and that no
“*closing of loopholes™ or “‘tax reforms’” will change it.

The government disguises the extent of its tax-gathering activities by the

" have not taken inlg account the cost o praduce the chairs, since [ do not wanl Lo detract from the
principle involved.

*I do not cite these figures to suggest that higher taxes be imposed on those n upper income
brackets. On the contrary, the government would actually increase tax receipts (f lower tax rates were
z_lpplied on the higher brackets. This would, theeefore, reduce the taxes required of the middle and Tower
income levels.
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variety of taxes it levies and the methods it uses to collect them. For example,
consider the withholding procedure that was installed to make payment of income
taxes as painless and inconspicuous as possible. I recall reading some years ago of
a Southern manufacturer who tried to withhold federal taxes monthly rather than
weekly . This resulted in most workers not receiving any paycheck at all at least one
week each month, and emphasized painfully and clearly the extent to which they
were compelled to work for government. If all American businesses fotlowed this
manufacturer’s example for just six months, America’s working men and women
woutld drive from office any peliticians who dared suggest another federal program
for the *‘nation’s workers.”" But, alas, I also recall reading somewhere that the
government barred the manufacturer's action, making it mandatory that employers
withhold taxes as they pay wages.

Americans now pay taxes on taxes. A few years ago. I bought some tires. On
paying the bill, I noted that the clerk had added in the federal excise tax and, then to
this total, computed the Connecticut sales tax. This meant that I paid state sales
taxes for the privifege of paying federal excise taxes. [ assumed, therefore, that the
clerk had erred, instinctively feeling that paying taxes upon taxes was $o inequita-
ble as to be unreal. The clerk pointed out, however, that for some reason in
connection with automobile tires, the excise tax was added on at the ime of sale,
unfike other products such as automobiles and alcoholic beverages, where they are
already included in the retail price and not shown separately. So. he correctly
potnted out, *‘you pay sales on top of federal excise taxes on those items.”” So,
Americans indeed pay taxes on top of taxes,

Politicians alse try to convey to the public the impression that the burden of a
good portion of the nation’s taxes can be shifted to the large corporations, [t should
be abvicus, however, that any taxes corporations pay simply reduce the amount of
capital they have for purposes of expansion and so again, these taxes come out of
the pockets of U.S. workers and consumers. [n any case, taxes become simply
another production cost that is passed on to the worker and consumer in the form of
higher prices. So he or she is deceived about the full extent of his or her tax bill
because of the various hidden taxes, whether buying goods or services or when job
hunting.

Consolidated Edison recently launched a campaign, which hopefully other
American businesses will imitate. It sent out the following statement with its
monthly bills:

Beginning this month. your Con Edison bill will show approximalely how much of each
dollar we bifled 10 customers inthe preceeding 12 months went to taxes and fuel. Forthe
year ending June 30, 1974, the amounts are 23 cents for taxes and 33 cents for fuel.
The tax figure will reflect all taxes we pay. o total of nearly 500 million o the year
ending June 3. These are mainly state und local taxes and include the sules tax which
also appears as a separate item elsewhere on your bill.
We don’t engoy serving as a tax collector. We would prefer that local and state
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governments collect these taxes in some other way so that your Con Edison bill could be
lower. But aslong as we are required to collect these taxes they must be reflected in your
bill.

It is indeed a tribute to the resourcefulness of politicians who, in devising a
variety of taxes and methods for disguising and collecting them, have been able to
con the average American into parting with so much of his productive effort. Had
this level of taxation been attempted in the 19th century when Amernicans still under-
stood the word freedom, a revolution would have ensued immediately. Can you
even conceive of America’s westemn pioneers being told they had to um over 40
percent of what they produced to the government? Could our country have been
built if it had been subjected to this level of taxation?

The Growth of Government Spending

In 1950, total expenditures for federal. state, and local governments was $70
billion; in 1972 they were $397 billion. [n 1950 the GNP was $284.8 billion, while
in 1972, it was $1,155.2 billion. Government expenditures, therefote, increased
from nearly 25 percent of the GNP o 34 percent, for an increase of almost 40
percent. The increase, however, is even greater than these figures indicate because
the GNP is a misleading economic index and is not really an indication of effective
economic output® since it even includes the salaries of our nonproductive politi-
cians and bureaucrats whose swelling incomes distort meaningful GNP figures.

Figure 27 compares increasing government expenditures with effective GNP
productivity and illustrates why America is experiencing all kinds of shortages and
economic problems. It reveals the extent to which government is increasingly
devouring the economy.

In 1950 total government expenditures were equivalent to 83.5 percent of the
gross product of all U.S. manufacturing; however, by 1972, they equalled 98.53
perceat of the rowal gross product of:

1) All U.S. manufacturing

2) All U.S, agriculture

3) All U.S. mining (including petroleum and natural gas production)

4) All U.S. communications

5} All electric, gas, and sanitation services

So, government is now spending mare than the total GNP value of all the food
we produce, all the minerals and fuel we extract, all the products of our factories,

"It would be more accurate (o compare government expenditures to the Ne( National Product (the

SNP minus capital consumption). which reveals that these expenditures climbed to 38 percent of the
NP.

*See page 243, Chapter (2.
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Figure 27

THE GROWTH OF GOVERNMENT EXPENDITURES
RELATED TO ECONOMIC PRODUCTIVITY

Total Government
Expenditures:

Federal, State and GKP Value

Local. ol D:&Edhatsi;

$70 BILLION RS
$83.8 BILLION

Manutacturing

But LOOK ot what has happened in only 22 short years!

o
Total Government
Expenditures: GNP Value
Federal, State and of FIVE basic
Lecal. Industries
$397 BILLION A $402.9 BILLION
< SEE BELOW
o
£
A-Manetacturing vovveearees $290.7
B-Agriculture, Forestry
and Fisherieseivesrerarrenss 315

C-Miring {including
Petroleum & Natural Gas).. 18.2

D-CommuicationS.e.eeniresss 8.5
Electric, Gas and
E-Sanitalion Services........ 28.0
$402.9
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plus other basic services. Is it any wonder that the country is in serious economic
trouble?

Since more and more of our economic activity is diverted to finance government
activity, less and less is left to suppont the rest of the economy. All kinds of
shortages must be expected because of this. [n essence, shortages and a substan-
tially lower standard of living are the price America now pays for government,

The American economy developed into the world’s most powerful and effi-
cient when government consumed only a meager portion of its national product;
however, future historians may record that its demise quickly followed when
government consumed too much.

The economic problems now facing America can be compared to a parasitic
plant that has fastened itself onto a mighty oak, When the parasite covered only 10
percent of the tree, it was still possible for the tree to prosper; indeed, the parasite
may hardly have been discernible as it grew among the tree’s own branches, As the
parasite grew, now covering 20 percent of the tree, it inflicted more damage,
Dead leaves and branches began to appear; the oak's growth stopped. (The
American economy exhibited a number of early symptoms of the parasitic growth
of government: the persistent gold drain starting as early as 1958, our adverse
balance of paymenis as early as [960; later symptoms included the government's
inability to maintain sttver coinage and gold-backed currency.) However, the tree
mighi still appear reasonably healthy (if one didn't examine it too closely). If the
spreading fungus were even then destroyed, the tree would, in time, regain its
former health.

But assume the parasite is permitted to continue to grow, soon wrapping its
deadly temtacles around 30 percent, then 40 percent of the tree. At some point,
that mighty oak must die, and then nothing will restore it to health.

Similarly all levels of American government, like the parasitic growth de-
scribed above, have now grown to the point where they now threaten the very life
of our economy. [f Americans refuse 1o recognize this danger and permit this
destructive growth to continue, our economy, and therefore cur society, is
doomed; and who can say what will replace it.
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3

Taxes:
The Arsenic in Our System

America is being poisoned by a tax system that (1) penalizes economic efficiency
and destroys incentive while subsidizing inefficiency and encouraging unem-
ployment, (2) diverts the nation’s supply of capital to less efficient areas, (3)
destroys jobs, (4) increases substantially the difficulty of the older workers to find
employment, (5} promotes greater concentrations of economic power, (6) compels
those entering business to make Uncle Sam a *‘silent partner’’ who puts up no
capital yet demands more than half the profits, and (7) contributes directly to a
lowering of public morality while increasing the influence of organized crime.

The Big Rip-Off

Every income tax system is potentially damaging to society. Despite this
danger, however, an income tax might be necessary to provide government with
the funds with which to conduct its legitimate business. Therefore, it becomes
incumbent on legislators to be aware of its inherent dangers. Have our political
leaders in Washington shewn an awareness of this danger? Reference to U.S. tax
schedules, past and present, shaws the extent of their legislative irresponsibility.

Lel’s examine an extreme example, while recognizing that the same forces are
at work, only to a lesser degree, at lower tax levels. From 1944 to 1964, a 90
percent tax applied to earnings over $100,000. In other words. a taxpayer with
ordinary earnings of $100,000 was expected to give Uncle Sam 90 cents of every
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additional dollar he earned. From 1965 1o 1970 this rate was lowered to nearly 70
percent, and again in [970 to a maximum of 50 percent on earned income and a 70
percent rate on income from other sources.

Let's assume that a taxpayer was an actor during the 1950s, and that by
March 1 he had already eamed $100,000. Would he seriously pursue another
$100,000, knowing he could keep only $10,000 of it? Would he seriously con-
sider making a movie for $200,000, when in reality, he would be doing it for
only $20,0007 One having the taient and ability to command $200,000 will seek
other ways of earning money where the tax impact will be lighter; ot failing this, he
might choose not 1o work at all.!

One method that actors used to keep the money that their tatents earned for
them was to seek earnings by way of ‘*capital gains™* rather than on the basis of
straight salary, since the maximum tax on a capital gain was 23 percent, much
tower than a 90 percent income tax. However, in order to pay the lower tax, an
actor had to own an interest in the motion picture, and not be a salaried employee.

So, asaresult of the confiscation of wages, it no longer became econornical for
movie stars to work for the large studios on a salaried basis. This is why major
actors left their studios, or set up their own production companies, or demanded an
interest in the movies they made, or even moved to courtries where they could
negotiate a lower tax rate.

Where once the man in the street could name 50 actors and actresses, today he
would be hard pressed to name even 10. No, Hollywood's decline cannot be
blamed just on changing tastes. Our government’s unrealistic tax structure is also
to blame.

Suppose that instead of attempiing 1o tax individuals on a 90 percent basis
Uncle Sam had only limited his greed to 25 percent. One might be willing to eam
an additional $300.000, if in so doing he could at least keep $225.000. But is it
realistic to expect that those who have the talent and ability to earn $300.000 wouid
do so, if they had 1o give the government $270,000 while keeping only $30,000 for
themselves? To expect that society can benefit to this extent is lunacy. Such levels
of taxation merely destroy the creative efforts of those capable of attaining these
income Jevels and force them to seek other ways to earn money.

While the degree to which a 90 percent 1ax bracket is counterproductive is
obvious, the same negative forces will be at work ail the way down the progressive
tax ladder, only operating at lesser intensities. Recognizing this, our legislators in
Washington, had they any economic intelligence at all, would have realized that
Fhey cannot burden an economy with tax rates that are so destructive to economic
mmcentives. Inessence, unrealistically high t1ax rates will actually impair and reduce

. 'In analyzing the ceonoimic unpact of a 90 percent ta bracket, T am overlovking the Lrger moral
issue of how an ethical suciety can even presame fo have w leprimate m on 9 percent of an
individual's productivity! Is Gration merely a disguise to epable politicians o deprive citizens of their
PTOpPerty without ““due process of law™™ as provided by the Filth Amendment?
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the long-term ability of the economy to generate taxes, and thus actually increase
tax burdens for all.

I personally feel that even a 50 percent tax rate is much too high, both from a
moral point of view and from the standpoint of fumishing economic incentives. I
fee! that a maximum tax of 20 percent—one-fifth of what an individual
produces—is sufficient tax for the federal government (o learn to tive with. It
should be up to government to fashion a budget for itself based upon what the
citizens of the country can realisticatly afford, rather than for citizens to be taxed
for ap amount that the government chooses to spend. It is government that must
accommodate jtself to the tax limitations of the economy, and not the economy that
must accommodate to the financial appetite of government.

Let us examine how even a 50 percent tax bracket causes economic distortion.
When businessmen consider expenditures for fixtures, advertising, new equip-
ment, and so forth, each dollar spent may only represent 25 cents of their own
after-tax money. If this amount were not spent, 75 cents might go to govermment in
taxes anyway.! Conversely, if one works harder, one may only keep 25 cents out
of every additional dollar generated by this extra effort.

The economic impact created by this is to encourage unnecessary and un-
economic expenditures while at the same time discouraging increased economic
effort on the part of those capable of making it.

Would, for instance, the plush carpeting and drapenes and furniture so charac-
teristic of many of our offices be purchased if such expenditures were not tax
deductible? If this type of expenditure were not tax deductible, many offices would
be far more Spartan in their appearance. Expenditures would be treated far more
sertously, and made more cautiously.

In this connection, somebody might raise the point that if you reversed this
tax-induced propensity for businesses to spend, would you not be destroying the
jobs that this increased spending creates? The answer is no! You would actually be
creating more jobs and ultimately increasing consumer spending. If, for example,
a $10,000 expenditure a firm contemplates for new furniture were not ‘‘sub-
sidized’” by the government (I use **subsidized’’ only in a distorted sense, since
the government is not *'giving” anything—it is merely thwarted from *‘taking’’}
by being tax deductible, it might think twice before making such an expenditure.
Indeed, it might decide that it could live with its old furniture. As a result, the
$10.000% might remain in the firm’s bank account, where it would be available to
be loaned 1o other firms who could use the money for expenditures of a more

IFor the sake of simplicity, 1 am not drawing any distinction between expenses which are
immediately written off and those that might be capitalized and written off on a siraight line o¢
accelerated depreciation basis, since the end result is largely the same.

?] vealize that my example overlaoks the 1axes that would, of course, be due (f these expenditures
were not made, but taking this into consideration would unnecessarity cornplicate and interfere with the
principle | am attempting o illustrate.
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pressing economic nature. In any case, the original firn—if guided by a more
prudent fiscal policy—might accumulate in this manner $30,000 or $40,000 in
additional capital. These additional reserves would be available to finance sig-
nificant economic expansion, or to see the firm through a period of adverse
business conditions.

In any case, total business spending has not diminished, nor have any jobs been
lost. Spending has merely been shifted from less economic to mote economic
areas, while more permanent economic employment has been assured. And since
taxes obviously encourage businessmen to make unnecessary and uneconomic
expenditures, they lower substantially American industry’s ability to produce
goods and services at the lowest possible prices.

How Income Taxes Encourage Greater Concentration of Economic Power
and Divert Capital from Productive Use to Stock Speculation

As explained earlier, a corporation pays 22 percent of its first $25,000 of
corporate profits to the federal government and 48 percent on amounts in excess of
$25,000. In addition, for example, the state of Connecticut levies an 8 percent
corporation tax on profits; and so, in the Nutmeg State, the effective corporate tax is
28.2 percent on the first $25,000 of profits and 51.87 percent! on amounts over
that. In addition, of course, when the after-tax corporate profits are distributed to
the stockhelders, they are again subject 10 taxes as dividends. For the sake of
illustration, let’s assume an average corporate tax of 50 percent on eamings in
excess of $25,000 and a personal tax bracket of 50 percent for the owners of the
following closed corporation.

Figure 28 illustrates how a pension or a profit-sharing proposal might be
presented to the owners of a closed corporation by representatives of the insurance
or securities industry interested in installing such a plan. By adopting a corporate
Pension plan or profit-sharing plan, you would have $8,000 working for the benefit
of the owner employees and $2,000 working for the benefit of the other employees.
Without a pension plan, only $2,500 would be available, after taxes, for the benefit
of the working stockholders and nothing for the other employees. Which plan, Mr.
Employee Stockholder, would you rather have: one that will provide you with
$2,500, or one that will provide you with $8,0007 They both cost the same.

While the percentage of the pension and profit-sharing money going for the
benefit of stockholder-employee may appear discriminatory, according to the law
it is not. Pension and profit-sharing contnbutions are based on an employee’s age,
salary, length of service, and social security benefits—a formula is generally

'Since siae taxes are themselves deductible, he effectuve combined total is lower than the
arithmetically combined rate.
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Figure 28

PROPOSAL FOR PROFIT-SHARING
OR PENSION PLAN FOR XYZ CORPORATION

Excess corporate profits ... e B 10,000
LESS:
State and federal COrPOFAtE taXe5. .. vt cieeeer e et rs et e amaee s 5,000
Profits available after taxes for stockholders dividends............c.cccoc.oveen. 5,000
LESS: Personal taxes—50 percent bracket ...........ooo oo, 2,560
Net amount of corporate profits remaining for the benefit

of stockholders afier corporate and personal taxes...............occcoein. 2,500

However, if $10,000 were tax sheliered in a corporate pension
or profit-sharing plan, the following would result:

Amount placed in corporate profit or pension plan.........cccevioice o 10,000
This amount would be tax deductibie

Amount allocated for the henefit of stackhalder-employees........c.ooe... 8,000
Amount allocated for the benefit of other employees.........c.cocovviveein. 2000

determined which, based on these factors and applied uniformly to all employees,
will simply create the maximum contribution for the benefit of owner-employess.
After alt, the success of a firm dealing in pension and profit-sharing plans is based
on how skillful the firm is in developing formulas that provide the maximum
percentage contribution for the stockhotders and the minimum percentage for the
other employees,

It was based upon proposals of this nature that the bulk of the pension and
profit-sharing plans of small closed corporations were installed, but consider the
economic impact.

Let's assume that the above business could have actally employed the
$10,000 in its own operation. Obviously, however, it could not have done so,
since after paying corporate taxes the firm would have had only $5,000 to invest,
while additional earmings generated by this increase in investiment would again be
subject to high corporate tax rates. Money invested in the pension plan, however,
is not only tax deductible, but the earnings in the fund accumulate tax free. So,
instead of employing s capital within its business—for expansion purposes, for
modernization, for product research and development (where the capital would be
under the immediate control of management and where it would probably do the
most economic goody—the firm manages to invest it in a pension or profi-sharing
plan where it’s used in al} probability 10 buy the existing shares of larger corpora-
tions. Or, it might be used to buy debt securities of much larger corporations, or,
what is even worse, 10 buy government bonds, where the capital would then serve
no useful economic purpose at all.
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For a FEAC system to function properly, the econemy’s limited amount of
capital should flow to where it is needed most, free of antificial influences such as
tax considerations. The best indication of where capital should be employed is
where it will yield the highest rate of return. All things being equal, capital should
flow in the direction of the highest yield. Let's return to the above example and see
how tax considerations have distorted capital flow. Let’s assume that the above
corporation could develop a return of 15 percent on capital invested in its own
business. So $10,000, if employed in the business, would generate 31,500 of
additional profit and should economically be employed to expand this business.
But $10,000, of course, would not be available for such investment, only $5,000
after taxes,' so the additional profit would be only $750 not $1,500. But this again
would be taxed on a 50 percent basis, leaving only a 3375 net retumn after taxes
from the employment of $10,000 of original profit. If, however, the $10,000 of
profit is invested in a pension or profit-sharing pian, where it is invested in
government bonds or in stocks yielding 6 percent, the net yield to the corporate
pension plan would be $600, which is much greater than the after-1ax yield of
$375. If taxes were not a factor, the $10,000 would be invested to generate 15
percent, but because of the impact of taxes, the capital is employed to eamn only 6
percent. Thus, our tax structure forces capital to be employed less economically.
This prevents the economy from producing the maximum amount of goods and
services possible and contributes toward lowering our standard of living. Another
consequence of this is that it creates artificial demand for the securities of our
larger, public corporations and encourages capital to be used for stock speculation
and stock trading rather than for creative purposes. (This has contributed to the
large tosses which pension and profit-sharing plans have suffered as a result of the
severe drop in both the stock and bond prices.)

If an employer wishes to establish a pension or profit-sharing plan, that's one
thing. But his decision should be made only after a careful weighing of the
alternatives, and, as can be seen easily, impartial judgment is impossible because
of the distorting impact of taxes. Thus, not only do taxes incerfere with business
judgement but they promote latge corporations at the expense of small
business by offering inducements to the latter ¢o invest in the former thereby
encouraging capital to be used less creatively, productively and competitively.

How Federal Estate Taxes Destroy Small Closed Corporations

Figure 29 contains the rates for one of the most destructive ecenomic forces in
American life today—the federal estate tax. These taxes have generally supplied
the government with approximately the same amount of revenue that it has spent

Thfl! is, averlooking any ax deductions and investment fax credies the additional employment of
10006 nugh deveiop.
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Figure 29

THE FEDERAL ESTATE TAX

R of tax on

Ta:::a'f t%s‘t)arte Taxable estate Tax on amaunt :E(::esstover

more thane— iess than— in cofumn (1} amount in
column (1)
(1) {2) (3) 4)

(Percent)

$5,000 0 3

$5,000 10,000 $150 7
10,000 20,000 500 11
20,000 30,000 1,600 14
30,000 40,000 3,000 18
40,000 50,000 4,800 22
50,000 60,000 7,000 25
60,000 100,000 9,500 28
100,000 250,000 20,700 30
250,000 500,000 65,700 32
500,000 750,000 145,700 35
750,000 1,000,000 233,200 37
1,000,000 1,250,000 325,700 39
1,250,000 1,500,000 423,200 42
1,500,000 2,000,000 528,200 45
2,000,000 2,500,000 753,200 49
2,500,000 3,000,000 998,200 53
3,000,000 3,500,000 1,263,200 56
3,500,000 4,000,000 1,543,200 59
4,000,000 5,000,000 1,838,200 63
5,000,000 6,000,000 2,468,200 67
6,000,000 7,000,000 3,138,200 70
7,000,000 8,000,000 3,838,200 73
8,000,000 10,000,000 4,568,200 76
10,000,000 —eenetmtm e - 6,088,200 77
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on agricultural subsidies'—payments to v wmers for not growing food. Therefore,
it can be said that while taxes generated by estate tax levies have not benefited the
American public, they have wreaked havoc on the economy and harmed the
American worker and consumer.

Let’s use a dramatic example of how this tax destroys local and family
ownetship of modest-size businesses, compels owners to sell out te larger public
corporations, and accelerates the movement to greater industrial concentration
while weakening the private competitive system. By effectively weakening the
smatler, and usually more aggressive, business firms, our system of estate taxation
assures the larger, more powerful corporations that they will have less competition,
and thus they can be more complacent, more inefficient, and less competitive than
they would ordinarily have to be.

Suppose an individual built up a soap and chemical manufacturing business
worth $10 million; not a Procter & Gamble or a Colgate-Palmolive Company, but
nevertheless a sizable firm that could be competitive with them in many areas.
Let’s assume that Mr. Smith started this business in 1945, atage 30, and now at 60
feels that he can retire and leave his business to his two sons to operate.

While Mr. Smith is now worth $10 miilion, this wealth is largely in illiquid
assets such as plant and equipment, trucks, patents, and good-will, while in liquid
assets Mr. Smith has about $300,000 of life insurance and about $300,000 in cash
and other stocks and bonds.

As Mr. Smith contemplates retirement and makes plans for transferring the
business, his accountant shows him the estate tax table (see figure) which indicates
that at his death his estate would have to pay the federal government about
$6,088,200 in estate taxes in order 10 bequeath his $10 million business to his two
children.2 In addition, state succession taxes would take another 5 percent (or
$500,000), while legal and probate fees would be at least 2 percent (or $200,000),
meaning his estate might have to raise $7 million in cash in the event of his death.

Itis, therefore, impossible for Mr. Smith to consider leaving his business to his
sons, since there is no way that these taxes can be paid without selling the business.
Mr. Smith also realizes that he cannot risk death before disposing of his business
since his estate would then be in a position of having fo sell to raise money for
taxes, and thus would be in a much weaker bargaining position. Mr. Smith realizes

‘that his estate will have to be far more liquid before his death, so the logical remedy
is to try and sell the business now, to a larger public corporation for stock and
perhaps a long-term employment contract for himself and his two sons.
'Foc example, collection for estate 1uxes and gift taxes for the years 1971-73 (estimate) were $3.735
billion. £5 436 hillion, and $4.6 billion, respectively. while ' farm-income stabilization” payments for
the same period were $3.65( bilfion, $5. 146 biflion, and $4.251 billion, respectively. These figures do

not in?lude the 10tal agricwlturat subsidies, since they do not mciude that subsidy entitled ** Food for
Peace™* that amounted o $918 million. $993 miliion. and $847 millwon for the years shown .

1 am overlooking the additional taxes thal would be due on his other assets, which concervably
would take 77 cents out of every dotlac.
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Stock in a publicty held corporation would be far inore liquid than the stock he
currently holds in his family firm and could be sold to pay the estate taxes. So Mr.
Smith seils out to a large public corporation. With the sale, the managerial and
ownership ttes between his family and the business are severed. Control of the
family business within the local commuanity has ended and so, in all probability,
have the many scrvices furnished by Jocal businesses und professions. The ac-
counting will prabably be transferred to the acquiring firm’s accountant, as will the
tnsurance and numerous other services. Such is the destructive power ot the federal
estate tax and its capacity to force greater concentrations of economic power and
absentee ownership on the American economy.

As the tax 1able indicates, one need not have a $10 million estate to be faced
with forced tiquidation in the event of death. Federal and state death taxes, plus
probate and court fees, on a million-dollar estate can run to $400.000, 40 per-
cene of what an individual has managed to create during his lifetime. I the bulk
of this estate was a large nonliquid business asset, this might have to be sold in the
same manner as descnibed in the previous example in order to raise the cash needed
to meet these heavy tax habilities.,

It would be one thing if the gevernment, by confiscating this amount of wealth
and forcing greater concentrations of economic power, did so in order to achieve
sonie useful social purpose—but as the government figures themselves show, the
taxes thus raised are wasted anyway.

Hew Higher Taxes Make It More Difficult for Older Americans
to Find Employment

Government officials have found it necessary to enact legislation outlawing
discrimination in employment because of age. What the American public has
overlooked 1s the U.S. government's key role in creating this type of discrimina-
tion in the first place. Since taxes, even for the blue-collar worker, take such a
large bite out of any salary increase, unions have for a fong time pushed for a
variety of nontaxable fringe benefits, rather than for straight salary increases.
Examples of nontaxable benefits are group life insurance, group hospitalization
insurance, group disabiiity incorne protection, group major medical coverage, and
pension plans. These benetits can, in many cases, equal a third of the direct salary
paid as wages. Here's why having one's employer buy group life insurance is
advantageouws. In order to afford $100 ot life insurance a worker might have 10
allocate $130 of his before-tax earnings (after paying income taxes of $30, he
would have a net of $100 10 pay his insurance premivms). His employer, however,
could apply the entire $130 directly toward the purchase of insurance, so the
employee receives more life insurance by the use of before-tax dollars spent by
s employer than with after-tax dolbars spent by himself. There are, of course,
other benefits, but these are incidental to the itnmediate tax benefits involved and
with the whole range of nontaxable employee benefits.
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‘What the public should be aware of, however, is that providing these
benefits carties sociat and economic price tags. A package of fringe benefits costs
an employer considerably more for an older employee than for a younger one.
Suppose an employer has a job opening paying $175 a week which could be
handled just as well by a 25- or 50-year-old. The package of fringe benefits,
however, that went with the job might cost $500 for an employee at age 25, while
the cost of the same benefits for an employee age 50 might be $2,000. Obviously
the cost to the employer of hiring the older worker is substantially higher than that
of hiring the younger worker. Therefore, the employer is now compelled to pay the
older applicant higher wages than the younger applicant for the same amount of
work. Since the younger worker cost less than the older one, management, in
trying to produce at the lowest costs, will tend (o discriminate in favor of the
former. If taxes were not so high, fringe benefits would not have developed as
such an important component of wages and so a person’s age would not have
become such an important factor in labor costs. Therefore, it is government that
has created this discimination ir employment, not the unfounded prejudices of
employers.

How Income Taxes Distort the True Cost of Goods and Services

Because of their earning power, physicians reach a 50 percent tax bracket
quickly, A physician filing a joint return moves into the 50 percent bracket when
his taxable earnings are over $44,000. Surely $44,000 is not a considerable
amount of carnings for a physician when you consider he might have spent 13 years
plus a considerable amount of money learning his profession.'

Since, as pointed out earlier, a dollar is only worth 17 cents in terms of its 1945
purchasing power, taxable income today of $44,000 is equivalent to taxable in-
come of only $7500 in 1945 dollars. Do you suppose our government could have
successfuily imposed a 50 percent tax bracket on that level of income in 19457
Now, what effect does this level of taxation plus inflation have on the cost of
medicine or a physician's house call? Before 1945, a house call might have been
$5, and since a physician's income was smaller then, he probably would have had
to pay only 30 percent of this in taxes and would have netted $3.50 for a visit. How
much would a physician have to charge now to match the same amount of
purchasing power? Since the doltar today is worth only a sixth of what it was worth
then, he would have to charge at least six times as much—or $21.00 after taxes.
But since most doctors today are in a 50 percent tax bracket, he would have to
charge ar least $42 before tuxes. So, given the impact of taxes and inflation, a
Physician would have 10 charge nearly $42 today to get about the same purchasing
power he received from a $5 charge 30 years ago.

I:S:lnllulll)r‘l workers 0 many unes camn betwern $15.000 and $15.000 2 vear, with tringe
Beoctits bongimg 1t 1o over 820,000
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Physicians, 1 suppose, feel uncomfortable about charging $42 or more for a
house call, which is why we are probably experiencing greater difficulty getting
physicians who wil)l make house calls. But it should be pointed out that this
problem was caused by government—through its poticies of inflation and taxation.

Instead of saddling the nation with Medicare, which can only increase the
nation’s total medical bill by forcing it 10 absorb the cost of an army of nonmedical
personnel employed in nonessential tasks, the government could have lowered the
cost of medical care for persons over 63 years of age by simply allowing physicians
and all medical practitioners to exclude from their taxable earnings ali fees
received from persons over 65. Such favorable tax treatment of medical fees from
people over 65 would have induced physictans to compete for this type of business
by lowering their normal fees in order to attract and encourage this source of
nontaxable income. This arrangement would have heilped greatly toward lowering
medical costs for people over 65 and would not have created an additional dollar of
taxes or another roll of red tape.

The Direct Cerrupting Influence of Excessive Taxation

One of the reasons why organized crime has became so powerful and able to
enlarge its influence and control on American business (taking over many legiti-
mate businesses through its loan-sharking activities) is that it remains the only
segment of the “‘economy,”’ apart from govermment, that can amass any cash
(since it is relieved of paying taxes). In addition, the growth of the cash kickback
and the ‘‘under-the-table-cash-payoff™” is due to their being a source of non-
taxable income and hence proponionally more valuable than income earned
honestly which is then dishonestly taxed.

A further moral breakdown occurs when citizens, who would normally em-
brace the vintue of honesty with passion and consisiency, are faced with the need of
filling out their tax returns. After all, who would condemn a serf who attempts (o
hold out on his master? So, after one “‘lies and cheais™ on the government, it
becomes that much easier to carry this bebavior into other areas of one's
business and personat life.

How About Tax ‘*Loopholes’*?

Before leaving the subject of taxes, let’s cover the issue of *‘loopholes,”” a
favorite expressian of our political con artists. The imptication is that 1f a number
of these “‘loopholes’” were closed, the government would collect far more taxes
from the rich and thus taxes from the average Joe might be reduced. **Closing tax
luophoeles™ is often combined with the need for **tax reform,’” both expressions
being a basic part of political campaign oratory.

First of ull, even if the government cotlected more taxes from the rich, this
would not reduce its appetite to collect taxes from those in lower brackets. It
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would simply provide our politicians with even more money 1o waste. In addition,
the conventional definition of reform is:

v. 1. To improve, as by alteration. 2. To abolish malpractice in. 3. To give up or cause
to abandon immoral practices. n. 1. A change for the betier. 2. A movement that
attempts (o improve social and political conditions without revolutionary change. 3.
Moral improvement.!

So, to suggest that our tax system needs to be *‘reformed’’ is to imply reaily
that all prior tax legislation was inequitable, misguided, and essentially *‘im-
moral.”” While I would, of course, agree with this, this is not what politicians have
in mind when they employ the phrase *‘tax reform.”’ They atways imply that they
mean only to ‘‘change’’ the tax system ‘‘for the better.”’ Generally, this means
closing “‘loopholes,”’ which means collecting more taxes. So whenever politicians
devise new methods of extracting taxes, they do so in the name of tax reform
legislation. This is why every piece of tax legislation is always called *‘tax
reform.”” Afier all, applying the principles of Newspeak, a Ia 1984, how tan
anyone object to ‘‘reform’’?

What are *‘loopholes’'? A loophole implies an unintentional oversight or error
by the authors of tax legislation through which wealthier taxpayers, with the aid of
expensive tax attorneys, are able to avoid paying their share of taxes. Such a
conception of a loophole is totally misteading. In essence, there are no
loopholes—and if Congress should succeed in changing those ‘‘tax incentives’’
that our most irresponsible legislators insist on calling *‘tax loopholes,”” prices for
many of the items we buy will increase substantially, as will unemployment.

In order to encourage investments in certain areas, Congress provided tax
incentives (itself an admission that taxes alone act as an economic deterrent) while
other *‘tax loopholes’’ are derived from the economic nature of the investment
itself. Tax-sheltered investments developed as a result of the basically punitive and
destructive tax rates that our politicians insist on imposing.

Tax-free Municipal Bonds

Let’s take the simplest ‘‘tax loophole’’ first—the tax-free status of municipal
bonds. A wealthy individual could presumably buy $10 mitlion worth of municipal
bonds at 6 percent and therefore have $600,000 of nontaxable income.* Some find
such a situation grossly unfair. However, our municipal bond buyer would obvi-
ously be in the 50 percent or better bracket, and if municipal bond interest were

‘Copyright 1969, 1970 Houghton Mifflin Company. Reprinted by permission from The American
Heritage Dictionary of the E nelish Language, paperback edition.

2Howe very, according to the Tax Reform Acl of 1969, a taxpayer would now have to puy some tax.
Since this book is not a 1ax guide, and since | only wish to convey principles, 1 shall nol even atlempt o
explain how this 50 called “loophole’” might have been modified by this very complicuted section of
the 1969 Act.
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taxable, the bonds would only yield him 3 percent or less, instead of 6 percent. The
reason that the municipal bond buyer bought bonds paying 6 percent, when ke
might have purchased others paying 10 or 12 percent, was that the interest earned
on those other bonds would be taxed as ordinary income and therefore he is willing
te accept a lower interest rate on the municipal bond. If this advantage were
removed, bond buyers would demand higher interest rates from municipalities,
and citizens would now find their property taxes increasing to pay these higher
rates to municipal bond holders, who would then simply forward these increases to
the federal government by way of income taxes. Politicians who suggest that
terminating the nontaxability of municipal bond interest would close a **tax loop-
hole” would simply be eliminating a source of cheap money for municipalities
which is used 1o build schools, roads, sewers, ete. Not only that but such action
would pass higher costs on to the taxpayer. But, even with their nontaxable
return, ‘murnicipal bond holders stll get fleeced since the real rate of dollar
depreciation (inflation) generally exceeds the interest (theoretically, that is)
paid.

The Qil Depletion Allowance

The oil depletion allowance is related to the economics of removing oil from
the ground since (1) oil is a wasting asset (at some point its flow wili cease), and (2)
tt is impossible, because of various geological and mechanical factors, to predict
how long and how much otl will flow from a givenr well. This obviously creates tax
problerms. For example, suppose $100,000 were invested to drill and complete an
oil well (overlooking for a moment the after-tax cost resulting from the deductibil-
ity of the intangible drilling costs), which in its first two years of operation
produced $20,000 in cash flow, after expenses.

Suppose the owners paid ordinary income taxes on this amount but in the third
year the well ran *‘dry.”" If the owners were in a 30 percent tax bracket, they would
have paid the governmeni $10,300 in income taxes on a well from which they had
not even recovered their drilling expenses. The government should in all equity
atlow the well owners to recompute their taxes for the previous years and allow
them a refund for previously paid taxes. This the government does not permit. The
well owner, therefore, is allowed te recover a percentage of the oil flow tax-free,
which is regarded as a ‘‘return of capital”’ and is the notorious ‘‘depletion
allowance.”” This percentage is recovered tax-free for the life of the well, while
regular income taxes are paid on the balance. Currently, the depletion allowance is
22 percent of gross receipts. ! This, together with narmal depreciation allowances,
might eliminate income taxes from approximately 30 percent of the cash flow. So,
returning to our above example, the well owner who received $20,000 in cash
fiow, would now recover approximately $6,000 tax-free, while paying ordinary
income taxes on the remaining $14,000 of revenue. So, while the well owner lost

'Ax amended by the Tax Reduction Act of 1975,
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$47,000 after 1axes,! Uncle Sam would have collected $7,000 in income taxes
from a well that furnished no income, only losses. Here we see how the depletion
allowance could generate income for the government from a well that generated
only losses for the well owner. There will be times when the well owner benefits
and recovers, tax free, far more than the cost of a well, but obviously cash flow
from an oil and gas well does not lend itself to ordinary taxing methods.?

Since much of the cash flow from an oil and gas well is actually a return of
capital, it should not be taxed. Characterizing such '“tax-free’” receipts as being
the product of a *‘loophale’” which should be *‘closed’’ is raising the level of
political iresponsibility and ignorance beyond the point of tolerance.

“*Close-the-tax-loophole™ advocates wrongly assume that with the “'loop-
holes’’ closed, the government would collect all the tax revenues that it theoreti-
cally loses because of them. They naively assume that with the tax incentives
removed the same amount of capital would stiil be directed into these investment
areas, which would hardly be the case. If the “‘tax loopholes’” were closed, a
considerable amount of the capital invested in municipal bonds, oil and gas wells,
real estate, cattle, and the other tax-sheltered investments might simply be invested
in stronger foreign currencies or in gold and silver.

No, with the '‘loopholes’™ closed, most Americans would still find that they
would be paying the same high taxes as before. However, they would discover that
because of the removal of investment and tax incentives, their municipal taxes
would be higher, the costs of 0il and natural gas would be higher, and rents would
be higher. In other words, there would be higher prices, shortages, and less
employment in those areas which had previously attracted investment capital
because of “*loopholes."’

Taxpayers should realize that they are being conned when politicians suggest
that closing *‘loopholes’’ will reduce their tax bill. The only way tax burdens
can or will evet be reduced is by cutting or ttimming Federal programs and
agencies. All other claims and expectations are fallacious.

Here's a typical example of how politicians attempt to confuse the public
concerning ‘*1ax loopholes.’’ The Miami Herald of November 19, 1974, carried
the following UPI dispatch, headlined **Proxmire Criticizes Tax Law’";

Washington—Sen. William Proxmire said Friday **a little-known loophole™ in the tax
taws will give corporations $6 billion 1o $9 billion in 1ax breaks this year.

' Though the well cost $ 100,000 to dritl and complete, the aficr-tax cost because of the tax write-offs
of tae intangible drlltng costs would be nearly $60,000. Deducting the after-tax recavery of $13,000in
revenue would still leave $47,000 tied up in a hole in the ground. having little value.

2Even if it were true that the stalutory depletion allowance permitted oil and gas operators 1o escape
faxation on a portion of their earnings, this would merely have amounied 10 a federal subsidy—a
Subsidy to secure for the nation vital supphes of oil and gas. What is so terrible abour that? Hasn't the
government, with less jusnfication, granted lavish subsidies w the agncultural industry? How about the
2ubsidies 10 the shipping industry, the educationasl industry—and fer’s not forget about the U S, Postal
Service?
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“The etfect will be to swell the coffers of comporate treasurics at a time of
unprecedented profits while it plunges the federal government deeper into debt and adds
to inflationary pressures,”’ Proxmire said.

The loophole, according to Proxmire, allows a corporation, without the permission
of the IRS, to shift its accounting treatment of inventories.

“*By using a system called last-in-tirst-out, a corporation can declare an inventory
itern at its present cost, rather than its original cost and escape paying taxes on the
difference.”

What is **last-in-first-out,”” sometiimes knewn as the LIFO method of inven-
tory valuation, as opposed to **first-in-first-out,”” or the FIFO method of inven-
tory? Well, let’s assume one sells sugar in hundred-pound bags. Of late, sugar has
risen in price from about 10 cents a pound to 50 cents a pound. Let’s assume,
therefore, that a sugar merchant has in his inventory sugar bought at 10 cents a
pound or $10 for a hundred-pound bag, as well as bags purchased for $20, $30, and
$50. All of this sugar is of the same quality with the increased prices the result of
inflation. Let's assume, too, that the merchant now sells a bag for $60. If he
assumes that he sold the last bag he purchased, his profit would be $10; however, if
he assumes that he sold the oldest bag, he would have a profit of $50. This, of
course, makes quite a difference, since if the merchant is in a 50 percent tax bracket
and assumes the latter valuation, he would be required to pay the government $25
in taxes. This would only leave him with $35 ($60-$25 in taxes), which would be
insufficient to replace, at current prices, the bag that was sold. So, naturally,
during a period of substantial inflation, it may be essential to adopt the **last-in-
first-out”” method of inventory, at least if one desires to remain in business,

While this example illustrates how inventory assumptions can affect taxable
prefits, aver a period of time the samie inventory assumptions will equalize profits.
While the IRS does not allow arbitrary switching from one method to another, a
firm may change its valuation methods, recognizing that it may have to justify that
change to the IRS.

In any case, using the *‘first-in-first-out’” method of accounting during a
period of runaway inflation will develop artificial profits resulting from the
increasing paper value of a firm’s inventory, while actual operating profits might
be decreasing. At the same time, of course, inflation will be increasing the
replacement cost of fixed assets while high interest rates caused by the inflation
will create a poor capital market that will impede a firm from acquiring outside
financing to replace those assets. So, it becomes essential for a firm to retain as
much earnings as possible, and a change of inventory valuation to eliminate
artificial inventory profits thecefore becomes important. With this in mind, any
firm that does not switch, if it can, to the *'last-in-first-out’” method of inventory
valuation during our current period of runaway inflation is probubly getting poor
accounting advice. The intlatien, caused by government, will create an artificial
picture of profits if inventory valuations are not changed. With these facts in
mind, Tet's turn again to Proxmire’s remarks.

First of alk, he calls changing the method of inventory valuation a *'little-
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known loophole.”’ Nonsense! As any second semester accounting student knows,
during a period of inflation a LIFO method of inventory evaluation will develop
less initial taxable profits than will FIFO. Perhaps Senator Proxmire wanted to give
the impressicn that he was so clever that he ““uncovered™” a little-known
|oophote."’ However, to call a change in inventory valuation a *'tax loophole’” is
ridiculous. Proxmire realizes that the public conceives of a *“toophole’” as a small
oversight in the law that weaithy taxpayers exploit 1o avoid their share of taxes.
However, these changes to the LIFO method of inventory accounting are broad
and open actions necessitated by the government’s own inflationary activities.

Senator Proxmure states that this change of inventory valuation methods will
“swell the coffers of corporate treasuries at a time of unprecedented profits while it
plunges the federal government deeper tnto debt and adds to inflationary pres-
sure.”” Now, as a U.S. Senator, Proxmire certainly has the right to combine
arrogance with ignorance. But here Proxmire even abuses that privilege. To blame
private corporations for **plunging the federal government deeper into debt’” when
it is Proxmire and his merry band of legislative spendthrifts that are responsibie for
federal spending is to twist reason into a pretzel,

By referring to corporate ‘‘coffers,”’ the senator makes an obvious Marxian
slip—that 15, giving the impression that *‘profits’” extracted from the *'exploited
masses” simply pile up unproductively in the counting houses of ‘‘heartless
capitalists.”” As | have already indicated, a substantial portion of current corporate
*profits’” are antificial and the result of inflationary increases in inventory. A
tough questien for the Wisconsin lawmaker would be: If this is truly a time of
“‘unprecedented profits,”” why was the stock market recently at its lowest level in
twelve years? Changes in inventory accounting have become essential to eliminate
antificial profits, and consequently unjustified taxes, in order to retain the capital
necessary (o replace inflated fixed assets and higher cost inventories.

All “*inflationary pressures’’ are caused, of course, by this same destructive
band of political con artists, not private industry. But it was Senator Proxmire who
played a leading role in the temoval of gold backing of U.S. currency (see
Appendix C for samples of Proxmire’s testimony). Since it was this act above all
that was most responsible for our rampant inflation, Proxmire should be the last
person to accuse anyone of causing inflation.

It should now be apparent how many totally misleading inferences are con-
tained in this one short statement of Senator Proxmire's. What we might find in a
longer statement simply boggles the imagination. [t should also be apparent that
there really are no *‘loopholes™ in the tax law—save one. That one is the noose
fushioned by the law itself, und from which the entire private economy hangs and
twists. A way must soon be found, of course, to cut that loophole—while the
vietim s at jeast still breathing!
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9

How Labor Laws Destroy
Employment Opportunities

Did you know that it can be a federal offense to provide employment, or
teach skills and trades? The legislation responsible for this economic and social
situation is called the minimum wage law.! This allegedly benign law has hindered
society’s ability to pass trade skills from one generation to the next and has helped
to reduce both America's ability to produce and to improve the quality of its
production. Another consequence of this act is that it has helped to increase crime
and public welfare. If the minimum wage were raised high enough, most Ameri-
cans would have to resort to crime in order to survive.

U.S. labor laws do the following:

1. They make it illegal for many persons to work.

2. They compel millions of Americans to seek employment from two or more
sources—that is, to ‘‘moonlight.”

3. They contribute to a lowering of American standards of workmanship.

4. They create shortages for many types of skilted labor.

5. They interfere with the normal development of the division of labor.

6. They make a mockery of the 40-hour work week.

"More accurate, it is embodied in the provision of the Fair Labor Standards Act of [938, a3
amended.



Assuming a minimum wage at $2 and hour' the minimum direct wage cost
of a 40-hour employee is $80. However, payroll taxes alone will add at least
10 percent to this cost {Social Security, workmen's compensation, unemployment
compensation), upping the direct tabor cow to about $88 a week. Now, there are
other indirect business costs that a worker's productivity must absorb-—rent, tools,
recordkeeping, and the collection of taxes, to name but a few.

No one can be employed over an extended period of me unless he produces
enough to cover both his direct labor cost and his share of the overhead expenses.
These overhead expenses could easily be 15 percent of the direce labor costs,
further increasing the minimum level of productivity from $88 to $101.20 a
week or $2.53 an hour.

However, we still have not accounted for the employer's profit for supplying
employment in the first pluce. Let’s suppose he wishes to earn 10 percent simply
for assuming the risks involved in furnishing employment.? [f we add a profit
margin of 10 percent (which may be only 5 percent after taxes), we find that a
federal minimum wage of $2 per hour 15 in reality a federal minimum rate of
productivity of about $2.78 per hour and thus 40 percent higher than the ac.
tual minimum wage.?

Now, what specifically does a minimum rate of productivity of $2.78 an
hour or $111.32 for a 40-hour week really mean? For all practical purposes, it
means that it is illegal to be hired unless one is capable of producing, during 40
hours, goods and services worth at least $111.32. Suppose for various reasons one
is only capable of producing goods or services worth $10 or $50 or $75—what
then? What of those persons who cannot achieve the arbitrary, minimum standards
of productivity estublished by law? Well, they can go on welfare or resort to crime,
since these represent the only convenient and practical alternatives.

For example, suppose the owner of u large garage discovered a 17-year-old
high school dropout wasting time practicing hook shots in some park playground.
Suppose that after talking with the youth, the garage owner learned that he was
unemployed and then struck up the following conversation.

~ ‘InJanvary 1975, the minimum wage for employees covered prior to 1967 became $2. 10 an hous,
mcreasing 1o $2. 30 by January 1976 For employees covered in 1967 or later, the minimum wage as of
January 1975 iv $2 an hour. increasing to $2.30 by January 1977, Minimum wage tor “covered™
-agricultural workers is $1_80an hour as of January 1975 increasing to $2.30 an hous by January 1978,

As ane can see, different minimum wage rates curvemly apply for Jifferet employee calegories
while "*vovered employee” sl excludes some workers from coverage. However, workers not covered
under the federal law cun be wwhject 10 state wage luws, which are often patterned afier the federal
model. Ta uny case., approximarely 70 percent of all wirkers are subject o the tederal law, with a good
Pattion of the hatance wuhject 1o upphcable state laws_ In addinon, the federal law set a minimum wage
Pattern for the nation. affecting even thuse employers not directly subjecl ta the regulanon

’On? uf the risks bemng that employees are pzid befure the employer receives payment for their
productiviry.

a - . g . - . .
I Nole thal this amount dnes not pravide for “fringe beaefit'™ costs such as paid vacations, sick
€ave, insurance and pensions, which in some cases amount 1w third of the direct labor cost.
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“"Have you tried finding a job?”"

“*Yeah, but | just can't find anything.™

“What can you do?""

“*Well, nothin’ special, but I'm willin’ to learn.”

““Why don’t you go to a trade school?”’

“Well, I always got into trouble in school, foolin® around with the other
kids—besides, | need to make some money and that's hard to do while you're in
school.*”

“But you've found that making money is a little harder than you figured,
right?”

Righet'”

“*Well, what are you deing to learn a skill or trade—you know that without any
special skills it will be difficult for you to land a job and support yourself.™

*1 know that, but there doesn’t seem to be anything [ can do about it.”’

**Why not attend a private training school where you can learn a particuiar
trade, like TV repair or bulldozer driving?”’

“*Well, that takes money and 1 don’t have any to pay for any training.”’

“*Would you like to be an automobile mechanic?’”

**Sure, but how can [ go about becoming one—I already told you I can’t afford
to pay anybody to teach me anything.””

““Well, now, wait a minute—I own a large service station just six blocks from
here. If you would be willing to come in every day we might make a fairly decent
mechanic out of you in a year or two, if you applied yourself. Would you be willing
to do that?”’

**Yes, but why would you do that just to help me?””

““Well, while T would be training you, I'd expect that you would clean up
around the station, wash cars, pump gas and, in general, make yourself useful. fp
addition, in connection with your training, you would be doing useful work for
which I would receive compensation and this would compensate me for your
training, As a matter of fact, I'll even provide you with $25 a week spending
money, and as you tmprove your skills, you will be able to earn even more. Would
you be interested in this arrangement?”’

“Would I! When can I start?”’

“NEVER,"’ thunders Uncle Sam, never one to allow an untrained, unskilled
youth to be “‘exploited.”’ If that good samaritan garage owner wanted to take the
unskilled youth off the streets, train him, and give him a skill and the opportunity to
become economically self-reliant, at no expense to himself and society—the
garage owner would be breaking the law!

if the garage owner wanted the youth to putin 40 hours, federal law would have
required that he pay him the minimum of $80 (overlooking the additional direct
and indirect labor costs). So, obviously he could not afford to train and pay him
significant wages at the same time. Therefore, the youth is compelled to shoot
hiskerballs in the playground until maybe a friend shows him how to steal TV sets,
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or how to snatch Jadies’ handbags for spending money. That’s better than being
“exploited’” while learning a trade and contributing to society.

This is how our society attained ‘'zero employment for black teenagers.’” I
doubt there is another society where an official could say in all accuracy that a
segment of its society—a young and healthy segment at that—had become
unemployable. In short, we have permitted a whole segment of our society to be
raised while denying it a reafistic method of acquiring saleable skills. Who created
such a condition? Why, the politicians who imposed a minimum level of produc-
tivity as a prerequisite for employment, thus effectively wiping out employment
opportunities for those with little or no skilis! We call this condition hard-core
untemployment. The minimum wage law has also eliminated many services which
some members of society might require, and other members of society might have
furnished, but which had an economic utility lower than the minimum rates
established by law.

For those who mistakenly believe that there are meaningful exceptions to the
federal law granting relief from its folly, let's explore those exceptions. Most
exceplions to the minimum wage law relate to a formal program of instruction
under **work-study’” arrangements and would not apply to the example of the high
school dropout, where hard-core unemployment really exists and where the waste
of human resources is so tragic.

The more comprehensive exception to the minimum wage law is a legislative
attempt to mitigate the impact of the law on the physically and mentally handicap-
ped and is embodied in title 29, part 524, of the Code of Federal Regulation,
**Special Minimum Wages for the Handicapped Workers in Competitive Em-
ployment.”" This regulation attempts to solve in bureaucratic fashion the economic
hardships created by bureaucratic interference.

(d} 1} Except as otherwise provided in paragraphs (2) and (3) of this subsection the
Secretary of Labor, 10 the extent necessary in order ro prevent curiatfinent of eppor-
tunities for emplovment, shall by regulation or order provide for the employment under
special certificates of individuals (ncluding individuals employed in agriculture)
whose earnings or productive capacity is impaired by age or physical or mental
deficiency or injury at wages that are lower than the minimum wage appticable under
section 6 of this act but not less than 50 per centum of such wages and which are
commensurate with those paid nenhandicapped workers in industry in the vicinity for
essentially the same type, quality and quantity of work. {[talics mine.]

Please note that the government itself admits that the law does, in fact, curtail
“‘opportunities for employment,”” and so the law attempts to provide relief for
those whose **productive capacity is impaired."” However, the government does
not recognize the fact that the absence of skilis is also an “‘impairment’ to
employment. One who is otherwise physically normal and reasonably intetligent
but without skills or training is as handicapped in terms of being employable as one
with abvious physical and memtal disabilities. But the taw does not take this into
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consideration! Those provisions of the law which try to bring relief to those injured
by it are bound with red tape. So, consequently, few actually benefit from them.
Forexample, as of October-1, 1974, there were only 59 handicapped certificates in
effect in New England. Obviously, most employers have no interest in becoming
involved in bureaucratic red tape by filling out and waiting for a response to
government form WH-222 (Rev. 12/72), entitled ** Application for Handicapped
Worker Certificate,”’ nor do they care to subject themselves to additional govemn-
ment regulation and scrutiny. And, since these regulations stipulate that *‘every
employer who employs a handicapped worker or trainee pursuant to these regula-
tions shall keep, maintain, and have available for inspection by the Administrator
or his authorized representatives, a copy of the certificate and all other records
required under the applicable provisions of part 516 [recordkeeping regulation] of
the chapter.”’

So, for all practical purposes, there is no real relief from what the government
itself admits is a **curtailment of opportunities for employment™ {a burcaucratic
euphemism for *‘can’t get hired'’} for the handicapped. However, this '*curtail-
ment of opportunity” extends not only to those who are physically and mentally
handicapped, which is the only employment handicap officially recognized by the
government, but to persons also handicapped by envirenment, by fack of skill and
lack of training, by lack of motivation, and by marginal intelligence. Just what
constitutional right or expertise does the U.S. government have that empowers
and justifies bureaucrats to establish and dictate arbitrary standards of em-
ployability? The government has passed a law making it illegal to be employed
unless one’s productivity attains certain minimum standards—3$111 for a 40-
hour week. So, how does one acquire skills that might enable one’s productiv-
ity to be worth $111 a week? The economic geniuses in Washington left that
out . .. and government-sponsored “skill centers” will not provide the answer.

The Rationale Hehind the ‘‘Minimum Wage’* Law

Those who proposed, passed, and expanded the ‘‘minimum wage’’ law have
basically accepted the Marxist thesis that capitalism ‘‘exploits’” the working
classes, and that the latter must be *‘protected’’ by state intervention. *‘Exploita-
tion'’ of the laborer by private capitalisen is a Marxist concept, and like most
Marxist concepts is fallacious.

Now, what exactly is “‘exploitation’'? According to Marx, it meant that
employers withheld from the workers a substantial portion of their productivity,
which Marx called the surpius value of labor . This surplus vatue was confiscated,
according to Marx, from the worker by his employer, thus furnishing the basis for
their exploitation. Marx knew nothing about manufacturing. Had he, he would
have realized that the worker couldn’t possibly receive, in wages, the total value of
his production since the worker only supplied the direct labor. Others had to be
compensated for their contributton to productivity for such items as the cost of
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rent, the cost of supplying the tools and other capital needs, the cost of insurance,
warehousing, designing, research, the cost of setling the finished product, and the
cost of the economic nisk mnvolved. In other words, there's a range of productive
factors in addition to direct labor, but Marx naively recognized only one
factor—labor.

In any case, given an economy where workers are allowed to move freely from
any occupation and where capital is allowed to move freely from one industry to
another, 10 assume that workers can be ‘‘exploited’” when they are free to change
jobs and/or to go into business for themselves, is to misunderstand the economics
of employment.

Many individuals forget that initially man had to rely on his own resources to
provide for himself and his family. Each man in essence was in business for
himself as he foraged for food and other necessities for his family. This, of course,
remains the fundamental economic option available to all, as well as each
individual’s primary opportunity for *‘employment.’” There are many who have
chosen this route, from the peanut vendor, organ grinder, and umbrella repairman
(vanishing breeds, I know) to the barber, insurance agent, shoe store proprietor,
and physician. In connection with this, it must be self-evident that each individual
must have the fundamentat and unfettered night to work and pursue employment
regardless of race, national origin, or religicus, political, and economic beliefs,
Therefore, no one should be compelled to join any particular religion, political
party, or union as a prereqguisite for employment.!

“‘Liberals’" betray the principles their very label tmplies when they oppose
“‘right to work™ laws, which grant individuals the freedom to work without
being coerced to join a union. If some workers have the right to unionize, others
must have a comparable right not to be forced into a union. To justify the dental of
one’s fundamental right not to be coerced into unionism on the grounds that *‘since
a worker receives the benefits of union negotiation he should, therefore, be
compelled to join and support the union,”” is beside the point. Even if this state-
ment were true,* such reasoning could serve to compel contributions to the Heart
Fund on the basis that all stand to benefit from its research, or be used to force
conversions (o a state religion on the strength of an assertion that, since it is the
state religion that makes possible the benefits flowing from the state economy,

'While all should have an unfettered right ro work either for oneself or for others, one does not have
a‘*‘righttoajob.”” A''right toajob,"” regardiess of how noble thar sounds, does notasserta ““right’” but
proclaims an "‘cbligation,”” that some {exactly who we are not told) must supply jobs for others. OF
course, na one has such an obligation since 1his would embody the principle that some are obligated to
risk their own capital for the benefit of others. Exactly who, I wonder, feels so obligated? Certainly not,
| suggest, those who assert this “*right!"" If it is therefore argued thar it is society that must furnish the

jobs, chen it is socialism that is suggested.

2li ¢could also be argued that militant unionism does not serve the long-run interests of the worker
because in many cases there is a correlation between muilitam unionism and dwindiing employment.
The U.5. Maritime Union 15 a good examnple.
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and, since all benefit from that economy, all must adopt and support the state
religion. So, “*liberals,”” who deny an individual his *right to work™” while stoutly
proclaiming his *“right 1o a job.”’ are denying an obvious right while asserting not a
right but an obligation, which few are willing and able to fulfill-—the employment
of others.

All persons must realize that they are free to take a pail of water and a sponge
and enter the window-washing or basement-cleaning business, but most individu-
als find that they will earn more if they work for an established business rather than
strike out on their own.!

It is sometimes asserted that employees must work for a given employer and
must accept substandard wages. But this argument does not face current economic
and social realities. There are tew areas in the country where there is only one
available employer. If there is, and wages are truly substandard, employees wiil
gradually leave the area while fewer potential employees will be attracted to the
area, and eventuaily wages will have to be increased as the supply of potential
workers is reduced. If a given employer is paying low wages relevant to his
employees’ productivity, he will, of course, be making exceptionally high profits.
Other entrepreneurs will soon become aware of this profitable siwation and
become drawn into this area of productivity. Competition for the available supply
of workers will soon force an increase in wages. To suggest that employers might
formally conspire to hold down wages is to suggest that employers would risk
criminally breaking the law——since, of course, it is a violation of the Sherman
Antiteust Act to engage in such activity. (Moreover, the government would have
every right to mete out severe punishment to employers guilty of such practices.)
The operation of the faw of supply and demand, and the force of competition, wifl
deliver to the worker a wage commensurate with his productivity and do so without
burdening society with the bureaucratic costs and the economic distortions caused
by artificially determined wage rates.

Thase politicians, therefore, who have imposed a minimum wage standard on
the nation haven't the foggiest notion of how wages in a [ree economy are
determined or how competition protects workers from *‘expleitation.”” Such a lack
of understanding is, of course, understandable and forgiveable in the man in the
street, for he can be presumed to be unfamiliar with the basic principles of
economics. However, such ignorance is inexcusable in men who presume them-
selves ft to govern a nation supposedly dedicated to the FEAC system. Here is a
simple example, therefore to show how wages are determined and to reveal the
extent of the economic and social damage generated by the *‘minimum wage'’
law.

Suppose farmer Jones announced that he would allow anyone who wished to
pick apples from his orchard, with the stipulation that the person teave him half of
those picked. Suppose in response to this offer, one energetic teltlow raced around

This belnp the case. it's nonsensicat to assert that une s beiig exploited by an emplover 10 whom
one has verluntaniy wrened and Trom whom one can dreely beave
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and picked 400 apples, another less energetic feliow got only 300, one less able
collected 200, while a blind person could only garner 60 and a crippled lad only 20.

These apple pickers would have left at the end of the day with 200, 150, 100,
30, and 10 apples respectively. We can further assume that if these individuals
could have employed their time to more advantage they would have done so, as
farmer Jones did not compel them to pick apples in his orchard in any way. For
illustrative purposes, let’s also assume that these individuals maintained the same
level of production. Although the crippled lad was only able to earn 10 apples a
day, this of course was better than earning nothing.

Now, given this illustration on productivity and wages, no rational person
could accuse farmer Jones of exploiting any of these five persons. And, if workers
were paid in kind directly in a portien of what they directly produced, our labor
laws and much iresponsible trade unionism would never exist. But, payment in
kind in a diversified and specialized economy is not only uneconomic, it's
imposstble. Nevertheless, the same forces and principles are at work when money
wages are received, so we must grasp the underlying relationship between wages
and productivity before the element of money is introduced.

Suppose farrer Jones established that the above apple pickers were selling
their surplus apples (those they didn’t wish to consume) for 20 cents each, and that
they were also devoting considerable effort and time in doing so. Therefore, he
makes the following proposition. Atthe end of each day he will give them [5 cents
for each apple they earned (or 7% cents for each apple picked) and he would
assume the risk of selling the apples while they would be free to take either the
apples or the money equivalent. Let's assume the workers agreed to this proposal,
recognizing that even if they sold their apples to farmer Jones for less than they
usually received, they at least were free of the effort required to sell them. Thus, if
this effort were applied to picking additional apples, they would have the same
amount if not more money in the end. Instead of leaving each day with apples for
which they needed to find buyers, the pickers departed with $30, $22.50, $15,
$4.50, and $1.50, respectively.

Now look at what happens when the pickers are paid in money wages rather
than in apple wages. Socialists claim that farmer Jones is “exploiting”™’ apple
pickers and confiscating their *‘surplus value.”” He is accused of paying substan-
dard wages. These cries and charges, of course, find sympathetic ¢ars in Washing-
ton, where the politicians find it *"intolerable’” that farmer Jones is paying as low
as $1.50 a day and enact legislation making it mandatory that pickers be paid a
“living wage'" of at least $1 per hour, or $8 for an eight-hour day. So, what does
farmer Jones do when compelled to pay 38 per day for apple pickers? Will he pay
these wages 1o those whose productivity to him is onty worth $4.50 and $1.50?
Of course not. He will have to let them go, and they and society will simply lose
whatever productivity they were capable of contributing. Since by law they are
now precluded from working, society must provide alternative schemes to care for
them. Because whatever limited ability they had to provide for themselves has now
been taken from them, they become dependent on charity. Of course, both the
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blind man and the crippled lad might have increased their ability so that in time
they might have achieved the minimum standards of productivity set by the state in
order to become employable—only now they have tost that opportunity.

Has the wage law helped the three workers who were already eaming more
than the minimum? Of course not. The wage law has done nothing but eliminate
from the labor market those whose productive levels fall below the minimum level
established by law as a condition for employment. To the extent that the law now
makes employment unlawful for many individuals in society, charity (welfare) and
crime must fill the void.!

Examples of how minimum wages destroy jobs, especially among the young
and the most marginal members of society, are all around us. At age 14, 1 worked
after school as a delivery boy in the Hill section of New Haven, Connecticut, for
the National Food Store, a one-man grocery operation. For working from about
3:30 o 5:30 PM, five days a week, I earned $2.50. When [ worked all day on
Saturday, [ received $5. The Hill section of New Haven was a blue-collar area. The
year was 1942, There were probably six other similar grocery stores thai employed
delivery boys within a two-block radius and thus shopping for these blue-collar
workers would, by present standards, seem almost luxurious. These people didn’t
have to take an evening off just to go grocery shopping. No, if they wished, all they
had to do was telephone. [ would jot down the order and deliver it on my bicycie.
No minimum order was required. I would deliver a quart of milk if necessary, but
ne one would be so inconsiderate as to order only that. At that time, a number of
my friends alse worked as delivery boys. We were earning money whiie perform-
ing a public service that could only be done by inexpensive, marginal help. At that
time, shut-ins, the elderly, and the handicapped had no difficulty getting the things
they needed because there was an abundance of delivery boys.

Now ook at the situation. Even if a small store wanted a delivery boy, this
service cannot be economically offered at the prices firms are compelled to pay.
Therefore delivery boys have virtually disappeared. As a consequence, shut-ins,
the sick, and the elderly have a difficult time getting the things they need. For many
years my mother traded with a store that made home deliveries. lts groceries cost
more, but the service and convenience were worth the expense. Finally, the store's
proprietor decided that the additional income generated by the expense of a
delivery truck and driver was not justified and discontinued ihe service. When this
happened, members of my family had to make special trips to secure groceries for
my mother, who luckily had children able to shop for her. Such a problem,
however, did not exist in the blue-collar section of New Haven when I, along with
many others, was busy with my bicycle-——and at no time did I feel *'exploited.”

Understanding the negative impact of the minimum wage law wifl go a long
way toward explaining the vanishing delivery boy, the vanished Western Union

¢ is no accidens thal America’s crime rates and welfare colls. even during * prospesous’ times,
have grown, responding 1o increases in the minimurn wage. (The latter causes the former )
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messenger, the vanishing soda jerk, the vanished stock girl, the development of
self-service shopping, and the changing patterns of so much of our economic life,
not to mention the problems of youth in finding employment. My sister, for
example, worked as a stock girl on Saturdays in a small but active New Haven
dress shop for $2.* All women’s shops in those days employed stock girls, who
only hung up the coats and dresses as they were discarded by the salesladies who
were thus free to concentrate on selling.

Not long ago, George, a friend of mine who operates a better-priced women's
apparel shop, complained to me that he simply could not get good sales help. All
his good salesladies were on in years, he said, and *‘when they go, [ don't know
how ['ll replace them.'” | asked George if he employed any stock girls. He said,
**Of course not, nobody does any more.”’ In other words, the salesladies hung up
their own garments. I pointed out to George that this was precisely why he could
not find any good sales help. Salesladies learned to be salesladies while they
served as stock girls. While hanging up garments they would listen, observe, and
learn from the older, experienced salestadies, who would eventually let them
“‘wait on trade.”’ Thus, being a stock girl was good training for becoming a
professional salestady. I know this at firsthand, for I eventually graduated from
delivering groceries to working in a women's apparel store. [ retrieved garments
from the alieration department, wrapped them, and collected any balances due. It
was there | saw firsthand how stock girls learned to become salesladies.

Today, if an apparel shop wants a stock girl for an 8-hour day, it must pay a
minimum of $16 or $18, including payroll taxes—far more than the $2 my sister
eamned in the early "40s. As a result, employers have stopped hiring stock girls,
thereby eliminating the training grounds for good, professional sales help.

The minimum wage law makes it uneconomical to meet marginal economic
needs with people; these needs are now filled by machines or eliminated. Automa-
tion, despite what many people believe, does not create unemployment, it simply
fills the vacuum created by minimum wage laws and other increasiag labor costs.
Autornatic elevators that replaced elevator operators because of their increasing
wage demands are a good example of this.

Let me relate how [ was able to witness firsthand how the “*minimum wage’’
law destroyed employment. For years, 1 have run a **one-girl office’”; hawever |
had always routinely employed a high school girl who would work from around 3
to 5 P.M. The girl’s basic duties were filing and getting out the day’s mail.
However, there were occasionally other tasks which would enable her 1o gain
practical experience in such areas as typing and bookkeeping, which she was
studying in school. Since the part-time gicl theoretically worked ten hours a week,
and since the minimum wage was then $1.25 an hour, the job paid $12.50 per
week. | say *'theoretically” worked 10 hours a week, because I didn't keep track of
the actual hours and days these girls worked—what with their being late and absent
due to holidays and Ulnesses, the actual hours worked per week were less than ten.

'She neued $1.98; two pennies were deducted for sucial security.
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Maria, the particular girf working for me at this time, was absent more than usuai,
and would arrive often at 3:30 or 4 P.M., usually with some excuse for her
tardiness. Although quite personable, Maria was not one of my better part-time
girls—net one, anyway, that I would have rewarded with a raise.

It was during this time that I received a notice from the U.S. Department of
Labor, informing me that my employees were subject to the new minimum wage of
$1.60 per hour, meaning that [ wouid have to pay Maria $16 for a ten-hour week.
While I had always paid my part-time help the prevailing minimum wage, { had
never telt that T was really subject to it. I, therefore, called the Labor Department
and was duly informed that my office was indeed subject to the federal minimum
wage law.

It annoyed me to think that the federal government was attempting to compel
me to give an employee an unwarranted raise. If L compelled Marta to *“punchin’
and *‘punch out'’ and then tabulated the actual hours she worked on the basis of
$1.60 per hour, { would probably arrive at a weekly wage somewhat less than [
was paying her. However, I simply did not want to be bothered with this picayune
task of keeping hourly and daily statistics on my part-time employee. While |
reflected on this situation, Valerie, my full-time secretary, entered my office. She
had enly been with me a year and had proven so efficient that her salary had gone
from $70 to $90 in one year. When I showed Valerie the circular from the Labor
Department indicating that I would have to pay Maria §16 per week, Valerie
replied, **Mr. Schiff, for $10 more a week [ will stay an extra half hour and do my
own filing and get out my own mail.” This, of course, made economic sense, but
by this time [ had become somewhat fond of Maria despite her shortcomings, and
did not want to fire her. I called Maria into my office. I asked her if she were happy
with the job and salary. She said that she was. I then showed her the circular from
the U.S. Labor Department, compelling me to pay her $16 for the work she was
doing. I explained to her that the work was not worth $16 per week and so [ might
be forced to let her go. Her father happened 10 come to the office, and I discussed
the situation with him. | told him that in my judgment, the governmeat was
unconstitutionally and unnecessarily interfering with Maria's right to contract for
her services. Not only was she earning spending money, she was gaining valuable
office experience which would help her when secking full-time employment. I
tofd him that [ would furnish him with a statement indicating my willingness o
matntain Maria as an employee at $12.50 per week, but not $16 per week. 1
suggesied that he might take this up with the local office of the Labor Department
or perhaps with the American Civil Liberties Union, assuming that the latter might
finally become interested in defending the civil liberties of an average American.
However, Maria’s father didn’t want to *‘start any trouble with the government”™
so her employment ended that week. | increased Valerie's salary by $10, she
worked an exira half hour a day—and [ never again resumed my practice of hiring
part-time high schaol help.

Here was only vne of the many jobs that was ¢liminated when the minimum
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wage was raised from $1.25 te $1.60 an hour. How many more jobs were
eliminated when the minimum climbed to $2 cannot be readily determined, but
they must have been considerable.

Here is another example of the loss of employment due to the “*minimum
wage'' law, In the summer of 1967, New Haven was one of the cities that was
struck by the outbreak ot black rioting, so at the close of the following school year a
campaign was launched 1o find employment for “*inner-city’* (black) youth. In this
way it was hoped that the city might be ‘*cooled”’ to avoid a repeat of the previous
summer’s rioting. At about this time, I was preparing to mail owt some 3.000
pieces of mail, and [ had been given a price of about $240 to cover the cost by a
matling service.

So, while driving to my office one morning, I heard a radio announcer make a
strong plea that businessmen and others provide summer jobs for these youths. A
representative of Community Progress, [nc., the agency in charge of the preject,
announced that ‘*people are now at the phones ready to take your work orders,
Students will be available to wash cars, clean attics and cellars™ and do other
similar types of jobs. The arnouncer told why it would be an act of good
community spirit 10 help in the hiring of these students, who otherwise would be
unemployed and on the city streets. As I listened to the announcer, I thought about
the 3,000 pieces of mail that { had to get out. [ thought that possibly three students
might be able to do the job in two weeks. So if [ paid each student $40 a week, 1
might get the job done for the same cost as | was prepared to pay a mailing service.

Wanting to help in the campaign to use these students, I called CPIupon arrival
at my office. I informed CP1 of my willingness to employ three students tor two
weeks. The initial reaction to my request was unabashed enthusiasm—''Oh, that’s
just wonderful.”” Then this reaction cooled, however, as the tollowing exchange
indicates:

"What type of work would this be, Mr, Schiff?””

**Stuffing envelopes, affixing postage, sealing and then sorting the envelopes.
They will work in an air-conditioned office conveniently near the downtown
area,”’

“That sounds just great, Mr. Schiff, how much will the job pay?™”

%40 per week,”’ [ replied.

“That'sfine. . .ah. . . Mr. Schiff, how many hours will they be required to
work?™”

Our normal hours were usually 35 hours a week, nine to five with an hous for
lunch, although we sometimes worked to 5:30, or 37'% hours. So, not knowing
how long it would actually take to get the work done, T assumed that it might
require the longer schedule, so T replied . . .

“*37% hours.”’

There was a slight pause, then the party continued.

U Mr. Schiff, the minimum wage is $1.60 ap hour_ If you want these students to
work 37% hours, you'll have 1o pay $60 per week."”
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““Well, the job is not worth that much, so [ can’t afford to pay that much,’’ 1
replied.

“Well, I'm somry, that’s what you’ll have to pay.”

**You're mistaken, Miss,’” [ replied, *‘I dont’t have to pay them anything.”’

I asked to speak to her supervisor and explained the problem to him—that if |
were compelled to pay the students $60 per week, the job would cost me $360
(excluding payroll 1axes) 1o get a job done that need only cost me $240. [ explained
that T didn’t mind taking a chance on the students and undergoing the added
inconvenience, but [ was not prepared to pay 50 percent more for the privilege. The
supervisor felt badly about not being able to place the students since he did have
more students than job offers and my job seemed a good deal more pleasant than
cleaning garages and basements. | inquired if there were any program that might
qualify the students to work for a lesser rate than the minimum wage. He did not
know of any. I asked him if, in his opinion, three students would be better off
working 37% hours for me for $40 or not working at all, perhaps getting into
trouble in the street. He said that there was no doubt in his mind that they would be
far better off working for me. He stated that he had the students that would want to
do so, but that his hands were tied in that he could not send students out for less than
the minimum wage. So unable to hire three black students, [ hung up the phone and
told my secretary to contact the letter service and have them pick up the material for
the matling.

On March 2, 1968, President Johnson’s National Advisory Commission on
Civil Disorders, otherwise known as the Kerner Commission, issued its report on
the causes of the racial violence of the preceding summer. This report took seven
months to prepare and God knows how much of the taxpayers' money, and ran to
1,400 pages. '*White racism,”’ the commission charged, was *‘essentially respon-
sible for the explosive mixture’’ that existed in the black ghettos and caused the
riats. Quoting from the official summary of the report issued on February 29, it
was alleged that:

Pervastve discrimination and segregation in employment, education, and housing have
resuited in the continuing exclusion of grear aumbers of Negroes from the benefits of
eCONOMIC PIogress.

Black in-migration and the white exodus have produced the massive and growing
concentrations of impoverished negroes in our major cities, creating a growing crisis of
deteriorating facilities and services and unmet human needs.

In the black ghettos segregation and poverty converge on the young 1o destroy
opportunity and eaforce failure. Crime, drug addiction, dependency on welfare, and
bitterness and resentment against society in general and white society in particular are
the resuit.

Further, the report stated:

Pervasive unemployment and underemployment arc the most persistent and serious
grievances in the Negro ghetto. They are inextricably linked to the problem of civil
disorder.
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Despite growing Federal expenditures for manpower development and training
programs and sustained general economic prosperity and wncreasing demands for
skilled workers, about two million—white and nonwhite—are permanently unem-
ployed. About ten million are underemployed, of whom 6.5 million work full-time for

wages below the poverty bine.
The 500,000 hard-core unemployed in the central cities who lack a basic education

and are unable to hold a steady job are made up in large part of Negro males between the
ages of 18 and 25 . . . .

In other words, the Negro rioting was linked primarily to Negro unemployment
and underemployment—and thus directly linked to the impact of the *‘minimum
wage’” law and not to **white racism,’” as the report incorrectly asserts. How else
can we account for the **pervasive unemployment and underemployment’’ within
the gheuwos which ar the same time, according to the report, suffered from
*‘deteriorating facilities and services and unmet human needs’'? What prevented
all those unemployed from being employed fulfilling those ‘‘unmet human
needs?”’ How could **white racism’” have prevented the unemployed and under-
employed form being employed alleviating the conditions which warranted em-
ployment right in the ghetto itself? Obviously, it was related to the lack of skills,
which is directly related to the difficulties created by the minimum wage law in
acquiring skills, especially for the most marginally employable.

It was tragic enough that the Kerner Commission did not uncover the true
reason for such widespread Negro unemployment, but compounded its ervors by
blaming *‘racist’’ America. This revealed not only the commisston’s ignorance of
economic forces, but its ignorance of social forces as welt. For America obviously
is not a “‘racist’’ society. Considering the substantially divergent backgrounds of
our people, there is a substantial amount of harmony and cooperation. There is
certainly less antagonism here than between the Catholics and Protestants in
Ireland, the Turks and Greeks on Cyprus, between the different castes in India, and
between the different tribes in Africa, just to offer a few examples. Many who have
criticized us in the past for those racial problems that do arise have often come from
countries possessing a far more homogeneous population and so could atford to
assume a superior racial attitude.

The Commission made nearly 1660 *‘recommendations’” ta answer the question
of “*what can be done?” Almost all such recommendations involved the spending
of more federal funds and creating of more federal programs. Typical of the
“‘know-nothing’" character of these recommendations is this one:

Take imimediate action to create 2 million new jobs over the next 3 years—one million
in the public sector and one million in the private sector—to absorb the hard core
unemploved and materially ceduce the level of unemployment tor all workers black and
white. We propose 250.000 public seclor and 300,000 private sector in the first year.

So. two million **new jobs'* are 10 be created by a mere bureaucratic snap of
the fingers, are they? Since it could require nearly $20.000 of capital for each
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“‘new job,”* no mention s, of course, made as to where all this capital is to come
from. And how about the training for these *‘jobs™’? Will these jobs be filled by
people requiring no skills at all? And precisely what will be produced on these
*jobs,”" and for whom?

Of course, such a statement as '‘take immediate action to create two million
new jobs'" is fashioned from the same bureaucratic ignorance that gave rise {o the
“‘minimum wage'” law in the first place. Both are grounded in the philosophy that
assumes that politicians can simply pass laws raising society’'s standard of living,
and that government is the crearer of national wealth, when in reality it is on
balance the consumer and destroyer of national wealth.

When government appears to be helping a segment of the economy, it is simply
because it takes from Peter to give to Paul (there usually being more Pauls voting
than Peters). In the process, Peter loses both goods and incentive while Paul finds
that since the government allows him to live off the efforts of Peter, his incentives
are also reduced. Both Peter’s and Paul’s incentives are reduced, so they both
produce less and total productivity drops. Meanwhile the politicians, who have
thus contributed to this lowering in total productivity, must additionally be sup-
ported by the combined efforts of both Peter and Paul, since they make no
econoimic contribution at all, thus lowering still further the standard of living that
could have been achieved. The basic economic tragedy of the *‘mintmum wage"' is
that it needlessly disrupts, interferes and, in many cases, prevents the transference
of occupational skills from one generation to another. It prevents craftsmen from
passing on their knowledge to those who are unskilled since it is impossible for
skilled craftsmen to train people and also pay them significant wages at the same
time.

Take, for example, the case of Morris Green, a first-class poster antist in New
Haven, Connecticut, T would usually kid Morris about his having *‘golden
hands,’’ since he can pick up a brush and immediately letter in a multitude of
styles. At one time, he had been responsible for all the ''coming attraction”
posters for the Loew’s New England movie chain, when posters of this type played
a distinctive role in the movie business. Whenever | would go to Mogris’ office
studio, he would be swamped with work, so it would be **impossible’” to get my
work when 1 wanted it. However, Momis always managed to have it ready
anyway. Since Morris always complained about being so busy, I asked him why he
didn’t hire an assistant. The reason he gave was, *if | got somebody good, I have
to pay them an arm and a leg, and with what [ would have to pay somebody who
tsn't good, 1 couldn’t afford the time needed to correct him,”” So Morris, who
could have used some help, worked alone, How beneficial it would have been,
bath for Morris and society, if some youngster could have, without alf the
bureaucratic red tape, simply been permitted to work under Morris™ guidance for
any salary that was acceptable to both. In lieu of this 1ype of free private instruction
by a superb craftsman, youngsters only have recourse to the inferior instruction
provided by trade schools or have 1o pay personally for such training in private art
schools.
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How the Government Destroyed a Meaningful U.S. Apprenticeship System

It should be self-evident that a highly technical economy such as ours reguires
millions of skilled persons to build and maintain our homes, institutions, and
factories; to build, operate, and maintain our various systems of transportation
and communications; as well as to develop our natural resources and the capitai
equipment and the vast amount of consumer goods and services required by so vast
a population accustomed to the world's highest standard of living. Yet page 2 of a
handbook printed by the U.S. Department of Labor in 1971, Apprenticeship Past
and Present, boasts, **There are now about a quarter million registered appren-
tices—an all-time high—in American industry."*

The American population in 1970 was approximately 203 miilion, so this
represented approximately an eighth of 1 percent of our total population that was
actually enrolled in this program, learning the basic skills and trades upon which
our industrial economy depends. In comparison we had, in 1970, 60.357 million
individuals enrolled in schools, from nursery through college, or approximately 30
percent of cur population. So while it is possible to run an industrial economy
without psychologists, sociologists, history and philosophy majors, it is not
possible to run it without tool-and-die men, plumbers, crews who can operate
drilling rigs and string high-tension wires; yet we had less than half of | percent of
those in school enrolled in our apprenticeship program. To put this figure into yet
another perspective, it might be instructive to compare the number of apprentices
in this program to the number of Americans busily studying the subject of
sociology.

In 1970, U.S. colleges and universities awarded the following number of
degrees in sociology:

Bachelot’'s degree in Sociology 30,848
Master degrees in Sociology 1,816
Doctorates in Sociclogy 534

Total 33,198

Thus, 33,198 degrees were awarded in sociology, not counting the related
degrees awarded in such areas as social work, administration, and welfare.

Since the average period of apprenticeship is from 3 to 4 years, this would
suggest (using an average of 3 years) that approximately 84,000 Americans
-completed their apprenticeship training in 1970, Thus it would appear that our
economy for some obscure reason felt a need to turn out sociologists equivalent to
40 percent of all those being trained in 350 apprenticeable and essential occupa-
tions. Now do you see why it is such a problem to get a plumber? However, if you
need a sociologist—you're in good shape!

One drawback to our apprenticeship system is that it is too formalized and
bound with red tape. Figure 30 will reveal a chart from the U.S. Department of
Labor's manual referred to earlier, showing the apprenticeship system for steamfit-
ters and pipefiners. This is a far cry from the days when my grandfather made
arrangements with a master carpenter for teaching a trade to my father.
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I am not advocating a return to the indentured apprenticeship system or a
revival of the excesses that system perhaps encouraged. However, [ do believe we
must find the cause and solution for the deteriorating quality of American work-
manship, our deteriorating productive capacity, and the consequential loss of our
foreign and domestic markets,

Changes should be made in the U.S. apprenticeship program. An organized
trade should not have contrel over the number of its own apprentices because of the
conflict of interest it entails. Anyone should be free to teach any trade to anyone
willing to learn. The proper regard for physical danger, and degree of difficulty,
can be evaluated in terms of a person’s physical and mental capabilities. To base
qualifications solely on calendar age (as we now do) is to base them on standards
determined solely in the interests of bureaucratic expediency and which have no
relevance to actual needs, desires, or capacity. If we devoted some of the energy
and money toward integrating our youth into the economy that we waste on
**education,”” we would have more than enough personnel and money for this
added occupational effort.

Time-and-a-Half after Forty Hours—Or How Uncle Sam Forces Two Jobs
and Lowers the Incomes of Millions

Many workers, of course, cannot support their tamilies on 40 hours a week.
Yet many employers cannot economicatly provide them with more than 40 hours at
the mandatory increased hourly rate. So employees have to seek part-time em-
ployment elsewhere and from employers who are not required to pay time-and-a-
half wages. Thus, the time-and-a-half provision has spawned the phenomenon of
“meonlighting”’ —the holding of more than one job. Empioyee A, for example,
might work 40 hours for employer Y and 20 hours for employer Z, while employee
B might work 40 hours for employer Z and 20 hours for employer Y. Both
employees would, of course, be better off if they worked 60 hours at straight time
for the same employer rather than working 60 hours at straight time for two
employers with no compensation for the extra travel time required. But this is just
the type of wasteful economic activity that politicians encourage while courting
votes.

Can Trade Schools Really Teach Skills and Trades?

Not oo long ago, a friend who operates a toel-and-die shop noted that in about
ten years America will not have any good tool-and-die men. We simply are not
producing ot training any, he told me, or if we are, he was simply unaware of it. He
then recalled how he had started out in a tool-and-die shop at Winchester's in the
early thirties for 20 cents an hour. He was paid very little, but then his productivity
was little since he was learning. However, from almost his first day he was given
things to work on that were actually needed and would be used in a finished

181



product. His work was carefully watched and supervised and as his skill and
efficiency increased, he could look forward to receiving salary increases. In
contrast to this, he pointed out that the high wages they had to pay today precluded
him from training anyone in the same manner that he had been trained.

[ then brought up the subject of trade schools, and asked if tool-and-die men
were not being developed there. In his opinion, he said, there are very few first
class tool-and-die men teaching in trade schools, **since if they were, they would
be employed in some shop.’” (While I realize that there are exceptions o his
statement, there still is, nevertheless, some truth in the saying that “*those who can,
do, and those who can’t, teach.”’) Secondly, he pointed out, there is no real
motivation in a trade school. Proficiency in trade schoo! may result in a higher
mark, but proficiency in a shop can result in higher pay—and the latter motivation
is far stronger than the former. Also, when the students work on something in
school, it is nothing that anyone really wants, ‘‘maybe a paperweight or a gift for
your mother or girl friend, but rarely, as contrasted to shop work, anything that
someone is expected to buy.'* This factor has an impact on motivation, concentra-
tion and diligence. “"They also waste time,"’ he said, ‘‘on other extraneous
subjects that are unnecessary to becoming a good tool-and-die man.”’

I asked Frank how he would rank a tool-and-die graduate of our local trade
school. Frank stated that during World War I the tool-and-die industry ran a
training program for the local defense industries. In his opinion, a ‘‘good”
graduate of our local trade school was the equivalent to what an average enrolee in
that program achieved in six months, **Now,” Frank explained, *‘it takes from
five to six years to become a good tool-and-die man, so a graduate of a trade school
ts at 18 years of age only approximately six months into his craft. And at 18 he has
developed a strong interest in girls and feels the need to make money, but he isn’t
remotely equipped to earn the money he needs and he is often reluctant, at this late
date, to pay the price necessary to learn.”” He would have been much better off if he
could have entered a private tool-and-die shop at 14 or 15, so that at 18 he would be
close to becoming economically self-sufficient. Society would not have had to
waste the money for his “‘training™ in a trade school, and while he was learning a
trade at no expense to either himself or society, he would have also been making an
economic contribution to society—he would no longer have been making paper-
weights for mom and dad, but goods required by society.

How an Apprentice Relationship Instills Pride in Workmanship

Several years ago, my father did something that [ don't think would be
duplicated today by another trained American mechanic, though I am convinced
that others trained like my father right have acted in a similar manner. After my
father retired from active carpentry, he would occasicnally work for a contractor
who was the son of his former partner, [t was on one such occasion that 1 came
home earlier than usual and was surprised to find my father already home. When |
inquired why he was home so early, my father simply indicated, without being
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specific, that he had had a **disagreement’’ with [rving Beer, the contractor, and so
simply quit and came home. That evening, Irving Beer cailed to inquire about my
father. “‘Irv, what happened?’’ L asked. ‘*Your father is reaily a character,”’ Irving
replied, and then related the following story.

Beer had contracted te remoadel a three-family house, convesting it into six
units, and my father was completing the trim on one of the rooms when he ran out
of baseboard. When new baseboard was brought to him, it was a different size than
what he had already nailed on. When he questioned this he was informed that it was
*‘perfectly okay”’ to use this mismatched baseboard. My father, however, simply
refused to use it. Coincidentally, the owner of the property happened to be
inspecting the building and so both he and the contractor were now assuring my
father that it was perfectly all right for him to nail up the wrong size baseboard
—soon insisting that he do so. It was at that point that my father gathered up his
tools and left.

My initial reaction, as [ recall, was one of sheer amazement that my father
could have been so stubbom. After all, if the owner didn’t care whether he had a
room trimmed with mismatched baseboard, why should my father? So after this
conversation I sought out my father, hoping to point out to him why I thought his
actions were unjustified. I found my father reading his newspaper in the living
recom. **Pa,”’ [said, **1 just finished speaking with Irving Beer; he told me why you
left the job today.’” **So,”" my father replied, adjusting his glasses and continuing
to concentrate on his newspaper. “‘Pa, if the owner of a building wants to pay you
for nailing up different size baseboard, that's his business. Frankly, if he wanted
you to nail the baseboard up the wall and across the ceiling, you should have done
it. After all, he is paying you for your time and so you should give him what he
wants.’” My father lowered his newspaper and with some annoyance said, *‘If he
wants different size baseboard in a room, let him nail it up, I can’t do it.”’

It wasn't until years later that [ understood what my father had meant. It was
that you could not pay him to do poor work—an attitude which, at that time, I did
not even comprehend. Today, in America, it often seems that one cannot pay for
any other kind. _

For exampie, | recently accompanied a friend who was apartment hunting. In
what might be described a luxury building, the one-bedroom apartment we were
inspecting rented for $310 a month. When [ walked into the kitchen, the floor for
some reason seemed very busy and somewhat odd. It therefore attracted my
attention, and [ found myself staring at it until I discovered the reason. The floor
had been finished in squares of vinyl tiles designed in a pebble pattern. They had
been laid, however, without any concern for matching this pattern and so the floor
generally gave the appearance of a checkerboard—except where tiles had
accidentally been matched correctly, thus upsetting the checkerboard pattern
established by the incorvectly laid tiles. It had been these tiles that had jotted my
visual senses. Thus, it would appear that now we can't even get good bad
workmanship.

The reason that one could not pay my father {0 do poor work was that he was a
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product of the European apprenticeship system, which had also been the American
apprenticeship system until it was destroyed by government interference. My
father had high standards of craftsmanship literatly beaten into him, so that it was
truly impossible for him to work in any other fashion.

All through my youth, I would hear countless stories of my father’s apprentice-
ship to the husband of a second cousin in Hungary. How his father had taken him
there as a boy of 12 from Galicia, in Poland. How he was poorly fed and poorly
quartered. How he had rur away and been returned. How he had spent his first year
merely as a kitchen helper (this was how his tutor apparently secured houschold
help for his wife). How he spent his second year learning how to make mouldings,
finishing furniture, and sharpening tools. It is important to note that everything my
father did or made was done directly for his tutor. If a tool was not sharpened just
right, it would interfere with his teacher’s work and so my father would soon
discover his mentor’s dissatisfaction by getting a crack on the head. He would be
sure to get it right the next time. If my father polished a table destined for one of his
teacher’s customers and if the gloss was not perfect—"‘ldiot, you call that a
finish?'—wham, again, over the head. He would be careful to get the gloss
perfect the next time. While it is certainiy true that my father was hit, poorly fed,
and made to work for nothing, still by the age of 17 this crue! and oppressive teacher
had wrned a poor, unskilled youth into a knowledgeable and superb craftsman and
given him the ability to support himself and a family any place in the world. Within
days after my father’s arrival in America at the age of 18, he was employed
installing bar fixtures in New Y ork City—productive, self-sufficient and confident
of his future.

While | am certainly not advocating a return 10 the indentured apprenticeship
system of the past, nor a revival of the type of excesses that systemn perhaps
encouraged, still we must find the cause and a solution for the deteriorating quality
of American workmanship, our deteriorating productive capacity, and the conse-
quential joss of our foreign and domestic markets. If the oid-style apprenticeship
system produced child labor and corporal punishment, it also produced craftsman-
ship and pride in workmanship. We have, of course, eliminated child tabor and
corporal punishment, but what the public hasn’t yet grasped is that in the process,
we may have atso eliminated good workmanship and an adequate labor force.
There must be a better balance than the one we apparently struck. Would many of
America’s hardcore unemployed be better off today had they been exposed to my
father’s training, so that at age 17 they at least had a trade? No, they were forced o
stay in public school until age 16, even encouraged to remain until 18, and were
then cast out into the economy with little to show in academic terms for all those
years, and possessing no employable skills. There is aTalmudicinjunction thai
says, ‘‘He who does not teach his son a trade, teaches humn to steal.”” It is apparent
that America, influenced and encouraged by government, has been teaching many
of its youth o steal.
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How Unions Victimize the Worker

What’s Wrong with Unions

American unionism is a proper subject for discussion in this book dealing with the
monetary, economic, and soctal crimes of the U.S. government. Had unions never
received the support of the U.S. government, they would not exert the destructive
influence that they do today. Organized tabor would not exist if the government
subjected it 10 the same laws governing monopoly, extortion, intimidation, de-
struction of property, and physical force and violence that are routinely applied
against other segments of society. The destructiveness of unionism can be blamed
on those politicians who traded union votes and union money for national
economic health, national strength, and national social and economic morality.

if the U.S. economy collapses, the biggest losers, apart from the retired, will
be America’s industrial and urban workers. Runaway inflation will wipe out their
accumulated savings, which are almost always kept in such conservative dollar
holdings as savings accounts, government bonds, credit unions, savings and loan
associations, cash value life insurance, and public and private pensions. If this
happens, a large share of the blame will rest squarely with America’s labor
"leaders.”’ The American labor movement should be recognized for the destruc-
tive force it 1s. Next to the U.S, government, it is the most destructive force in the
American economy.

Unionism's chief economic function now is to justify the salaries, expense
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allowances, and other prerogatives of its officials. Comectly understood, unions
are simply another type of business, and like all businesses they function primarily
for the benefit of those who control them. Unions differ from other businesses in
that the federal government has granted them exceptional powers. Moreover, most
union leaders have conned millions of their members and the American public into
believing that they exist for the welfare of their membership and society. Like the
Social Security system, American unionism has been relatively sacrosanct despite
its shocking abuses. Like Social Security it is betraying those who believe in it.
Unfortunately, rank-and-file union members are unaware of the nature of the
betrayal.

Besides providing union officials with large salaries and offering organized
crime a fertile area of activity, what functions does organized labor perform?
(1) It promotes work rules that limit worker productivity and frustrate efficiency.
(2) [t compels the employment of unnecessary workers—*‘featherbedding.’” (3} It
restricts entry into unjonized crafts in order to create a labor monopoly condition
that ups the price of unionized labor.

Let’s examine how organized labor’s promotion of these influences militates
against the economic interests of the worker and the nation.

There are many, of course, who believe that a union serves its members by
increasing wages and improving working conditions. Unfortunately, the union’s
publicized successes in achieving wage increases, often through the intimidating
power of mass picketing and other lawless acts, obscure the actual long-term
destruction of jobs and employment that such labor intimidation achieves. It
should be apparent that wages and profits result from a working partnership of
those who supply the capital and those who supply the labor . If a firm’s efficiency
{s impaired, then its ability to sell the productivity of its labor force is also irnpaired,
and so the very existeace of that labor force is jeopardized. Despite this, however,
we see many unions overtly reducing the productive capacity of workers, thereby
unnecessarily lowering the competitive position of the very firms that the workers
depend on for employment,

Increased productivity raises eamings and improves working conditions. By
resisting improvements in productive methods, by restricting output, and by
forcing the employment of unnecessary labor, unions reduce productivity and so
reduce potential employee wages and benefits. But before treating these matters
specifically, let’s consider the real needs of both union and nonunion workers.

The average American warker will never be rich. There is sitply not enough
wealth 10 go around. Therefore, the average worker has an even greater stake than
does an upper-income executive in a productive American economy; the worker’s
‘‘good life’" depends on the economy’s ability to tum out an abundance of
inexpensive goods and services.!

'An economy which tumed out a profusion of inexpensive goods would reduce, to a great extent,
the advantages and prerogatives of being rich. The American economy had the potential for producing
thal type of abundance, but it has been thwarted by the destructive paticies of self-serving politicians
and union *'leaders.”’
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If America produced houses as efficiently and inexpensively as possible, who
would benefit the most? The rich? No, the rich can afford inefficient and wasteful
construction, and the added cost hardly interferes with their lifestyle. The actual
beneficiaries of a highly efficient construction industry would be the nation’s
workers; they would pay tess money for housing and have more to spend on other
needs, To the extent that painters’ unions refuse to use rollers and employ spraying
techniques, that bricklayers limit the number of bricks they will lay, and that other
construction unions employ similar tactics, the higher the housing costs, to the
particular disadvantage of the American worker. Thus, the bricklayer who lays
fewer bricks, presumably 1o secure 2 higher wage for himself, pays higher prices
for his necessities because other unions use the same tactics against him. Whatever
advantage he thinks he gained is largely dissipated by the practices of all other
unions.

Tt is true that if one or two unjons ‘*featherbedded’” and limited their productiv-
ity, they could extract an economic advantage from society. When all unions do it,
however, no one gains. All that has been achieved is that the unions have combined
collectively to lower the nation’s total productivity. Consequently, with less
productivity to go around, the nation must suffer a lower standard of living
—which must fall heaviest on the low-income and blue-collar worker. When
unions, with government sanction and protection, force the railroads to employ
unneeded firemen on diesels and compel the use of unnecessary crews, this
increases transportation costs. These unnecessary costs are reflected in higher
prices for everything that moves by rail, and they fall heaviest on the nation’s
workers. When the teamsters, through their awesome monopolistic power 1o
paralyze the trucking industry, increase wages and benefits without increasing
productivily, these increased costs raise the price of all goods that move by truck.

How and why did the worker allow the creation of a force so detrimental to his
own economic interest? Unfortunately, most union members do not realize how
unions actually work against their own welfare. The bricklayer, whose union
restricts the number of bricks he can lay, can be persuaded that the union is
protecting his employment since he believes that the unien is apparentty ‘*stretch-
ing"" the amount of available work. The bricklayer is making the wrong assump-
tion. Actually, the union is unnecessarily increasing the cost of laying brick. This
will automatically cause builders to lay less brick as they pursue more economic
methods of construction, thereby reducing employment opportunities for brick-
layers. Of course, this may be too complicated for the rank-and-file bricklayer to
understand. All he can see is the immediate effect of limiting productivity, which
he interprets as the union’s contribution toward increasing his employment oppor-
tunities, when actually the union is destroying employment opportunities. The
union, of course, tries to compensate for this shrinkage in employment by limiting
those allowed to qualify for membership. Thus, relatively fewer workers are
permitted to compete for the reduced amount of work available in order to maintain
salary levels for those already in the union.

While there are other factors that cause drops in employment, excessive union
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wage and other demands play a key role. While some may suggest other reasons
for the drop, in the area of maritime employment, for example, no other possibility
exists. Because of the absence here of other economic forces, the maritime
industry is a good demonstration of the causal relationship of unicn pressure and
the reduction in total employment. Maritime unions increased the wages of their
members so excessively that U.S. merchant ships could no longer compete with
the ships of other nations. As a result, the U.S. merchant fleet has been drastically
reduced, thereby reducing maritime employment.! And the railroad, still the most
efficient method of transportation and once a valuable national asset, is tottering on
bankruptcy, thanks in part to union featherbedding and thanks in part to govern-
ment taxation and regulation.

The examples of how unions wipe out jobs are virtually endless. At one time,
lathers—workers who nailed up the thin wooden strips that held the plaster in wall
construction—had a strong union. However, as the lathers kept forcing up their
wages, thereby increasing the cost of installing lathes, builders shifted to wire
mesh, then to sheetrock, and finally eliminated the lathers.?

Americans often long for the Big Band Era, as if the reason for the current
popularity of four- and six-piece combos can be traced to a change in musical
tastes. What happened, though, was that the musicians’ unions simply increased
musicians’ salaries to the point where it was no longer feasible to support the
number of large bands. Here is another example of how unionism actually reduces
the quality of life. Given the increases of capital and technological advances, it
should be easier to afford the luxury of larger bands now than it was in the 1930s
and 1940s. But it is actually more difficult. This, I suggest, is an example of
economic regression, expanding GNP figures notwithstanding.

While most readers can probably cite other examples of union corruption that
our government permits, even encourages, I wish to offer some examples [ have
experienced.

A friend of mine who was getting married asked me it | would take seme 35mm
pictures of the wedding with his camera. At the wedding, [ chatted with the regular
photographer who had been engaged. He casually mentioned that while he had no
objection to my taking pictures, that if he wanted to, he could stop me from doing
$0. He said if the groom *‘wanted 35 mm, | could have arranged to have another

'For the first ten years of this century, the U.5_ merchant fleet held steady a1 abowt 22 percent of the
amving and departing tonnage from American ports, moving (o 51 percent right after World War [. For
the next 20 years, this percentage held around 35 percent or better, climbing to 65 percent at the close of
World War IL. From the position of the world’s preeminent merchant carvier in 1945, the United States
has drapped to the point where less than 10 percent of armiving and depaning lonrage moves on U5
flagships—even wilh government subsidies. The [act that thes pereentage is Jess thap half of whatat was
af the beginning of the century and a sixth of what it was in 1945 {when unionism was not a factor)
suggesls the Iype of increased economic slagnation that wnions can cause.

*It might be argued that it was cfficient building techniques that eliminared lathers. While this is
undoubtedly teve . it is also true that it was the higher cosrs of faying lathes that spurred the developmem
of the 1echnigques.
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photographer here.’” Technically, 1 was apparently depriving another photo-
grapher from working. The photographer said, however, that since at least one
photographer had been engaged, he would not object to my taking pictures.
Intrigued by this logic, I asked, **Suppose the groom had a brother who was a good
amateur photographer and decided to let him take all the wedding pictures instead
of hiring a professional photographer?””

**He wouldn’t have been allowed to take any pictures,” the photographer
replied.

“*How could you stop him?™’

“*Well, a union inspector makes the rounds where weddings and parties of this
type are held and if he saw a nonunion photographer taking pictures, he would call
all union personnel off the job. That would be your waiters and musicians, so the
wedding would be without music and for all intents and purposes without food.
That would provide enough pressure to eliminate the nonunion photographer.’’

*“But that was the groom’s brother,”” linsisted. “*Certainly he must have the
constitutional right 1o take pictures of his own brother’s wedding?"’

To this question, the photographer simply shrugged but was noncommirtal.
"*By the way,”” [ asked, *‘what studio do you work for?’" He replied, “‘my
own'—he was the boss and owner . Thus the photographer’s **union” was in reality
a “union’’ of bosses and not of employees, and thus was not aunion but a guild. It
had simply usurped the name union in order to practice the type of coercion that
only unions can get away with.

Here’s another example of union activity. [ met a young chap who told me this
story. Bill was a glazier employed by a New Haven glass company and was sent to
install glass in the New York City area. Since this was out of the jurisdiction of the
New Haven locat, arrangements had to be made 10 hire a local glazier; apparently
the rule was that one local man had to be engaged for every outside man brought in.
Bill met the man as arranged, but was soon told by him that the size of the glass
they were to install required the services of three men. Bill assured me that the
glass couid easily be installed by two men, as was done routinely in New Haven.
He pointed this out to the local man, who was unmoved and insisted that the
union be called to supply another man. Since Bill had no authority to hire another
man, he called his company and they authorized the exira man. The local glazier
then called his union. However, there were no other glaziers available. This being
the case, the local glazier agreed to do the work with Bill (proving quite obviously
that the additional man was not needed). A few days later, however, the New
Haven firm received a bill from the New York union charging them for the services
of 2 man that was never supplied and the New Haven firm paid it, not wishing to
antagonize a union whose cooperation they might again need in the future. Now is
this unionism? This is extortion plain and simple, and is quite characteristic of
union practices in the New York City area.

My father, whe had organized a carpenters’ local and was a staunch union
man, never expected wages for nothing. To him, unionism meant sceking an
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honest day’s pay for an honest day’s work. Today, many unions attempt to get a
day's pay for a half-day’s work or, as in the above case, a day's pay for no work at
all—which, of course, is legalized stealing. Even granting that initially unions
might have served some purpose in helping to eliminate some of the excesses of
management, surely it must now be evident that the pendulum has swung far to the
other side and it is now the unions that the American public needs protection
against.

For another example, one day I was seated in the office of an individual who
owned and operated a men’s garment factory. We were discussing business
conditions. When the subject of unions came up, he recounted the following
incident. Lou explained that when a new garment was designed, a piece-work rate
for the operators making the garment had to be established and approved by the
union shop steward. The previous week Lou had determined that he would pay the
operators 18 cents on a particular gaiment so he summoned the union steward to his
office to agree on the price. However, the steward offered him the following
proposition: *‘Lou, offer us 17 cents and we'll compromise for 17%4 cents.”” So,
Lou did just that. It was then made to appear that Lou had offered the operators 17
cents, but through the efforts of their union they would now receive 17% cents.
Because of their union, the operators would now receive a half-cent less per
garment but would think that the union had secured them a half-cent more.

Do Public Employees Have a Right to Strike?

Over the last few years strikes by public employees have become common-
place, especialiy strikes by public school teachers. Public employees, of course,
have no right to strike. As Calvin Coolidge, then govemor of Massachusetts, aptly
put it once regarding the Boston police strike in 1919: no public employee has a
right to strike against the public anytime. This prohibition can be applied with
equal force to all public employees, not just police.

Public employees who strike should, at the very least, lose all sentority status
and tenure they might have earmed, and their union and its officials should be
heavily penalized. Public employees should be prohibited from striking because
no balance of economic interests and economic forces exists as there is in a strike
against a private business. When employees of a private business strike, they can
be opposed by employers whose economic interest will be directly opposed to their
demands, so at least a balance of economic forces is struck. The employers will
weigh and judge the strikers’ demands in terms of their economic reasonableness,
by attempting to relate these demands to their impact on prices and profits.

No such economic halance exists when public employees strike. In essence,
the public employees ste'ke against themselves, They negotiate with public offi-
cials who may be beholden te them for votes and so may grant unwarranted wage
concessions for fear of losing their votes and financial support at the next election,
Consequently, there is no proper balance of economic interests when public

190



employees stnike. Also, since government is not a profit-making institution and
stnce it does not sell its services on a voluntary basis (one is compelled to accept the
services offered and pay the price they set), it may be impossible to judge whether
the demands of public employees are economically reasonable,

The salaries of public employees, therefore, must be determined conscienti-
ously, by objective deliberation by public officials, with due regard for the public’s
capaciry to pay and its other needs. They cannot be determined by public em-
ployees threatening to cut off vital public services in an attempt to force a commu-
nity to pay them not what they may be worth or what society can afford, but what
they demand. Of course, no one forces anyone to become a public school teacher,
a policeman, a fireman, or a sanitation worker. So, when individuals voluntarily
enter these professions they must realize that they have simply surrendered their
right to strike—there are, as we all know, other compensating benefits for being on
the public payroll. If one feels that he must have the right to strike, then let him
teave public employment and find employment in the private sector where his right
to strike is secure. Public officials, therefore, who do not deal severely with striking
public employees should themselves be severely dealt with by the voters,

What Direction Must Unions Now Take?

Given the current state of the economy, the pros and cons of unionism are
meaningless. At stake is the issue of whether rioting, plundering, and bloodshed are
going to spread across the land, especially in our large cities, bringing destruction
to what many Americans, union and nonunion alike, have worked so hard to build.
Faced with this prospect, I can’t conceive of union leadership continuing its *‘busi-
ness-as-usual’® ways, since this can only bring financial disaster 1o their active
and retired members and could so weaken the U.S. that we would be extremely
vulnerable to an outside enemy attack. This, of course, is another reason why a
current depression would be far more setious than the Great Depression—in 1929,
the United Srates did not have to worry about a potential external threat. The real
threat to every American worker and nonworker, union and nonunion member
alike, is that runaway inflation wiil simply destroy what value U.S. ““‘money’’ has
teft. This will, of course, destroy the values of all those pensions that unions have
pushed so hard to install.

The people must save themselves and cannot expect the politicians or “*union
leaders’” to do it. The way to avoid a repeat of the 1930s is to make the economy
more productive. Each individual must be as productive as possible. Every union
that has attempted to set limits on the productivity of its members and to cause the
employment of unnecessary workers must reverse that policy. Restoring and
increasing the dollar’s purchasing value is the onlv way to prevent galloping
inflation, for now the doltar is only as good as what it will buy. The more the dollar
buys, the greater will be its value, and as the doliar buys more, the threat of
runaway inflation will subside as will the possible destruction of all union pen-
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sions. But only organized labor now has the power to make the U.§, dollar buy
more, " and the dollar will only buy more if Americans produce better and cheaper.
This means that the unions, if they realty care about their members and the nation’s
welfare, must begin reversing their traditional position, which has been to force
Americans to work less efficiently and less productively. If organized labor does
not do this, then union members must realize that when their savings accounts,
government bonds, and union, company, and government pensions disappear in
the ashes of runaway inflation, it will have been the fault largely of their own labor
leaders, whao in conjunction with politicians deliberately fanned the flames that
turned them into paupers,

"Apart from the U.S. government. that is, but the government cah no longer be relied upan
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The Energy Crisis— How the
U.S. Government Planned It

America’s energy crisis not only imperils our standard of living, it threatens the
very independence of our foreign policy by exposing us to possible blackmail and
intimidation by oil-producing nations. From 1970 through September 1973, crude
oil impons into the United States doubled, while imports of refined products
increased by 50 percent. As aresult, U.S. dependence on foreign sources of crude
and refined products climbed atarmingly from 23% percent of domestic consump-
tion in 1970 to nearly 36 percent for the same period of 1973.1

Such an increase in our dependence on foretgn sources of energy, over whose
continued supply we would have little control, has staggering national implica-
tions. However, realistic projections suggest that this trend will worsen. In 1972 a
study by the Energy Economics Division of Chase Manhattan Bank found that:

Clearly evident is a sharp decline in the self-suffiency of the United States in respect to
its supply of oil. In 1970 the nation was capable of satisfying nearly 80 percent of its
needs from domestic sources. But by 1985, iLis not likely to be able to satisfy as much as
half, even with the production in Alaska included.* [falics mine.)

'Teslifying before the U.S. Senate Finance Commitiee on February 4, 1974, John E. Swearingen.
chairman of the board of the Standard Oit Company ([ndiana), said that **it is disturbing 10 have imponts
of anything as vital to our economy as oil reaching even a 25 percent level. To see this reliance climb to
the equivalem of ane harref our of every three we consume, as we did last year, should be enough to
glarm every member of this committee and the constituents they represent.”’

*Oullock for Energy i the United States to 1985, p. 34
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This study alse pointed out that the Middle East and Africa were the only
realistic foreign sources that could satisfy our needs, concluding that the amounts
from these areas would represent *‘nearly 40 percent of the nation’s total supply of
oil from all sources.™

As early as 1970, the U.S. government was aware that this level of dependence
on Arab oil was unacceptable. A report of the Cabinet Task Force on Oil Import
Control found that in the interests of national security, petroleum imports from the
Eastern Hemisphere should not exceed *‘an absolute maximum’* of 19 percent of
domestic demand.! What action did the U.S. govemment take to guard the nation
from the conditions warned of in this report? Did it immediately launch a program
to increase domestic supplies of oil and natural gas with the same vigor and
intensity that it displayed in putting Americans on the moon? Hardly. As far as
can determine, the report did not change, by one tota, the government’s policy of
negligence.

To allow the United States to become dependent on unstable and antagonistic
foreign governments for 40 percent of our oil needs is tantamount to us tying a
collective noose around our necks, tossing the other end over a tree limb, and
handing it to the Arabs. Even at this late hour, constructive steps can be taken to
reverse our direction, but unfortunately the U.S. government is pursuing the same
policies that led us into the disaster.

America’s energy crisis can be blamed squarely on the U.S. government.
Despite years of advance warnings, it did nothing to prevent the crisis. Disregard-
ing the nation’s real needs, it arranged priorities so that marginal and often
wasteful economic projects received support while an obvious vital need, the
development of the nation's domestic reserves of oil and natural gas, was ignored.
But, as if to demonstrate conclusively its irresponsibility, the government insti-
tuted policies which not only hampered and penalized those developing the
nation’s energy resources, but increased the nation’s energy requirements——even
in the face of the looming crisis!

Here are some examples of how government helped to create the energy
prablems that now plague us.

i. In addition to causing many of our other problems, the destruction of U.S.
cumrency by the government is the primary cause of the nation’s energy problem.
Despite what Americans have been led to believe, the price of oil has not been
increased in the last few years—in reality, oil prices have remained relatively the
same.

2. Our greater dependence on oil was accelerated by the federal highway
program at a time when the nation’s railroads were subjected 1o heavy taxes af all
levels of government and forced by the federal government to submit to union
featherbedding and other uneconomic labor practices. In many cases, it was

""*The Ol Import Question,’” Cabine1 Task Force on Oil Import Controls (Washinglon. 1970), p.
LLY
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government encouragement, government planning, and government subsidies that
shifted the nation from more to less efficient means of transportation.

3. Federal Power Commission regulations on natural gas prices distornted
supply and demand relationships. Arbitrarily set low prices discouraged the
development of greater supplies of natural gas while simultaneously encouraging
its greater use. Thus, because the U.S. government set the price of natural gas
unnecessarily low—now its price must be set unnecessarily high—some may be
forced to go without it altogether. Had natural gas prices been allowed to move
normally, they would have stimulated the development of greater supplies while
simultaneously encouraging a more realistic appraisal of alternate forms of energy .

4. Emission controls enacted by Congress lowered automobile gas efficiency.
In lieu of this (based upon our declining il resources and increasing needs),
American automobile manufacturers shouid have been required years ago to
produce cars achieving greater gas economy.

5. In 1969 Congress passed a “‘tax reform’" act which lowered the oil deple-
tion allowance to 22 percent. A simple took at the oil and gas facts of life then
would have shown that the depletion allowance should have been increased as a
needed incentive for domestic development of these resources,

In short, U.S. policies have continually compounded past blunders.

The Fallacy Concerning *‘Higher’ Oil Prices

Contrary to what the government and the media proclaim, oil prices over the
last four years have actually not been increased at ail.

On April 14, 1971, the day before the U.S. government repudiated its obliga-
tion to redeemn Federal Reserve notes for gold, Middle East crude oit went for
$2.33 a barrel. On December 12, 1974, when rates were set at $10.73, gold went
for $179.75 an ounce. So, on April 14, 1971, when 35 U.S. dollars equaled an
ounce of gold, an ounce of gold ($35-$2.33) bought 15.02 barrels of oil.
However on December 14, 1974 an ounce of gold bought 16.75 barrels of oil
{$179.75+-$10.73) so that the price of 0il had been reduced 11 percent in terms of
gold, the only legitimate money measurement.' Had the U.S. govermment man-
aged its fiscal affairs responsibly and held the value of a U.S. dollar at one thirty
fifth of an ounce of gold, the price of oil in terms of dollars wouldn't have risen at
all.

That the current high dollar price of oif can be blamed on the suspension of gold
convertibility of the dollar is amply reflected in the statements of some oil-
producing nations. On September 4, five weeks before the outbreak of the
Arab-[sraeli war, Al Anwar, a Beirut newspaper, quoted Libyan Premier Abdel

'True, the price of oil had increased relative to U.S. Federal Reserve notes and other national
currencies, but it did so because the government had changed the narure of Federal Reserve aotes from
legitimate 10 illegitimate currency {from being convertible 10 nonconvertible), thereby reducing s
value and the value of most other narional currencies (the dollar being a reserve currencyl.
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Salarn Jalloud as saying *“Libya will no langer accept payment in U.S. doilars,”
adding **the dollar has lost its value and we want a currency that is convertible to
gold.”” In December 1973, the Shah of {ran said **We have no interest in hoarding
paper money in banks if inflation makes it worthless.™

Contrast these statements with the assurances of Senator Proxmire that **gold
has long since abandoned its role as a metal for currency,”’! and of Treasury
Secretary Henry Fowler that it is not gold but *‘the strength and soundness of the
American economy which stands behind the dollar,”*? as they successfully cam-
paigned in 1968 for the removal of gold backing from U.S. currency.

Before citing the other areas of government culpability, it should be recognized
that America’s developing energy problem was clearly evident as far back as 1950.
But our government apparently did not wake up until the crisis exploded in the fall
of 1973.

Figure 31 shows that in 1950 America’s otf reserves started dechining—the
short increase in 1969 was a result of the Alaskan find. In 1949 domestic reserves
equaled 13 years of the nation’s needs, but by 1970 these reserves had fallen
—to eight and a half years. Also, in 1970 total domestic oil production began a
sharp decline, while total oil demand continued to rise. A collision course was,
therefore, clearly evident.

Figure 32 suggests even a grimmer picture for natural gas. In 1947 America
had a 40-year supply of natural gas; hawever, since then steady erosion of these
supplies reduced this to a 13-year supply by 1970. We had steadily reduced the life
of our reserves, despite the steady increase in total reserves, because of the vasily
increased use of this source of energy—butin 1967, even our total proven reserves
began dropping. Thus, another clearly evident energy crisis was in the making.

Figure 33 shows the number of wells drilled in the United States. There has
been a rather obvious decline since 1956.

Figure 34 shows the decline in the number of drilling rigs in service in the
United States and is indicative of a decline in the national interest and capacity for
developing our own oil and natural gas resources, While in 1953, 2,686 rotary rigs
were operating in the United States, only 1,028 were operating in 1970.

Now this information, [ admit, comes from industry publications. So, some
may feel that it is unfair to hold our congressmen and government officials
responsible for information derived from technical and perhaps *‘biased”
sources. 3 However, if only our political representatives had read some of our more
popular newsmagazines, look at what they would have leamned.

In its August 30, 1970, issue (three years before the Araboil embargo of 1973),
Time ran an article? entitled **The Energy Shortage Worsens,”’ which stated that:

'Note A, Appendix C

«Note [, Appendix C

A good deal of this informanion was compiled by the U.S. Bureau of Mines, but whut use they
mrade of i is a mysiery.

‘Repripted by pepmission Trom TIME, The Weekly Newsmugazine, Copyoght Time Inc.
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Figure 32
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Figure 33
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Incredible as it seems in the resource-rich U.S., this summer’s discomfiting electric-
power cutbacks are likely to be only a prelude to many more pervasive difficulties. Part
of the industrial U.S. is running short of the main sources of energy—coal, fuel oil, and
natural gas. Some forms of rationing have already been imposed, and more may be
necessary if winter brings severe weavher, strikes in crucial spots, pipeline breaks or
new trouble in the Middle East. Though few if any residential consumers may be asked
to curtail their use of fuel or power, there ts a possibility of factory closings.

The article then cited instances across the land:

When the town of Braintree, Mass., sought bids recently for oil to mun its generating
plant for another year, none were submitted. Though there 1s plenty of narural gas
available in the Southwest, the fuel has become so scarce on the East Coast that the
Elizabethiown (N.J.) Gas Co. is turning away all new commercial and industrial
custorners. East Ohio Gas Co., which serves Cleveland and adjacent industrial centers,
has tumed down orders from steel, chemical and rubber companies for 27 billion cu.
fect of gas. The company has also warned that a severe cold spell will cause a repetilion
of last winter's shortage, when local factories had to close temporarily to provide
enough gas to heat homes, schools, and hospitals.

The Acute Phase. The fossil-fuel shortage, warns Chairman John N. Nassakis of the
Federal Power Commission, is **the most acute phase of our developing energy crisis.””
... “"Never before in peacetirae have we faced such serious and widespread shortages
of energy,”” says John Emerson, an economist and power expert for Chase Manhattan
Bank. Many analysts believe the problems will be temporary, but some maintain that
the energy gap may limit economic growth for years to come.

The article notes that, *‘incongruousty, there is abundant fuel underground.”’
Yet although “‘proved resources of natural gas have dwindled to an eleven-year
supply,”’ the Potential Gas Commitiee, a study group sponsored by the industry,
calculates that the total amount of gas in the U.S., including Alaska, is 1,227
trillion cubic feet—"‘enough to maintain production well into the next century.”'

The article continued,

. - exploration for new gas fields has declined sharply partly because investors do not
consider the rate of return worth the high risk. The industry, with 40, 190,000 commer-
cial, industrial and residential customers, blames the Federal Power Commission for
holding down the price of natural gas to protect consiemers. [Italics mine.]

Pethaps John Q. Public can be excused for not understanding that an energy
problem was mounting. He is not paid to tend to the overall needs of the American
economy. But Congress and the President are; they should be anticipating and
preventing such problems. Along these lines, allow me to offer yet another article
published five-and-a-half years before the Arab oil embargo. This one is reprinted
from U. §. News and World Repore, January 15, 1968, issue.

Featuring a graph that showed that the drilling of exploratory wells in the
United States was down by 40 percent between 1957 and 1967, the article also
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contained one showing how the demand for oil in the United States was soanng
sharply, with the demand projected to increase by 99 percent by 1980.

Now oil-indusiry executives see trends that cause them to doubt whether the industry
can retain its ability to cope with fresh emergencies, or even to meet the coming growth
in demand . . . .

One reason is that the search for ol in the U.S. is declining at a time when demand is
going up.

The second is growing pressure to change tax laws in a way that, the industry says,
will discourage oil discovery and development within the United States . . . .

The widening gap. Over the past i0 years, demand for oil and gas in this country has
risen about 44 percent. But proved reserves of those forms of energy have gone up only

15 percent . . . .
‘At the moment,”’ one[oil} execurive explains, "*the U.S. is consuming about 12.7

million barrels of oil a day. By 1980, that demand wiil have risento 17.5 or 18 millien
barrels a day. This takes into account the increasing use of other forms of energy,

including nuclear power.

*“If that is the case—and it is the basis on which we are making our plans—we’ve
got to discover in that intecval 78 billion barrels of ofl.

*'By contrast, 81 billion barrels have been produced in the U.S. in the entire
{0B-year history of the oi! business up to now."”

Can this vast amount of new oil be found?

"*Yes,'” replies an industry economist. **The U.S. Geological Survey estimates there
are still more than 300 billion barrels of il waiting to be discovered in this country. The
big problem is finding it."’

The article then listed a **cluster of different but equally stubbomn problems’’:
(1) meeting energy demands that by 1980 will be 50 percent larger than in 1968, (2)
counteracting a sharp drop in exploratory drilling for new oil reserves, (3) meeting
a squeeze between rising production costs and relatively fixed selling prices, and
(4) dealing with Congressional moves to change the depletion allowance for
petroleum and other minerals that oil men contend is essential to spur further
exploration.

One problem cited was the increased cost and greater risk involved in the
pursuit of more domestic supplies of oil and gas. An oil company executive is
quoted as saying:

**All the low-cost oil and gas fields in this country already have been discovered,”
according to one oil-company president . . . ‘"From here on, the risks and costs are {0
climb steadily higher. The essential requirement is a coatinuous and enormous flow of
capilal available to those who have the necessary combination of know-how and
willingness to take risks."”

The average cost of drilling an oil welitoday is about $56,000—whether the venture
is a success or a failure.
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The article closed on this prophetic note:

*If we leamned one lesson from last summer’s Middle East crisis,”’ an oil authority
recently declared, *‘it should be the need for maintaining a great measure of indepen-
dence frem foreign supplies that might be cut off without warning.”™

Copyright [968 U.S. News & World Report, Inc.

However, the article obviously gave the government far more credit than it
deserved, since unfolding events demonstrated that the government had learned
absolutety nothing from the 1967 crises.

One might have imagined that, at the very least, the government would have
provided subsidies to those capable of developing domestic reserves of oil and gas.
After all, it the government could at this very time pay farmers about $4 billion a
year not to grow food, logic would dictate that it offer a comparable amount 10
those capable of finding oil and gas. tInwever, our politicians thought it best to pay
Americans not to produce something the « ~untry didn’t need rather than pay others
to produce something the country needed desperately,

How and Why the Government Forced an Increasing Energy Need on the
Nation

We have already seen in connection with public education how the government
promaotes the growth of that which it controls and administers, regardless of the
nation’s real needs and demands. Obviously, we have too many students in school
when it is apparent that more skilled persons are needed. So, also in the transpona-
tion industry, what the country needed was the preservation and modernization of
its rail system—economically the more efficient method of transportation. Some
statistics will show, however, how this vital nationa) asset was allowed to deteriot-
ate. In 1940 there were about 44,000 locomaotives in service in the United States.
By 1971, this had dwindled to about 29,000, while passenger cars shrunk from
38,000 in 1940 to under 9,000 in 1971. The U.S. rail system was permitted to
deteriorate because it was in privare hands, while the federal government sought to
promote those areas of transportation that were in public hands. Efficiency and
comparative national need had nothing to do with the massive federal highway
program.’

So, because of the construction of thousands of miles of six-lane highways,
more Americans and American merchandise must rely on autos and trucks than on

'Politicians strive 10 spend the public’s money at every opportunily. Since the more they can spend,
the more they caa take in graft and kickbacks and the more power they can wield. A major TV network
did 2 special on the federal highway program and concluded that ai deast 10 percent of the $25 bil-
lion-plus spent was skimmed oft tn grafi and kickbacks.
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the far more efficient and less poliuting rail transportation. It is pointless to argue
that Americans prefer to ride in their auternoebiles than ride on trains since they
were never permitted to make a fair choice. Those using the railroads were taxed 1o
help support three levels of government while those who rode the highways were
not similarfy taxed. Had the railroads been able to operate without this burden of
taxation (as are the nationalized railroads of other countries) and had they not been
compelled to hire unnecessary employees, they would have been able to provide
raitl service at far lower rates, in far more comfort, and with far better service and so
would have had far greater appeal than the dilapidated and bankrupted system that
confronts the public today. The public is unaware that it was the efforts of
irresponsible government and irrespon: ible unionism that led to our rail system’s
moribund state. It has been the government’s lavish subsidy to a public highway
system at the expense of our private rail system that has now made the country far
more dependent on oil than it ever needed ‘v be.

Some of the same destructive fo-is were also at work in inhibiting and
discouraging the growth of our privately operated urban transportation systems,
which further encouraged dependence and reliance on uneconomic forms of auto
transportation.

Before leaving the subject of automobiles, I should clarify a misconception
concerning them—namely that much of America’s prosperity depends on a high
volume of auto sales. I don’t know whether this misconception can be blarned on
high-powered sales campaigns by the automobile indusiry or on governmental
efforts to generate high but meaningless GNP figures. Often we are reminded that
one out of every eight Americans *‘depends’”’ on the automobile for employment—
that 30 percent of all the glass, 20 percent of all steel, and 60 percent of all rubber
we produce is used in the manufacture of automobiles-—and carries the implication
that if automobiles are not bought in sufficient quantity, many would become
unemployed. If these statistics are right, then Amertca is expending too much of its
resources on a simple thing such as personal transportation, and automobiles are
being used in a frightfully wasteful manner, If so many Americans were not
employed wasting time and precious resources making and remaking automobiles
that are junked every four or five years, these resources and this productive effort
could be directed toward more worthwhile projects, such as (1} building up the
nation’s crumbling cities, (2) expanding the nation’s rail and mass transportation
systems, (3} expanding the nation’s shipbuilding capacity, (4} developing a system
of economical helicopter transportation, and (5) developing 2 rapid and reliable
system of mail delivery.

How the Government Created the Natural Gas Shortage and Higher Gas

Prices

On June 6, 1975, the Federal Power Commission announced a 19.78 percent
shortage of gas needed to meet firm contracts through March 1976, Probable
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curtailments would be 45 percent greater than had existed for the prior twelve-
month period ending April 1, 1975, but some carviers would experience even more
drastic shortages. For example, the United Gas Pipe Line Company, serving the
South Central and Southeastern states would face a shortage of 47.65 percent,
while 2 46.50 percent shortage was forecast for the Trunkline Gas Company,
serving the North Central, Middle Aulantic, South Central, and Sowtheastern
states. Curtailments of over 25 percent were projected for eight other pipeline
carriers. Such drastic curtailments in contracted fuel agreements portend severe
economic hardships for many firms, their employees, and their customers.

On Jupe 30, 1975, the Federal Energy Administration ordered 25 utility
companies to burn coal rather than oil or natural gas in 74 power plants. [t also
ordered 41 companies building new power plants to build them with coal-burning
capabilities. The FEA hopes in this manner to save 64 million barrels of oil and 88
billion cubic feet of gas annually. Stating that these orders *‘are essential to
encourage power plants to use coal,”” FEA Administrator Frank G. Zarb also noted
that **American consumers are paying a dear price because of our increasing
vulnerability and dependence on foreign oil (and lack of gas).”” Zarb could have
more accurately stated that *‘ American consumers are paying dear oil prices and
suffering a gas shortage because of the irresponsibility of Washington politi-
cians.”” The American public little realizes that both problems can be blamed
squarely on the U.S, government.

During the 1960s the average price of FPC-controlled interstate gas was 16.67
cents per 1,000 cubic feet.! To appreciate the amount of gas this is, an average
family would not burn up this amount with a month's cooking. The fact that the
family's monthly gas bill might be $6 or $7 was largely the result of refining
charges, transportation charges, distribution charges, and taxes, while the actual
producer received less than 16 cents for his trouble. That gives some idea of how
low the FPC set the price of natural gas.

Of course, the availability of cheap fuel, priced below its fair market value,
enceuraged an unrealistic expansion in the demand for natural gas, so that by 1970
natural gas was industry's most important source of primary energy, supplying 49
percent of its total needs, with oil supplying 29 percent, and coal 22 percent.

At the same time the government's unrealistic price controls discouraged the
devetlopment of additional natural gas reserves to balance this growing demand.
The government's action in controlling the price of natural gas at an artificially low
level, presumably in the interest of the consumer will, now, punish the consumer
severely. The government's action in keeping natural gas prices artificially low
can be likened to holding a basketball under water and when one's hand is removed
the basketball bobs up. That is what is now happening to natural gas prices as the
government is tinally forced, as a result of the gas shortage it created, to remove its

VA lade as 1973 b averaged 22 58 cents.
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interfering hand from the ball of natural gas which it had for so long held
under the water of a rising gas demand.

Had natural gas prices never been artificially controlled, increases in natural
gas prices would have been slow, orderly, self-corrective. Price increases would
have immediately created increased incentives for developing greater supplies,
which would have then served to dampen further price increases, while increas-
ing costs would have forced consumers to evaluate other fuels more realistically,
Higher free-market prices would have acted, therefore, to reduce demand and
increase supply, bringing supply and demand into balance at the most equitable
price. If the U.S. government had never tried to control the price of natural gas,
there would be no gas shortage today with all its dislocations and distoctions.!

Emission Controls, Auto Safety Standards, and Other Such Government
Meddling

Many of the nation’s pollution problems can be traced to increased use of the
automobile. Responsibility for this pellution rests with the federal government,
which over the years has fostered and promoted this form of transportation. Over
the last 40 years, America’s more efficient forms of privately owned mass
transportation should have been spared the destructive impact of irresponsible
taxation, which routinely confiscated valuable capital needed for maintaining and
improving service. Had this capital not been squandered by the federal government
on wasteful and senseless projects having a lesser national priority than the
maintenance of an efficient and modern mass transportation system, poilution
would not have become a national problem.

Centainly by 1968 it should have been obvious to our political leaders that
America could no longer afford gasoline-guzzlers from Detroit. But American
politicians rarely save America from crises since they seldom act until the crises
develop. It has now been proposed that automobile pollution standards be mod-
ified and deferred so that gas mileage might be improved by some 40 percent.
Based upon all the evidence that was available, this should have been done at least
five years ago, when the auto industry should have been required 1o produce cars
achieving greater gas economy. If this had been done at that time, [ doubt that
today we would have to be concerned about an Arab cil boycott.

If, in this case, I appear inconsistent in accepting government interference, 1
am not. The primary duty of government is the defense of the nation. Adequate

'Current shortage of natural gas and its new unavoidable move to much higher prices will create
hardships for those who were encouraged by the government 1o rely on a plentiful and cheap supply.
Commenting on this folly, the Chase Manhattan’s previously cited study noted that **as a result of 1he
unnatural market conditions created by the price controis imposed on natural gas at the well, the
consumers of all forms of energy have been living a fool's paradise. But the time has now run oat.™
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supplies of energy are vital for that defense and enable the government to pursue a
strong and independent foreign policy. Individual citizens cannot be expected to
have either the knowledge or the ability to act responsibly to protect them-
selves and the nation from failing energy reserves. Only the government has
the expertise and power to correct this situation. And if better gas economy wouid
have materialty helped our energy position, as it would, then the government, in
my judgment, had every right to require it.

As far back as 1969, therefore, the U.S. government should have required that
autemobiles be engineered with increased gas efficiency. But incredibly, in the
interests of reducing pollution (a condition largely created by the government
itself), the government introduced requirements that reduced gas efficiency even
further, thereby increasing the nation’s dependence on imported oil. If the U.S.
government thought emission controls were essential, then this shouid have been
coupled with requirements that would have also reduced gas consumption. Autos
might have been required to be made smaller and lighter to compensate for the loss
of economy resulting from emission controls. But the government, in addition to
ernission controls, added requirements for new safety devices which additionally
increased car weight and further increased gas consumption.

I have personally felt that while making automobiles safer is 2 worthy objec-
tive, at some point the law of diminishing returns sets in and the added cost and
inconvenience may not be worth it. Life itself is a risk and many people are simply
prepared to take risks that others are not. Elimination of risk costs money, and
many would rather take the risk and pocket the saving. Short of compelling all
citizens to drive around in Sherman tanks, how safe can government mandate
automobiles to be? Should some be denied automotive transportation simply
because they cannot afford the safest kind that bureaucrats can devise? Anyone like
myself, who has owned a 1974 auto and was not mechanically inclined enough to
disconnect the automatic seat belts must have, on more than one occasion, cursed
those meddling bureaucrats who wouldn’t let one move his car five feet without
first buckling up. This was especially a lot of fun when one was making a number
of short stops with children and packages.

I had always suspected that the reason the U.S. government did not require
Detroit to produce automobiles with greater gas economy is that the government
(as well as state and local governments) had a vested interest in inefficient
automobiles—since this produces more in the way of gascline taxes. According to
Plare's Oilgram Price Service, the average tax on a gallon of gasoline in 1973 was
approximately 12 cents. The U.S. government alone collected approximately
$3!2 billion in gasoline taxes, and this amount would obviausly drop if Americans
used less gas. I do not know that this was indeed the reason for the government’s
reluctance to require better gasoline mileage from Detroit—but since energy
conservation was every bit as important (if not more so) as additional safety
devices and pollution control, it certainly does seem suspicious.

207



The Lowering of the Depletion Allowance

As far back as 1968, bdsed upon the wealth of statistics and readily available
information plus the events surrounding the 1967 Arab-lIsracli war, speedy de-
velopment of domestic reserves of energy, especially oil and naturat gas, became a
national priority. To stimulate increased development of our own domestic sources
of energy, the government could have subsidized the development of additional
resetves, or encouraged the industry to increase its own development efforts based
upon increased profit incentives. Profit incentives for the oil and gas industry could
have been increased by either allowing prices to rise, thereby increasing profits, or
allowing prices to remain the same but cutting taxes, in which case increasing
profits would not be earned at the expense of consumers.

In 1969 the government could have spurred the domestic oil and gas industry
had it raised the depletion allowance from 27'% percent to 35, 50, or even 100
percent, thereby allowing the industry to retain more profit while not increasing oil
Or gas prices.

Let us assume that the government recognized the peril of our falling oil and
gas reserves and, wanting to reverse this trend as quickly as possible, simply
provided that all those who invested in the development of domestic supplies of oil
and gas would be permitted to recover tax-free income. Can the reader conceive of
the additional capital that would have been diverted by the investing public and the
major oil companies toward the development of America’s oil and gas resources? |
can only speculate, but I doubt whether America would now be having its current
problems had this been done as late as 1969,

But what did the U.S. government do in the face of the impending crisis? It
reduced the depletion allowance, thereby discouraging the development of domes-
tic reserves. The decrease in drilling activity was thereby accelerated. But why,
one might ask, would cur governmemt reduce incentives when there was such an
obvious need to increase them? Well, the government felt that it needed the
additional revenues that reducing the depletion allowance would provide. The
government initially gained approximately $313 million? from this act, so now it
had even more money to spend on its many **worthwhile™” projects.

In 1970, the government spent approximately $11 billion on *‘aid to educa-
tion’” so this additional revenue financed three percent of that *‘aid."” Our politi-
cians in their infinite wisdom concluded that it was more important that the nation
be provided with more sociologists, psychologists, philosophers and historians
than more oil and gas.

In July 1973, the General Accounting Office charged the U.S. Department of
Agriculture with unnecessarily paying out more than $300 million in export
subsidies in connection with the Sovier wheat deal. So domestic driliers were

'*The Tax Burden on the Domestic Oit and Gas Indusiry,” Petroleurn Industry Research Founda-
tion tNew York, 1972), p.22.
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additionally taxed in order to subsidize low-cost wheat ($1.63-$1.65 a bushel} for
our communist friends.

Actually, by 1969 our energy position had become so shaky that the govern-
ment could have, with complete justification, wiped out all income taxes paid by
those finding oil and gas in order to stimulate increased development. Many
Americans do not realize that about 75 percent of all domestic oil and gas wells are
drilled by so-called independent producers, as contrasted to the major oil com-
panies. There are about 4,000 such independents, whose prospects of raising
drilling money from potential investors would have obviously soared if they could
have offered investors ‘‘tax-free income’ because of the depletion allowance
being raised to 100 percent. Assuming we wiped out not only the revenue that
might be lost as a result of the increase in the depletion allowance, but all federal
income taxes,' what was really involved? Remember, for the sake of illustration, ¥
am excusing @ oil and gas income taxes; what the government had to do was
merely excuse income taxes only on wells drilled after 1968. But I am willing to
use an even larger figure in the interests of simplicity.

Figure 35 indicates the total amount the domestic oil and gas industry spent
drilling domestic oil and gas wells, onshore and offshore. This has amounted to
approximately 32! billion per year. Obviously, if the oil and gas industry could
have retained the $1.2 billion they paid in federal income taxes as well as the added
capital that this tax inducement would have generated, a substantial boost would
have been given to America’s domestic il and gas industry, which would have
alleviated our current energy problems,

But, how badty would the nation have suffered had the federal government lost
$1.2 billion in revenue? Federal receipts for 1969-73 averaged nearly $200
billion. Income taxes on oil and gas revenue thus amounted to only one-half of 1
percent of federal revenues. Could the government have squeezed this amount of
fat ouwt of its budget in order to create a powerful stimulus to make America
self-suffictent in oil and gas? There is no question about that, since the budget was
at least 25 percent fat already.

A report by the U.S, Senate Appropriations Committee revealed that foreign

'Figures supplied by the Petroleurn Industry Research Foundation, fac., show that the estimated
domestic Laxes of the U.S. petroleum industry were as follows:

1970 1971 1972
Federal income raxes (in billions) £.3 1.2 1.2
Other direct taxes 2.1 2.3 2.4
Total (excluding sales and exvise) 14 15 36

The tax payments do not include the $10 billion-plus also paid in excise, stale, and sales tuxes. 50
even if federal income taxes were eliminated, 1bere shill should be o number of other industry Laxes
which would themselves increuse with wnereased drilling activity
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Figure 35

ESTIMATED COSTS OF DRILLING AND EQUIPPING
TOTAL WELLS IN THE UNITED STATES

() 2) {3) {4)
Total Average
Wells Cost Cost per Well
Year Drilled ($000°s) iDollars)
1959 49,563 2,651,096 53,489
1960 44,133 2,424.418 54,500
1961 43,988 2,398,163 54,518
1962 43,944 2,576,675 58,635
1963 41,853 2,302,864 55,023
1964 43,486 2,427,367 55,820
1965 39,596 2,401,437 60,648
1966 34,521 2,360,740 68,386
1967 31,538 2,299,178 72,902
1968 29,576 2,409,360 81,463
1969 29,481 2,610,671 88,554
1970 27177 2,578,682 94,885
1971 25,040 2,371,491 94,708
1972 26,443 2,814,166 106,424

Authority: Joint Association Survey of the J.S. Oil and Gas Producing tndustry

aid programs for fiscal 1973 would total $17.5 billion.! So our politicians consid-
ered it essential that America substantially weaken its energy position in order to
fund a mere 6.8 percent of its global giveaway programs.

As the study by Chase Manhattan Bank's Energy Economics Division points
out;

fn the fifteen years ranging from 1955 to 1970, the domestic petroleum industry spent a
total of 68 billion dollars on its efforts to find more petroleum. And it drilled a total of
653 thousand wells. For its effonts, the industry found 50 biltion barrels of crude oil, 10
billion barrels of other petroteurn liquids, and 296 billion cubic feet of gas. In terms of
energy value, the gas discovered was the equivalent of 88 percent of the amount of oil
found. To have discovered enough oil and gas 10 satisfy all of the nation’s needs during
the pericd and also maintain a realistic inventory of proved reserves, the industry would
have had to increase its drilling effort by 75 percent and spend an additional 50 billion
doHars .2

"This amount (including the $7.3 billion loaned by the Export-Import Bank) was five times greater
than the $3.12 billion supposedly authotized, prompting the teport to state: "*In truth, however, this
[the formal approprianon) is but a relatively smuail segment of our total foreygn asd package, and 1o
unnecessarily fragment 1015 (o belsltle the very real burden which Ihe Amencan peopie are called upon
to carty . . .7 Sepate Report No, 92-1231, p. 5.

*Onilook for Energy i the United States 10 [985, p. 39,
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America is in serious trouble today because an additional $50 billion was not
spent developing our own energy resources. Over the last ten years, the federal
government has routinely paid farmers about $3 billion a year not to grow food,
while spending some $20 billion to reach the moon. Americans can take great
satisfaction in knowing that, in lien of spending money to provide the nation with
sufficient quantities of energy, the government thought it best to spend the money
fostering higher food prices and planting Old Glory on the moon.

Those Unconscionable Oil Profits

While I don't enjoy paying any more for a product than the next person, the
political hue and cry in *73 following the increase in gas prices was just too much.
[tis true that America’s oil companies increased their profits substantially in 1973.
It is also true that most of these profits—rmore than 85 percent—were generated
outside the United States, as Figure 36 shows.

Chase Manhattan’s special petreleum report,! from which Figure 36 was
taken, pointed out the reasons for these higher profits, not the least of which was
that

early in 1973 the dollar was devalued. And, in the process of the necessary conversion
from various other currencies, dollars were automatically increased on the books of
many petroieum companies. Thus, an action of U.S, government contributed dircctly
and significantly to the growth of earnings of these companies.

Figure 36

COMPARISON OF PROFITS
30 Major Oil Companies*

1972-1973
1973 1972 Change from 1972
Millions of
Profits Millions of Dollars Dollars Percent
United States 4354 3656 + 698 + 19.1
Rest of world 7368 3204 +4164 +130.0
Worldwide 11,722 6860 +4862 + 709

*All but four of these being American osganizations. However, the report noted in
1972 they (the four foreign corporations) were severely depressed. Because of the
unusual development in 1973, the earnings of these four companies were much
improved and that recovery alone accounted for more than ane-third of the profit
gain for the entire 30-company group.

"The Profie Siwanon | a Special Peirpleum Repon, Energy Economics Division, Chase Manhatian
Buank, New York, Apnl 1974,
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Painting out that * “nearly one-fourth of the worldwide increase in profits can be
attributed to devaluation alone,’’ the report cited other factors that had contributed
to the increased oil profits, such as the sharp increase in tanker profits. But what
was unconscionable is that America’s politicians conveyed the impression that the
substantial increase in oil profits came out of the hide of the American public
—which was obviously not the case. The following, however, illustrates rather
forcefully the hypocrisy that abounds in the nation's capital and the double
standards applied by legislators. Politicians obviously regard the bilking of billions
upon billions from the public as perfectly proper when carnied out by the govern-
ment, but let a private concern appear to be earning additional profits and their
righteous protests reach deafening proportions.

In a letter of July 12, 1973, 10 Roy Ash, Director of the Office of Management
and Budget, and to Robert E. Hampton, Chatrman of the Civil Service Commis-
sion, the General Accounting Office accused the Department of Labor’s Bureau of
Labor Statistics of violating *‘legisfative pay principles’’ in a survey it conducted
of salaries in private industry. This survey was used to determine pay scales for
federal employees and the GAQ claimed that the Bureau gave disproportionate
weight to higher paying jobs. The GAO stated that this resulted in unwarranted pay
increases which gave federal employees more than $250 extra annually and would
cost the taxpayers at least a billion dollars extra each year.

Please note again Figure 36 which indicates the ‘‘unconscionable™ 1973 oil
profits earned by the 30 major cil companies whose activities are continually
monitored by Chase Manhattan Bank. As indicated, only $698 million of their
increased profits can be attributed 1o the domestic American market. This, as one
can see, is substantially less than the billion dollars that was swindled from the
American taxpayer by only one federal agency, namely the Department of Labor’s
Bureau of Labor Statistics, Thus, this one department of government conned the
American public out of 40 percent more than the total increase in domestic oil
profits as earned by the top 30 oil companies—which had been characterized by
many politicians as ‘‘unconscionable.”” Naturally, there was no comparable dis-
play of righteous indignation regarding this far larger government ripoff of the
American taxpayer.

in any event, suggestions that profits are *‘unconscionable’ imply that they
were earned unfairly, and of course, the only way that could have been done is if
the oil companies had unfairly and oppressively overcharged their customers.
Figure 37 shows the average price of gas inthe U S, since 1945, [ am informed that
the quality of today’s gasoline is superior to that of 30 years ago; so. given a better
grade of gas, the price of gasoline only increased 86 percent (column B) from 1945
to 1974. During the same period of time, the government increased the cost of first
class mail from three to eight cents and the penny posicard to six cents while it
reduced postal service in half. So, while the price of gasoline was going up 86
percent, the government was increasing the cost of first cluss mail approximately
300 percent and the postal card upproximately 1,000 percent (adjusted for a 50
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Figure 37

AVERAGE U.S. GASOLINE PRICES

1945-1974
(a) ib) )

Year Dealer Service Service

Tank Wagon Station Station

{ex. tax) {ex, tax) (incl. tax)

1974 30.53 cents 40.41 cents 52.41 cents
19713 19.48 26.88 iB.82
1972 17.72 24.46 36.13
1971 18.11 25.20 36.43
1970 17.68 24.55 35.69
1969 17.11 231.85 34.84
1968 16.51 22.93 3171
1967 16.31 22.55 33.16
1966 15.83 21.57 32.08
1965 15.18 20.70 31.15
1964 14.82 19.98 30.35
1963 15.22 20.11 30.42
1962 15.45 20.36 30.64
1961 15.80 20.53 30.76
1960 16.08 20.99 3133
1955 16.18 21.42 29.07
1950 15.10 20.08 26.76
1945 10.33 14.48 20.50

Source: Platts Oilgram Price Service

percent reduction in services). Sharp increases in gasoline prices in 1974 were
caused largely by having o pay for imported oil with a devalued dollar and thus
were mostly the fault of the government and not the oil companies. Despite this,
gasoline prices in 1974 were still only 179 percent greater® than 1945 prices while
further increases in postal rates, ten cents for first class and eight ~ents for a postal
card, meant that they had increased first class mail 460 purcent and a postal card
1,400 percent in terms of thetr 1945 prices. Now, it is true that the U.5. postal
service doesn’t earn any *‘unconscionable profits.”” Personally, [ would feel much
better if it did, but who is obviously better serving the needs of the American
consumer—the oil companies that have only increased their product by 179
percent {while the cost of most other commodites has increased 400 percent) while
delivering a better product or the U.S. government which, though not making a

profit, has merely raised the cost of its service some 460 and 1,400 percent?
[t shouid, of course, be immaterial how much profit a corporation inakes, the

'Total prices (includtng taxes } increased by only 156 percent (column C).
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only important consideration being the price it charges, and the services it gives,
relative to what is available in the marketplace. Should anyone really care if Henry
Ford made millions in profits by capitalizing on an automobile shortage or if
Thomas Edison made millions capitalizing on a lighting shortage? We are now
confronted by politicians proclaiming that the oil industry will not be permitted to
make undeserved profits by taking advantage of the current energy shortage.
Nonsense!

The anly way that the energy crisis can ever be licked is for the oil industry to
hurry up and make as much profit as possible using, of course, these profits o drill
even more oil and gas wells and to search for and develop alternate sources of
energy. Huge expenditures of capital are required for such research and develop-
ment and for dritling the number of oil and gas wells (and to pay for all the dry
holes) that are necessary if our current shortages are to be overcome and if our
dependency on foreign oil is to be reduced. These huge capital expenditures can
only be generated by comparably huge profits. The nation must realize that if it
wants a good deal more oil and gas, thete must be room for profit in order to get the
job done. If the government and the nation foolishly worry about how much profit
the oil and gas industry is making, rather than worrying about the sufficiency of the
nation’s oil and gas reserves, then our energy problems will never be solved and
the nation will be forced to settle down into a substantially lower standard of living
embodying all kinds of domestic and global problems for a long time to come.
Higher (after-tax!) oil and gas profits will mean increased supplies and lower prices
while lower oil profits will mean decreased supplies and higher prices.

The Situation Today and What Must Be Done to End the Energy *‘Shortage®’

The government recently spent approximately $5 million for an 800-page
study by the Federal Energy Administration concerning methods to cope with the
oilcrisis. Like most government studies, it was a waste of the taxpayers” money. In
the next few pages the reader will find the only possible selution to the nation’s
energy problem, and the government could have had it for considerably less than
$5 million. If a shorage exists in a given commodity, there is only one of two ways
to eliminate it; increase the supply of the commodity or reduce the demand for the
commodity.

So far, almost all government efforts in connection with the oil shortage have
concentrated on reducing demand. Rationing attempts to reduce demand, atax on
gasoline attemnpts to reduce demand, atax on imported oil attempts to make it more
expensive and again attempits to dampen demand. In short, all government efforts
to relieve the energy shortage, aside from suggesting that navy petroleum reserves
be opened, that there be a delay in more stringent emission controls, and that
offshore leasing be expedited, have been concentrated on reducing the public’s
demand for energy. This, of course, requires very little imagination or creativity,
requiring ooly that the public agree to accept a lower standard of living,
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The American public and American industry, however, have developed cer-
tain energy needs, and to believe that the government can reduce the ameunt of
energy needed without serious economic hardship and distortion is ludicrous. A
two-car family, for example, living in the suburbs, may be totally dependent on
automobile transportation. And certainly a ten-cent increase on a gallon of gasoline
1o discourage its use, as was proposed, would create a financial hardship as well as
present some real practical problems. Consider the effect that this would have on
those businesses that rely on auto traffic for their livelihood. Incidentally, the
proposed increase of 10 cents per gatlon is further proof that oil profits were not
‘‘unconscionable.’” To suggest that the government must increase the cost of
gasoline to discourage its use is to suggest that the oil companies were selling gas
too cheaply so as to overstimulate its use. So the government stepped in and forced
an increase in prices. If gasoline prices were too cheap, how could oil profits have
been “‘unconscionable’’? The government has not yet offered a positive program
for increasing the supplies of oil and gas. [t would certainly help alleviate the
energy shortage enormously if a way could be found to harness all the gas that is
generated in the nation’s capital and then channel it into the nation’s power system.
Lord knows how many cities that would light up. But since this may be years away
from development, we must be more practical in cur search to increase domestic
supplies of energy.

The only way that supplies of 0il and gas can be increased is if the profitability
involved in their production is increased, and this is the only way that our
dependence on foreign oil can be eliminated. We must simply start paying the price
for ail the years of government irresponsibility—and the sooner we start, the
better. We will pay the price one way or another. In lieu of the $5-million,
800-page report on how to cope with the oil crisis, here is the answer in just 13
words: The governmeni has to get its hands off the oil and gas industry.

What does this mean? First of all, it must remove all artificially and bureaucrat-
ically controlled prices. The government is still maintaining a ceiling of 43 cents
per thousand cubic feet on natural gas. This must be decontrolled so that price of
natural gas can seek its own realistic level.

Domestic oil prices must be decontrolled. Currently domestic oil prices are
controlled at around $5.25 per barrel for old oil and decontrolled for new oil, which
is bringing about $12.00 to $13.00 per barrel. So-called stripper wells, those
pumping at the rate of ten barrels of o1l a day or less, are also decontrolled. Thus,
one is encouraged to allow a well that is capable of producing fifieen barrels of oil a
day to produce only ten.

Ford's Energy Proposals

In essence, Prestdent Ford proposed in his 1975 State of the Union address to
deregulate oil and gas prices, suspend stringent emission control standards, seek
greater auto gas economy, and urge legislation to permit commercial development
of naval reserves and the outer continental shelf. These are all admissions that
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these programs and provisions should have been adopted long age. But the
President’s program again largely concentrates on reducing demand for energy
while providing very little that would increase supplies of energy. Government
plans for developing alternate supplies of energy are, in my opinion, just so much
pie in the sky,

Deregulation of U.S. crude oil prices would mean that the price of about 60
percent of our crude oil would rise from around $5.25 a barrel to the prevailing
world price of $1 1, while the price of natural gas would also be allowed to seek its
natural level, Normally, higher prices for oil and gas would stimulate increased
productivity but, incredibly, the American public is to be robbed of the stimulus by
the government, since the government intends to levy a *‘windfall profits tax . . .
to ensure that oil producers do not profit unduly.’” So it is the government and not
the energy producers that is to profit from the energy shortage, to the tune of $30
billion-—$18 billion from excise fees to be levied on oil and gas and $12 billion
supposedly coming from the ‘*windfall profits’” tax.

President Ford claims that the government wiil return most of this revenue to
the people in the form of tux cuts. In my judgment, if this program is ever adopted,
a good deal of this revenue will simply be dissipated and wasted as it moves from
the people to the bureaucrats,

The President’s intention of levying a $3 tariff on imported oil and an addi-
tional tax of $2 on domestic oil would mean that oil prices would be higher in
America than in the other parts of the world. What would this mean to our
petro-chemical industry, which would thus be compelled to pay higher prices for
raw materials than, say, their Japanese competitors? Could American producers of
synthetics and other similar products requiring an oil base compete? In my
judgment, artificiatly raising oil and natural gas prices above their natural levels
and world levels is sheer lunacy. President Ford's proposal to levy a tax of 37 cents
per 1,000 cubic feet of natural gas, in one fell swoop, is an act that would raise the
price of natural gas by 250 percent over the long-controlled government price of 16
cents per m.c.f. and raise it 86 percent over the present controlled price of 43 cents!
per m.c.f. This is in itself a clear indictment of the government’s long-standing
policy to contro! the price of natural gas.

Many of Ford's other proposals, such as his optimistic plans for developing
200 major nuclear power plants, 250 coal mines, and the '‘drilling of many
thousands of new oil wells,”” as well as **the insulation of 18 million homes,”" are,
as I have stated, just so much window dressing and hardly address themselves to the
country’s immediate energy problem. The tragic implication in President Ford's
program is that it reveals the administration’s lack of understanding of the substan-
tial capital requirements and additional incentives that will be needed by the oil and
gas industry to overcome an energy crisis caused by years of government neglect
and econvemic and monetary stupidity. All the benefits that would inure to the

Hncreased 0 52 cents for new eas in Januury 1975,
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industry and to the consumer by the deregutation of oil and gas and their higher
prices are thus to be wiped out by the proposed $30 billion of new taxes levied on
the industry . In all fairness to President Ford, however, it must be said that so far
the Democrats have given no indication of offering anything that would be helpful
either.

Stop Being Conned on This Vital [ssue

in the months ahead, the American public will hear various energy programs
offered by Republicans and Demaocrats, neither of whom will be seriously seeking
arealistic solution of the country's energy problems, but will only be vying to find
a *‘program’’ that will be most politically popular and for which they can claim
credit. Since higher oil and gas prices are inevitable, peliticians of both parties
will, l am sure, be calling for *“windfall-profit’* taxes. The American public must
not be taken in by such political pandering and should ask, what will the govern-
ment do with any increased taxes taken from the oil and gas industry? Drill more 0il
and gas wells? Hasn’t the public come 10 realize that the government is wasting
enough of their money already? How much more is it to be allowed to waste? How
will monies taken by the government from the oil and gas industry help solve our
domestic energy shortage?

Should a citizen really care how much another might profit in undertaking to
supply him with enough energy at reasonable prices to satisfy all his needs? Would
he and the nation really be better off if they did not have enough oil and gas to meet
their needs, as long as this prevented others from reaping large profits?

[f the oil and gas industry were operated by the government like the space
program, foreign aid, and education, we would probably be drilling for oil and gas
in every state in the union, with a few crews looking for hydrocarbons on the
moon, and with billions of our tax dollars spent in the effort. Fortunately it is
private enterprise, not government, that is required to develop the nation's supplies
of oil and gas. And to do the job, the oil and gas industry does not need a
government subsidy. All it needs is for government to get off its back,

The depletion atlowance should be increased to 100 percent. We need oil and
gas so desperately we should be willing to let all those willing and capable of
finding it have the bonus of tax-free income.!

We simply cannot afford to increase our dependence on foreign oil. The
solution 1o our energy problem is well within our grasp if only the U.S. govern-
ment will allow the powerful forces of free enterprise to operate, unencumbered by
Washington's restraining and destructive influences,

"With the Tax Reduction Act of 1975 teffective March 29, £975). the government further limited
the depletion allowance, with increasing limitations continuing 10 1984, Thus America®s politicians, as
if 10 underscore and tlaunt their stupidity, decided 1o reduce incentives for developing the nation’s
critical supply ot oil und gas when sanity demanded that incentives be increased
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The Uneconomists and the
Science of ‘‘SIIGometrics’

If medical schools turned cut doctors as competent as the economists turned out by
our universities, Americans would undoubtedly have the highest death rate of any
nation on earth. It’s frightening how some economists who know nothing about
economics acquire such awesome reputations.

Understand the poor economists’ dilernma and you can understand their absurd
ideas and economic nostrums. For example, suppose an individual with consider-
able medical training and a highly compelling urge to heal the sick discovered,
after his huge investment in time and money, that the best way to cure the sick was
to leave them alone—that is, not interfere with their bodies” normal recuperative
powers.! To discover such a thing, after spending so much time and effort hoping
to cure somebody, would be a terrible blow. Suppose that such an individual was
now approached by another, seeking medical advice and treatment on the basis of
all those years the former had spent training. Tt is understandable that some would
be reluctant to say honestly, **My medical training has taught me that T am
powerless to help you and that your own body is better equipped to help itself
through the operation of powerful natural forces, than | am who can only employ
weak artificial devices.”” How much, after all, could a doctor charge for advice
tike that?

This, in essence, is the position of most “‘economists.”” If they were taught

"This, of course, is oot the case. | am making this assumplion purely for illustration.
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properly, they would have tearned that an economy functions best if itis left alone,
allowing free choice and competition to perform their miracles. Apparently
Keynesian egos are such that they are not satisfied with only the intellectual
pleasure derived from greater economic understanding and the financial rewards
consonant with correct economic analysis. No, they have to do something. As
economists, they lack the courage to admit that they are no better equipped than a
high school dropout to increase society’s normal rate of economic growth (in real
terms}.

in general, economic study’ equips one to appreciate the economic order and
to understand how untrammeled economic forces can provide higher standards of
living (in real terms, not dollar terms). A competent economist sees the order,
proportion. and reasen for economic relationships. He understands the relative and
absolute relationships between wages—for example, not only why a physictan
may earn four times what a barber earns, but why the former’s salary is not
$300,000 and the latter’s not $75,000.2

The value of economic understanding today, however, is not in the intellectual
and financial rewards it provides. No, its value is in exposing the “*economists’’
who confuse the issues and compound our problems with their **economic’’
nostrums.

The President’s **Economic’’ Summit

Need proof that Amertcan economics is an inteflectual wasteland? Look at the
front page of the New York Times of September 6, 1974, The headline, *‘Leading
Economists Feel Federal Reserve Needs to Ease Monetary Policy,” capsulized the
main economic thrust of the opening days of President Ford's celebrated confer-
ence on inflation. He had summoned 28 of the nation’s leading '“economists’ " to a
“‘summit conference’’ to help fashion what he had described as the nation’s
“*battle plan against a commeoen enemy—inflation.”’

According to the Times account,

leading economists of widely differing philosophies approached unanimity today in
concluding that the time had come for the Federal Resesve Board to ease its relentlessly
tough monetary policy affecting money, credit, imerest rates and indirectly the stock
market. This was the major development at the first of a series of meetings called by
President Ford to get ideas on dealing with the nation’s economic problems, especially
intlation.

'Those who refer to economics as the * dismal science”” merely confuse the science with many of its
prachitioners.

ZThere their absolute salaries have changed, but their relative walaries have aot. s there a
difference” If so, what is 117 What right 1his tell you about all other wages eamed by membess of
soviety” How hugh or low, 1n dollar terms, can relative wages po? What determines their absolute level
at any moment? Are relative wages capable of rising fore ver? If so, what happens 10 the valug ot saviogs
and debts expressed in these same dodlar terms? [f relarive wages are incapable of soaring, what holds
them, in absalute terms, (o whete they are?
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That's clear evidence that America's leading economists don’t know what
they’re about, Fasing ‘*monetary policy’” and abandoning a '‘tough monetary
policy’’ are euphemisms! and ways of saying gingerly “‘the government shouid
generate more inflation.”’

Presidemt Ford did not need a special economic conference to learn about
inflation or haw to control it. Alan Greenspan, his economic adviser, could have
told him with no fanfare and no difficulty that inflation originated in his Oval
Office and on Capitol Hill. Fortunately, Greenspan and Treasury Secretary Wil-
liam Simon persuaded Ford to reject the conference's recommendations.,

The conference’s sole achievement was that it revealed the intellectual bank-
ruptey of the power structure of American economics. We shall soon deal with the
conference’s specific recommendations. But for now, the significance of the
conference’s suggestion that the government *'ease monetary policy™ in its battle
against inflation must not be forgotten. As the reader will soon discern, Keynesian
“‘economists’” really have only one arrow in their economic quiver to use in
battie—the arrow of inflation. Once they've shot that arrow, they’re spent.

Over the last 40 years Americans have been conned into turning over the
econamic direction of the nation’s economy to so-called Keynesian economists.?
In short, Keynesians are nothing more than closet socialists. The New Deal, the
Fair Deal, the New Fronter, the Great Society were all "‘covers™ for the
Keynesian penetration and assault on the U.S. economy.

During these years, Keynesians succeeded in gradually replacing the solid
economic rock of honest money, hard work, thrift, and economic incentives on
which American society had rested. In its place they substituted papier-maché
unmoney, wild spending, rewards for idleness, and the destruction of economic
incemtives. The economic rumblings and disturbances that we are now experienc-
ing are merely the shock waves and tremors of an economic foundation that is
beginning to give way. There is now simply too much papier-maché and too little
cock feft 1o support us.

The Keynesian solution for any and all economic problems is simply to call for
mote inflation. Thatis it. That is the platform that supports all their understanding.
Inflation is their god. Infiation is the key that unlocks for them ail economic
mystery. Keynesians, however, do have one ironclad rule. They never invoke the
word ‘‘inflation’’ in vain. As a matter of fact, to the cult, inflation i1s so sacred it 15
seldom ever mentioned explicitly. Instead, they have developed a special language
that permits them to teach inflution. preach inflation. and to supplicate far and in
the name of inflation—all without ever having to utter its holy narme!

Ta those of us who understand how the acid of inflation eats through savings,

‘Examples of a "Modified SIG-6"" andd 3 "Modified SHG-3" See page 221.

*These **econormists’” are diciples of John Maynard Keynes (1883-1946). He taught than st)ciely"si
rate of ccuonomic growth could be increased by guvernment influencing and manipulating the **money
supply and throuph ineregses in government economic and fiscal planming.

210



destroys thrift, carrodes ambition, and dissolves the very econemic underpinning
of society, inflation is no god. Inflation represents rather the distitlation of all
economic ignorance poured into a sterling sifver chalice and offered to society as
some sparkling, stimulative elixir, when in reality it is aconcentration of economic
knockout drops.

To help you understand and see through the strange incantations of the
Keynesian order, I have prepared a small index of Keynesianisms. It will reveal
how Keynesians invoke the spirit of their patren saint inflation without actuaity
mentioning it by name.

The Schiff Index of Keynesianese Inflationary Terminology

SIIG-1% ‘‘Ease credit.”” This would enable the banking system to loan out more
unmoney, thus “‘inflating’’ the unmoney supply.

SIIG-2 *‘Relax Credit.”” A vanation of No. 1 above.

SIIG-3 *“‘Loosen Credit,”’ Another variation of No. | above.

SIIG-4  **Expand Credit.”’ Another variation of No. 1 above.

SIIG-5 ‘*‘Money istoo tight.”” This implies, of course, that either Nos. 1, 2, 3, 4,
or combination of all of them should be adopted.

SIG-6 “*Ease monetary controls.”” A suggestion that the Federal Reserve Board
lower interest rates or lower reserve requirements in order (o increase the
amount of ‘*‘unmoney’’ the banking system could loan out, in order to
inflate the *‘unmeney™” supply.

SIIG-7 *‘Relax monetary controls.”’ Variation of No. 6.

SIIG-8 ‘‘Loosen Monetary Controls.”” Variation of No. 6.

I would interrupt my list at this point to indicate the infinite variety of the above
that are possible, simply by employing modifying adverbs such as *‘a bit,”
“‘temporarily,”” ‘‘somewhat,”” as in '‘monetary controls should be eased
somewhat.”" Inflationary intentions can also be disguised by the the use of such
conservative sounding words as *“move 10"’ or ‘undertake’’; e.g., “‘the Federal
Reserve should immediately underrake to relax monetary controls’ (notice the
ring of respectability that has). Who would suspect that what was really being said
was, *‘the Federal Reserve had better hurry and print up some more unmoney”"?

[X}

SIHG-9 *‘Lower interest rates.’” The point of lowering interest rates is to make
borrowing easier so that the “‘unmoney’’ supply can be further inflared
by additional injections of borrowed ““unmoney.”” Technically a varia-
tion of No, 1.

"Abbreviated SHG for " Schiff Tadex of Inflationary Generarors,” with individual generitors being
eelemed o as SIIG-1, STIG-2, e

-
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SHG-10

SIIG-11

SHG-12

SIIG-13

SIIG-14

SIIG-15

SIIG-16

**Stimulate the economy.’” This invelves calls that the federal govemn-
ment exercise its power and influence to expand inflation in one or more
areas. [t could use its influence (o convince the Fed to lower interest rates
{No. 9) and reduce reserve requirements {No. 6) while itself cutting taxes
and increasing deficit spending (No. 13} or embarking on various gov-
emment projects (Nos, 14, 15, and 16).

““The economy needs an expanding supply of currency.”” This, of
course, is getting pretty close to the no-no of calling inflation inflation
and is stating, quite openly, that the economy *‘needs more inflation.”
This bit of Keynesianese was used by Treasury Secretary Fowler when
he appeared before the Senate Committee on Banking and Currency
urging that the U.S. switch from currency to unmoney.!

** An expansion of note circulation.” Actually a slight variation of No. !
above, and used effectively by William McChesney Martin at the Senate
hearing mentioned above, when he also urged Congress to convert U.S.
currency (o unmoney.?

**Atax cut.’” When this is done as an anti-recession measure it is done to
put more **purchasing power,"’ that is, more *‘money,’” in the hands of
the people, which is to “‘inflate’’ the unmoney supply. If, however, atax
cut were coupled with a comparable reduction in government spending,
it would not be inflationary. So, whenever an economist or a politician
calts for a tax cut without calling for a comparable cut in govermnment
spending, he is calling for more inflation.

“*Aid to depressed areas.”’ This is to increase the amount of unmoney
going into the depressed area so as to inflate its “‘unmoney’” supply.
Thus, inflation is suggested as a cure for falling productivity.

““The creation of jobs by the federal government to aid the unem-
ployed.”’ The real purpose of all such jobs is not to increase society’s
supply of goods and services but to put more ‘‘unmoney’” in the hands of
the unemployed; therefore, increased levels of inflation is the method
selected to help the unemployed.

“‘Increases in unemployment insurance.’” Like the government’s misuse
of the term insurance in connection with the Social Security, the gov-
emment, likewise misuses the term in connection with unemployment
“‘insurance”—which, despite its alleged vintues, is nevertheless, simply
another inflation generator—albeit a little more complicated. The levy-
ing of taxes on employers to pay for possible unemployment is an
immediate, additional economic cost that must be either absorbed by
lower profits {(production reduced) or passed on to the consumer in terms
of higher prices. In most cases, taxes thus collected are invested by the

'Note [, Appendix C.
*Note Q. Appendix C.
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SHG-17

state unemployment funds in U.S. debt obligations, which means the
unmoney derived by this tax is sent to Washington and immediatedly
spent on some silly government project. When benefits have to be paid,
these government debt obligations must be redeemed, which means the
federal government will, in alt probability, simply crank out more
unmoney to redeem its debt obligations. When this new unmoney is
dispensed 10 those who are unemployed, new “*purchasing power’’ is
placed into the hands of those who are not themselves producing goods
for market. We have thus reduced society’s store of goods whea the tax
was collected, and increased society’s supply of unmoney when benefits
are paid. Both of these are inflationary.

The inflation caused by the payment of increased unemployment
benefits, during a period of falling economic activity, must force prices
up or prevent them from coming down. Falling prices during an
economic slowdown would help those forced into unemployment, their
savings would go that much further, while falling prices would serve as a
self-correcting stimulant for a regeneration of buying as prices fell low
enough. The present danger to the U.8. economy is that the U.S.
government has shackled those self-correcting economic forces, which
is why the economy is now suffering the worst of two worlds—inflation
and recession—and why the government is powerless to help.

The best form of unemployment insurance is for the government to
insure that a healthy nation has honest money and price stability—and if
this were done, the very need for unemployment insurance would disap-
pear. But since overall govermnment activity ts largely responsible for
involuntary unemployment, the country is additionally and needlessly
burdened by the distortions caused by unemployment *‘insurance.”’

“‘Increases in federal spending” (on a variety of projects). Calls for an
““increase’’ or "“speed-up’’ in ‘‘government spending’’ are a catch-all
inflationary category since they are used in various ways. The purpose of
such programs i to inftate the unmoney supply by means of government
spending.

While I only listed 17 SIIGs I do not mean to imply, by any means, that the list
is complete. Regard this merely as your **starter list’* of SI[Gs. You should be able
to find many more interesting examples in your daily newspaper. Sometimes they
get very complicated and involved, but this list should get you through most of
them. Once you get adept at spotting SIIGs you may want to start your own
collection of unusual and interesting SIEGs. You might even consider trading them
with your friends,

SIlGomastics is a game for the whole family. Whe can find the most SIIGs on
the front page of the newspaper? Or in the President’s economic message 1o the
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nation? Or in any given magazine article? Audio-SIIG is played while listening to
the radio or watching television. In Audio-SIIG, the first one to hear a SLIG shouts
out **SIIG-SIIG, " and is scored. Audio-SIG can provide a lot of tast S1IG action,
especially if, say, you were watching Walier Heller on *'Meet the Press.”” In this
age of economy, SllGomastics can provide a good deal of inexpensive family
entertainment.

For example, the February 17, 1975, issue of Time magazine would have
provided an excelient opportunity to play an exciting game of SIIGomastics. In a
feature article, the magazine presented the views of Time's ‘“*Board of
Economists.”” This board consisted of eight “*economists,”” no less than two—
Arthur Okun and Walter Heller—having served as chairman of the President’s
Council of Economic Advisers.

Would you believe that this five-columned article had 28 SHGs? Its caption,
*‘Bigger Tax Cuts for Faster Recovery,” immediately provided {since nowhere in
the article was there a call for cuts in government spending) us with our very first
SIIG as it recommended SIEG-13 as a basis for a faster recovery.

The second and third SIIGs were rather interesting, since the specific phraseol-
ogy used actually combined the wording of S1EGs 4 and 6. The article stated that
most of the members of the Board had “*warned'” in February 1974 that a **mild
recession was coming™’ and had therefore "“urged the government to switch to
more expansive fiscal and monetary policies to alleviate the slump.”” Now while
SIIG-4 is “*expand credit’” and SIIG-6 is ‘‘ease monetary controls,”” 1 used the
“‘expand’’ of S1IG-4 and the **monetary’’ of SIIG-6, which now combined to give
me “‘expand monetary” policies. This technically should be termed a "split
altered SIIG-4 and -6 (altered since the word the article used was actually
“expansive’” and not “‘expand’’). Since the sentence also threw in the word
““fiscal,”” I considered its use as another variation of the word **monetary’’ and
thus gave myself credit for two SIIGs.

Y ale’s Professor Triffin allowed me to garner my eighth and ninth SHGs with
this sentence. *"Robert Triffin, 100, favors greater stimuius, but he would also like
to see greater emphasis on more selective anti-recession measures such as bigger
housing subsidies.”’ [Italics mine.}

Now, the ninth SIIG, of course, I earmed with **bigger housing subsidies,’” a
clear-cut case of SIIG-17. This is such an obvious SIEG that any novice SHIGer
should have had no trouble spotting it, What was, of course, slightly more
challenging was getting the eighth SIIG. Previous to this sentence the article
had been discussing what the article termed its **boldest suggestions,”” which
were tax cuts of at least $23 billion that were favored by Board members Walter
Heller and * *tax specialist’” Joseph Pechman. (This, incidentally, had provided me
with my seventh S[HG.) Now, the wording **Robert Triffin, oo, favors greater
stimulus .. 7 actually indicated his agreement with tux cuts previously sug-
gested (however the statement is inconclusive us 1o whether Triffin was prepared to
be us “hold”” as were Heller or Pechman). So while the statement does not actually
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stete that Triffin recommends a tax cut to stimulate the economy, it implies he
does, because he agrees with a previously stated S11G. This is an example of an
“inferred.'” *‘implied,”” or “*dangling™ SIIG. Inferred, implied, and dangling
SIIGs are the most fun because they’re the most challenging.

The fourteenth and fifteenth SHGs that | found are examples of a **Double
Extended Dipsy-Doodle SIIG™: (A) It's extended since it stretches to three
paragraphs, (B) it's a *‘dipsy-doodle”” S{IG because it is both for and against
inflation at the same time; and {C) it contained two clear SI1Gs. These SIIGs were
contributed by another member of the panel. Robert Nathan, who, we are in-
formed, is a “*Washington labor economist.”” Nathan stressed *‘the need for a
much more expansive program.”” Now, when economists of this sort use words
like ‘“expansive’” and ‘‘stimulative,”” they always, of course, are referring to the
unmeney supply. It is the unmoney supply that is to be **expanded’’ and it is the
“expanded’’ unmoney supply that is expected to provide the economic **stimula-
tion.”” This, then, i1s a combination of S1IIGs 4 and 10,

What distressed Mr. Nathan, however, was the budget’s projection of a **full
employment surplus™ which he felt was 100 “‘restrictive.”” A real budgetary
surplus has a restrictive influence on the money supply but a **full employment
budget’” is a make-believe surplus that doesn’t really exist except in the surrealistic
minds of politicians who dream them up. To believe, therefore, that Ford's full
employment, make-believe budget surplus represents “‘a very restrictive fiscal
pelicy” and does *‘little to slow down inflation’” is to stand logic on its head.

Since all of Ford's actual budgets project huge deficits, they are “*expansive’
inflationary and not *“‘restrictive’” deflationary. So, when Nathan suggests that
budgetary fantasy exerts more influence than does budgetary reality, he is merely
admitting to being unable to differentiate fiction from fact.

He isright, of course, when he states that Ford's pelicy will do little to ““stow
down inflation.”” Did he really expect projected deficits of $35 billion and $50
billion 1o slow it down? While Nathan obviously favors inflation (having just
recommended an “altered™ SHG-4 und -6}, his statement that Ford's policies do
little to **slow down inflation”’ implies a sympathy on his part for desiring the rate
of inflation to be slowed down. However, to be critical then of Ford's budgetary
policies because they are too resiricive is again to be for inflation by recommend-
ing SIIG-5, which, of course, gave me my fifteenth SI1G.!

But the biggest clincher, however, that Time's board of “‘experts’” was
confused came near the end of the article. Time reported that “*an overwhelming
majority " of the Bourd opposed the Ford administration’s plan of increasing tariffs
and taxes on oil because it felt that this would *“Kick prices even higher™* and woutd
add more than 2 percent to *"the consumer price index, which is now rising at an
annual rate of {2 percent.”’

*Technically, an “altered SIG-5."" A true STG- 5 is to suggest that ‘money is too tght. " To state
that fiscal palicy is too restrictive s another way of saying money is foo tght.
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From this one may conclude that the Board feft that a 12 percent rate of
inflation was too high and that previous administrations should, therefore, have
pursued far more deflationary policies. But Time's Board contended “*with few
exceptions’’ that the bulk of the nation’s economic troubles stemmed directly
**from policy mistakes of both the Nixon and Ford administrations. The biggest
miscalculation in the Board’s view was the persistent pursuit of overly restrictive
anti-inflation programs.'’*

This statement alone revealed the Board's true quality and character. [ was able
to capture my last SIHG, another SIIG-3, thereby closing out the article containing
27 SlIGs with this gem:

On monetary policy the federal government is given low marks for its stingy money
policies through much of the year. [lalics mine,]

Computing a SHG-Quotient

The drift of the Time article had been revealed in the caption—the article s first
SIIG. The article then merely repeated 27 times what had already been forcefully
and ciearly stated in the caption. Anyone reading the article, however, would have
assumed that they were supposed to gather more information in the ensuing five
columns than what could be picked up in its caption. Since they could not, they
came away confused, thinking they must have missed something profound.

It is possible to evaluate an article’s real economic value by its STIG quotient.

The Time article had a SIIG quotient of 142 percent. This is derived from the
formula _§, = 8q, with § equaling the number of SIIGs, - equaling the number of
paragraphs in the article, and Sq being the SIIG quotient. In the formula, the P is
always expressed horizontally rather than vertically since its developer thought

this lent it a little mathematical mystery ? Since the Time ariicle contatned 27 SIIGs

*So, Republican administrations which had heen so irtesponsible as te permit the inflationary rate to
jump to 12 percent were now being criticized for pursuing programs that were *“overly restrictive’” and
*anti-inflationary.”” Of course, these administrations were not solely responsible for this level of
inflavion; most of i had been generated in the two previous Democratic administrations—where Board
members Okun and Heller exercised considerable influence.

With an admiited rate of inflation of 12 percent, one wonders whal the rate would have been if these
“restrictive anti-inflation programs’” had not been adopted. The troth is that previous Republican
administrations had nor adopted anti-inflationary programas. That's why the rate of inflation worsened.
It is also obvious that the majority of the panei, being Democrats, felt, out of partisan loyalty, a need to
oppose Ford's oil suggestions on some ground. So on what greund did they oppose 1? On the ground
that it was **inflationary”’—while at the same time being critical of both Ford and Nixon for not being
more inflationary. A betier example of doublethink would be hard to come by. Incidemaily, SHGers
could have picked up a five-point penalty by counting the staiement thal our current difficullies were the
result of an ** overly restrictive anti-inflation program’* as a S11G. Remember, the science of SIIGomer-
rics (not to be confused with the “"game’ of SIIGomastics) is concerned with uncovering and
cataloguing disguised and hidden calls for inflation. This stalement wasn't even disguised. [t was
blatant!

¢n this regard, he was strongly influenced by that Keynesian offshoot—the unscience of econ-
Omerrics.
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in |9 paragraphs, it earned a fairly high SIIG rating. Nothing of any economic
value can usually be extracted from any written tmaterial when its SIIG quotient
goes above 49 percent.

Putting Your SHG Knowledge to Work on the President’'s Press Secretary

A pristine example of a SIIG-16 was provided on January 30, 1975, when
President Ford's press secretary, Ron Nessen, announced that some 2% million
veterans would receive their GI insurance dividends within the next 45 days
instead of throughout the year. The Associated Press quoted Nessen as saying
**The President feels that this action will distribute a substantial amount of cash at a
time when it is needed to give a boost 10 consumer spending.”’

President Ford was thus duplicating what President Kennedy did in the early
1960s, paying Gl dividends early in order to put **purchasing power’’ in the hands
of the people. If one were to ask Nessen or any other bureaucrat, politician, or
Keynesian how this inflationary act would differ in any economic sense from
simply filling up the Strategic Air Command with freshly printed unmoney and
flying low over the nation and releasing this **purchasing power’" throughout the
land, they would be stuck for an answer.

In their confusion to justify the former and not the latter they would say such an
airlift (1) is impractical, (2) would not distribute the *‘new purchasing power”’ on a
uniform or rational basis, and (3) might cause (oo many people to get trampled in a
stampede set off by unmoney floating down from the sky.

The point is they simply could not draw an economic distinciion between all
their fancifully worded programs designed to *‘stimulate the economy”’ and the
stimulative effect that showering the nation with new unmoney with the help of
SAC might accomplish. And while in my judgment their objections are valid in a
practical sense, they could be worked out. The SAC method of *'stimulating the
economy.’ after all, does offer one big advantage—it would be faster and could
get the job done in one fell swoop.

On Becoming an Instant **Economist’—Keynesian-Style

Anyone can become an instant economic expert, Keynesian-style, if he will
only learn to say *‘loosen credit’” (or any other SIIG variation thereof) and in
addition recommend the launching of at least one brand new government program.
This ts all there is to it. A parrot, of course, could be trained to say **loosen credit
and start more federal programs.'” If one had been so trained and sent to any
number of our past Presidents, it could have been placed on a perch in the Oval
Office and the President’s Council of Economic Advisers could have been dis-
missed. One adviser might have been retained simply to attend to the personal
needs of the nation’s new chief economist. Alan Greenspan is no Keynesian, but
since the President obviously does not heed his udvice, he might just as well be
employing the parrot.
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Just to show how this works, here might be a typical example: Suppose a city
were sustaining an exceptionally high rate of juvenile unemployment and, because
of this, juvenile crime was rising sharply. What advice might we expect from a
Keynesian on how to cope with this problem? The Keynestan response would go
something tike the folfowing:

(1} Government retraining programs should be immediately launched to raise
the tevel of job skills of the unemployed youths in the area in order 10 render them
more employable.

(2) Consideration should be given to the construction of a new multirullion-
dollar **skill center,”” which could not oniy teach skills, but would provide
additional employment opportunities during the period of its construction.

(3) An expanded program of federal projects might be considered whereby
increased employment opportunities might be created in such areas as (a) weekly
washing of U.S. post offices, court houses, and other federal buildings, whether
they needed it or not, and, (b} matching federal grants for expanded programs of
leaf-raking in municipal parks and for municipal street cleaning, whereby unem-
ployed youths would be given job preference.

(4) The government might institute a program of educational grants whereby
unemployed youths might be shunted off to colleges, thus at least lowering
embarrassing unemployment statistics and relieving social pressures.

(5) The government might consider designating the city a disaster area,
thereby qualifying it for low-cost federal loans. This should encourage more
businesses to go into debt in order to expand and increase employment oppor-
tunities in the area—hopefully hiring unemployed juveniles.

Have you naticed how all these **programs™ sound vaguely familiar? No
matter how complicated, they always involve spending more federal monies.

Making This Type of Analysis and Proposing These Solutions Requires
No Economic Understanding, Only a One-Track Imagination

Recommending the spending of meney requires no intelligence or understand-
ing. For example, if a friend is down in the dumps, tell him to snap out of it by
taking a trip around the world. If your married daughter 1s unhappy with her home,
tell her to get one with an Qlympic-size pool in the backyard, a billiard room
adjoining the library, and two bowling alleys in the basement. How could she be
unhappy in a home like that? i your best friend confides in you that his son has few
friends and feels insecure, tell him to get his son a new sports car, a new wardrobe,
throw parties for him where he can invite atl his peers to tisten to the best rock band
intown, and buy him a modest 32-foot sailboat. He will soon have plenty of friends
and his self-confidence will improve immeasurably.

So, you see how easy it is 0 make recommendations requiring only the
spending of money that sound as if they will really solve the problem. Keynesians
find it so easy to recommend the spending of money because they don’t really
understand what money actually is. They don’t know that the acquiring of legiti-
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mate moeney takes effort. Some years ago, when my son Peter was about six
years old, he asked for a list of things. However, | quickly informed him that 1
would not be able to furnish them. When he asked why, 1 told him that [ simply
didn’t have enough money to buy hirmn all the things he wanted. He then asked why
I couldn’t go to the office and get the money. Peter, like atl little children, did net
understand the retationship between money and hard work, between money und
effort. If one could indeed come by money as easily as dropping by the office and
picking some up, it, of course, would not make sense not to buy everything one
needed, nor would it make sense to establish a realistic order of economic
priorities.

Keynesians are like tittle children when it comes to understanding money. In
their view, money can be acquired with no more effort than it takes to run a
govermnment printing press—so why not spend money on anything and everything?
Instead of telling daddy to run down to the office to **pick some up,’” they tell the
government to run down and ‘‘pick some up’ at the Federal Reserve.

Let us now consider the type of realistic economic advice that the city with the
high juvenile unemployment rate should receive 1o help it solve its problems.

High unemployment is indicative that the city’s youths are unemployable
because of the high mandatory wages that are required by law, and because profits
are 100 low in the area to provide the economic incentives for employers 10 hire
more workers. Therefore, to create employment for juveniles in this area, we must
eliminate artificial wage barriers interfering with employment and allow wages to
adjust to their natural level based upon the forces of supply and demand, and
increase profit potential in the area as a stimutus to employment. Some cooperation
would, of course, be required from the federal government to implement this
program, but long-term substantial employment can only be maintained by
eliminating government influences.! :

All Keynesian recommendations boil down to the same message: spend mote
money, generate more inflation. Look at the recommendartions that emerged frorm
President Ford's conference on inflation:

(1) That a cut in federal spending and the federal budget would not do very
much very quickly to reduce the rate of inflation.?

(2} Some form of tax relief was recommended for low-income persons. (Here
the conference recommended SIIG-13.)

{3) A program of public service employment for those who might lose jobs
because of the ecenomic slowdown was recommended. (SIIG-15 is recom-
mended.)

(4} A “'liberalizing’* of the Federal Reserve’s credit policy was deemed to be
desirable. (The use of the word *‘liberalizing’” is a variation of SIIG-1.)

*Property taxes and sales taxes might be lowered with correspunding culs in government spending:.

2This, of course, was the only major area where the batile against inflation could he fought.
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{5) The conference alse recommended maintaining a tough policy against the
oil-producing nations, urging the government to develop greater domestic sources
of energy and to institute strict conservation measures.!

(6) Reimposition of wage and price controls was opposed.®

So, 28 of the nation's leading ' ‘economists’’ offered not one concrete proposal
for reducing inflation. But, then, what could the President have expected of a
Keynesian-dominated conference?

In my opinion, Keynesians should not even be referred to as economisis. For
example, no bena fide economist would recommend that the government expand
and stitnulate the economy with wmoney. But *‘economists’” such as Walter W,
Heller, Paul A. Samuelson, John Kenneth Gaibraith, Arthur M. Okun, Otwo
Eckstein, and Gardner Ackley do.

Who are the real economists? Well, there’s Henry Hazlitt, whose Economics in
One Lesson perhaps provides more information than can be gained by studying
economics at Harvard. There’s the prolific Murray Rothbard, professor of
economics at the Polytechnic Institute of New York. There’s the redoubtable,
ever-popular Milton Friedman of the University of Chicago.3 These are examples
of contemporary American economists; however, the 1974 Austrian-born Nobel
Prize winner, Frederick von Hayek, and New York University’s towering Ludwig
von Mises (1881-1973) are both sterling examples of legitimate economists.
Unfortunately these men are characterized as belonging to the Austrian school of
ecanomics, 4 which is somewhat like saying that those who maintain that two and
two are four belong to the **Austrian school of mathematics.'® And not to be
overlooked are other individuals who have been waming the American public
about the dangers inherent in Keynesian policies vis-g-vés the nation’s monetary
system. Among the best have been Franz Pick, editor of Pick's Currency
Yearbook, Harry Schuliz, editor of the influential furernationat Harry Schuli;
Letrer, and Harry Browne, author of How You Can Profit from the Coming
Devaluation and You Can Profit from a Monetary Crisis. Organizations such as the
Economist National Committee on Monetary Policy, the Foundation for Economic
Education, and the American Institute for Economic Research, that have at times
appeared to be but lonely voices in the wilderness, should be cited for their ¢fforts
and dogged determination to disseminate accurate economic information.

Henry Hazlit’s and Walter Heller’s economic views are as different as cheese

'These recommendations required no padicular economic training.

2This was about the only sensible recommendation, indicating that perhaps Keynestans had learned
something from the dismal failures of Phases [-IV.

31 would fault Friedman only for his seeming unfamiliarity conceming the value and function of
gold and his apparent willingness 10 accommeodale (o inflation by advocating indexing, and to entrust
pobucians with even Limiled bul arbitrary monefary power,

1 Though Milion Friedman is generally associated with the **Chicage” and **monetarist’” schools.
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and chalk. To say that they practice the same science is misleading. Many persons
have been allowed to call themselves economists because the pubiic has been
duped into believing that since economics is a social science, it's not really a
science and its truths are so relative that one economist’s views are as valid as
another’s. Economic laws, however, are as dependable as those of physics and
chemistry. Since a fundamental economic law is that prices are determinr.d by
supply and demand, an ‘‘economist’” who suggests that prices are not determined
this way but insists that they are determined by 4 “*wage-price push’’ is comparable
to a physicist who says **an apple when released from one’s hand will fall skyward,
not earthward.””

Because it is vital that the public recognize the difference between economists
and uneconomists, [ set out to prove beyond question that the nation’s most
influential and vocal **ecenomists’” are in reality uneconomists.! Space, however,
forces me 1o focus on only two—Paul Samuelson and Walter Heller.

Now, who am I, one might ask, to say that Paul A. Samuelson of M.1.T.,
Nabel Prize winner for economics, economic adviser to President John Kennedy,
and author of the most widely vsed economic textbook, and Walter Heller of the
University of Minnesota, chairman of the Councit of Economic Advisers under
Presidents Kennedy and Johnson, and past president of the American Economic
Association are uneconomists? I say so because I find their economic understand-
ing to be unsound, even unintelligible.

Why Study Economics at All

The reason for scientific study is that it provides a greater degree of accuracy
when forecasting than could atherwise be achieved. For example, it was the sure
knowledge provided by Gresham’s Law? that guaranteed a profit to those who
began hoarding silver coins when the government switched to the cupro-nicket
kind. Those politicians having recourse to a Council of Economic Advisers who
still maintained that cupro-coins would relieve a *“coin shortage™ were relying on
economists who either (1) never heard of Gresham, (2) or if they had, didn’t
understand him, or (3) if they had, didn’t believe him, or (4) had heard of him.
believed him, understood him, but decided to lie about the redson cupro-coins
were introduced into America’'s monetary system.

'For this task | had compiled SITG analysis of many of their statements, writings, and lestimoniex
hefore Congresstonal commitiees. This produced so much maierial, kowever, that when 1 correlated it,
[ had 100 much 10 ask my publisher to use and you to resd. Boiling down the magerial [ hud on Paul
Samuelson and Walter Heller, two of America’s most celebrated uneconomists, required the efimina-
tion of much fascinating matenial such as Samuelson’s task force study for President-clect Kennedy,
“Prospects and Paolicies for the 1961 American Economy,”” and cheice examples of SHGoratory
supplied by Heller's many Congressional appeatances,

*Bad money dnves out goud moency.”

[35)
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My knowiedge of economics enabled me to predict with remarkable accuracy
the course of U.S. monetary policy when 1 tesufied before the U.S. Senate
Committee on Banking and Currency on January 31, 1968. (My testitnony is
presented in Appendix B.} 1 will gladly pit my economic and monetary evaluations
at that time against those made by Samuelson and Heller.

A Brief Analysis of My Testimony

I made nine accurate monetary predictions (Appendix B, Note A) to **What
would be the effect of eliminating the 25 percent backing of Federal Reserve
notes? " It would (1) aggravate our monetary imbalance and (2) increase the amount
of gold losses. (3) Removing the gold reserve is inflationary. (4) Dollars can
simply be run off a press and they would be. Prices would climb higher. (5) Price
controls would be demanded, but (6) would do no good and gold would become
scarcer. (7) Such a move would not be interpreted as strengthening the dollar since
a dollar backed by nothing cannot be better than a dollar backed by something,
Ultimately (8) we would lose two or three billion more, and then (9) hopefully,
it would dawn ! on someone that we dare not lose it afl {and terminate the dollar's
convertibility).

I chalienge Samuelson and Heller to glean their testimonies and writings and
produce five unhedged predictions berween them that ever materialized.

A not atypical example of Heller's economic insight was his testimony before
the Congressional Joint Economic Committee in July 1970. In his view, inflation
was on the wane and so he urged the Nixon administration to stimulate the
economy in an effort to avotd idleness and economic stagnation. While it was
obvious to me in 1968 that if the U.S. government removed the gold cover we
would be in for galloping inflation, heading right for an inflationary bust, Heller
even inta 1970 believed that inflatien was apparently on the wane.

My testimony is also accurate in reflecting my adamant contention that the
U.S. would do absolutely nothing to tmprove its deteriorating monetary position,
which is stated in no uncertain terms in Appendix B, Note B:

However, since no astempt will be made (o correct the basic condition, we will simply
end up losing more gold. If we lose an additional one billion (we lost 450 million in one
week}, this will be equivalent (o a three billion dollar loss when we are campelled 1o
devalue.

However, our losses wifl now be greater when we are finally compelled to
“officially’” devalue on a realistic basis. Since inflation was permitted to grow
worse since 1968 (when [ then estimated gold's value at $105 an ounce}, we will be

Yamerica lost approxinaely 24 billion more betore it "dawned™” v e government w close the
Ceold window T

(%)
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compelled to devalue at a substantially higher gold price. The nation’s losses will
thus be substantially greater than [ originally predicted, due to the stupidiry of
public officials who continued to setl the people’s gold at the ridiculously low price
of $35.00 per ounce.

Now About Samuelson and Heller

Having used my testimony to demonstrate the analytical potential of tegitimare
economic knowledge and insight, let’s revisit the world of the uneconomist.

My first exposure to Paul Sarmuelson was in 1958, when I used his textbook as
part of an assigned course being given by the American College of Life Underwrit-
ers. Schooled inthe principles of sound money, thrift, the importance of economic
incentives, and the virtues of free enterprise, I was struck by his text’s advocacy of
unmoney, big government, the reduction of incentives, inflation, and many
nonsensical propositions. Samuelson’s Economics: An Introductory Analysis (3rd
edition) was an affront to my economic training and insulted my intelligence.

In October that year | wrote the college expressing my shock and anger that the
American College, supposedly the inteltectual and professional arm of the life
insurance industry, should use a text that represented an ecanomic philosophy that
seemingly embraced two conceptions which:

1. Countenance the systematic confiscation (by inflation) of funds that it [the insurance
industry) is morally bound to protect, and 2. threaten heinous national consequence to
personal thrift.!

Moreover, I argued that:

If the college really believes in the economic philosophies that it espouses and encour-
ages{ as exemplified by Samuelson’s text], then the life insurance industry is systemati-
cally, and with knowledge aforethought, guilty of a gigantic fraud to policyholders
individually, and readers an economic disservice to the nation as a whole.

I suggested alternate texts which not only would be more accurate from the
standpoint of economics but would reflect a far more responsible position as far as
the financial interests of the industry's own policyholders were concerned.

[ cited many of the errors and misleading statements liberally sprinkled
throughout the text. For example, Samuelson states that if price increases could be
held down to **less than 3 percent per year, such a mild inflation need not cause too
great concern.’ 2 I pointed out that if this rate of inftation didn’t bother Samuelson,
it wotdd bother those poor insurance and pension buyers and persons receiving

"For the sake of brevity, | have omitted tearing apar two of Samuelson’s pet theories: the " paradox
of thrfi,”” and the “"multiplier’* concept, whereby sociery is able to spend itself nch,

Ecanamics. Arndntreduceory Analvsis {rded . New York: MeGraw-Hill Book Co.. 1958), p. 250
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proceeds under any fixed-dollar insurance settlement arrangement, Samuelson
obviocusty would offer no objection to a rate of inflation of 2.9 percent that would
compound to an inflation of 33 percent in ten years and to 77 percent in twenty
years. Given a rate of inflation of 2.9 percent that Samuelson would accept, a
20-year $10,000 insurance endowment would lose 77 percent of its projected
original value at maturity, while annuity and fixed-dollar recipients would by then
receive only 23 percent of the purchasing power they had originally coniracted for.
I can only assume that inflation at this rate did not cause Samuelson great concemn
since he was smart enough himself not to invest in cash value life insurance and
annuities. Given Samuelson’s premise, therefore, I asked, is there really any point
to cash values, pension planning, settlement options, or annuities? [ could have
also added—given a rate of inflation of 2.9 percent, is there any point to govern-
ment bonds (which at that time paid only 3 percent) or any other fixed-dollar
investment?

it was because of the influence of uneconomists such as Samuelson, having no
**great concern’’ about an inflation rate of 2.9 percent, that the rate of inflation,
along with interest rates, has soared to such staggering levels. Samuelson had
overlooked, among other things, the fact that even with an inflationary rate as
“low"" as 2.9 percent, an investor would need to earn 7.9 percent to earn a legiti-
mate, conservative return of 5 percent, just to compensate him for Samuelson’s
modest rate of inflation. Thus, interest rates would have to be 58 percent higher
than pecessary when using 5 percent as a basic rate of return.' However, since
Samuetson favors all kinds of govermment services and is therefore not adverse to
income taxes, for an investor to earn 7.9 percent, after a modest tax of 30 percent,
he would need a minimum rate of return of £1.3 percent. So society must begin with
& minimurm interest rate of 11,3 percent in order to net a modest 5 percent for the
use of one's capital and for taking a modest risk.

Given this modest rate of inflation and this modest tax bracket, what rate of
return might an investor require to take a *‘businessman’s risk’’? What would an
equitable rate of return have to be, given a 10 percent rate of inflation and a 50
percent tax bracket?

Why did Samuelson say that an inflationary rate of less than 3 percent per year
“need not cause great concern’'? From this can one conclude that a rate of 2.9
percent need not cause *‘great concern,”’ but a rate of inflation of 3.2 should? |
wish he would explain the difference between an inflationary rate of 2.9 and 3.2
percent, or even 3.5 percent? How can he be so precise? [ wonder what he would
find to be concerned about in an inflationary rate of 3.9 or 4 percent that did not
cause him great concern in inflation of 2.9 percent?

‘Samuelson keeps axsumeng that savers and investors do nol object to being swindled out of 4
poriion of their yield by inflution. So he sees no relation between increases in inflation and increases in
interest. This perventage would, of course, be higher tor lower rates of interest and lower tor higher
rates o interes,
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Although Samuelson might have modified or eliminated this statement in later
editions, it does provide an excellent insight into his understanding of economics.
He seems not to have the foggiest notion about the consequences of inflation, nor
for that matter how Social Secunty was and is funded.

Of Social Security, he writes:

A private insurance company would have to charge tens of thousands of dallars for such
generous annuities and privileges. [p. 181)

So, in my letter to the American College, 1 argued:

Is he not implying here that insurance companies are overcharging for their products,
that one gets insurance bargains from the government, that **tens of thousands of dollars
of generous annuities and privileges’™ can be produced out of thin air at no cost to
anyone? These are ideas that we should be helping to dispel, not further! This sentence
is then followed by another, which must be seen to be belleved! Tt not only reveals the
author’s incomprehension of the Social Security System as such, but also demonstrates
his total lack of understanding of the consequence of inflation, the inevitable result of a]l
of his thinking.

The sentence | refer to is as follows:

It is one of the great advantages of a pay-as-you-go Social Security System that it rests
on the generai tax capacity of the nation; if hyperinflation wiped cut all private
insurance and savings, Social Security could nonetheless start all over again, none the
poorer.

Now, let’s examine that gem. First of all, the implication that a **pay-as-you-
go'’ Sociul Security Systemn had an advantage over the supposed reserve method of
Social Security “*funding”’ implies that Samuelson accepts the *‘reserve funding™’
cancept initially claimed for Social Secunty. There never was a legitimate Social
Security reserve, so it has always been *‘pay-as-you-go’’ and has rested on the
*‘general tax capacity of the nation''—that is, unfunded and unsound. But the clue
to Samuelson’s understanding comes from his unabashed acceptance of
“*hyperinflation’’ that ** wiped out all private insurance and savings.”" Note how he
takes such an obvious catastrophe in stride,

In my letter [ countered:

Is he suggesting here that the *‘reserve system"” did nof rest on the sele *tax capacity of
the nation’"? In this hyperinflation, what are the values of the payments that the system
contracied to make? Does he mean to imply that citizens forced 10 part with dear dollars
for this "insurance’” are none the poorer by being paid off in cheap or worthless paper;
that a social security check of $108 which had been expected (o buy food for a month is
Just as pood as one of the same amount that can only be used to purchase a newspaper,;
that a capitalistic society is somehow no worse off even though all ciuzens have now
been robbed of all their money savings?
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“*Tax capacity of the nation’ —what is the state of business in a hyperinflation?
What good, therefore, this "“tax capacity’"? Of course, the big question is—why
hyperinflation at all?

So here we have it altogether. Samuelson is unconcerned about a “‘mild
inflation” of 2.9 percent or a **hyperinflation’’ which can wipe out “‘all private
insurance and savings.”’ In other words, he is just unconcerned about inflation at
all.

My letter dealt at length with Samuelson’s attitude and understanding of
inflation. The following from that section of my letter shows that it was possible as
far back as 1958 to predict the disastrous course that Keynesian thinking was
taking.

That we may have a reduced workweek and any more real purchasing power (in many
cases this is illusory as many people hold down two jobs and in many families both
parents are forced to wotk 10 keep their economic noses above water, and this despite
the tremendous per capita increase in our capital equipment!) has been due (o the fact
that the momentum developed by the past generations of economic freedom has been
able 1o force through the maze of government pauperizing policies some benefits. How
much has been lost because of this filtering process staggers the imagination. Fortu-
nately, those rematning econemic freedoms that still survive have provided the pump-
ing action necessary to save the ship of state from the havac wrought by the army of
politicians and ‘‘economists’” busily boring holes in her keel. However, the watrer is
rising—and at an accelerating rate!

Here [ commented on Samuelson’s understanding and characterization of wars
as being ‘"good times.”’

On page 252, please read the paragraph surrounding the chart and notice where the
high poinis of the paragraph are, ther note this sentence **If prices rise in good times and
don’t fall in bad times . . .’ Please note what Samuelson considers as ‘‘good
times’ —wars!

This type of reasoning is why we have aften been accused of fomenting wars and
needing world tension for our prosperity. 11 should be obvious that wars are an economic
waste! If, therefore, a process of economic reasoning can elevate this state to **good
times.”” such reasoning must obviously damn the logic.

To the extent that a society seems to derive some economic benefit from war, it is
due to the increased national effort at such time which is directed toward research,
invenuion, increasing efficiency, developing resources, building productive capacity,
ete.—all accomplished by a severe curtailment of consumption (forced savings). The
consumptjon goods that are produced, the weapons, ammunition, etc., are
expended—and this is roral waste. Itis clear that any benefit that we derive from war is
due to the complete bamessing of the nation (full employment in the true sense of the
waord-—three shifts) wo accomplish the above ends. These remain o function and benefit
society after the war is over, However, if we wished 1o utilize the same national ¢ffort in
peaielime, we could salvage this one economic advantage that wars do tend 10 thrust
upon us, Samueison’s conclusions about wars being *'good times™ stem from the fact
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that during war lime there is a huge surplus of (paper} money {due to people receiving
payment for produciion which they cannot purchase). Since Samuelson confuses
(paper} money with wealth he, therefore, logically concludes that these must be truty
“good times."”’

I have often wondered—how much reat wealth and individual economic security
could have been created had the American economy, operating af the same capacity and
for the same length of time as it did during World War I and with the added manpower
of the then armed forces, produced only useful civilian products? Hew many com-
munities would have been left without adequate schools, hospitals, roads? How many
families would have been left without ample clothing, housing, appliances? How much
could have been stored for Future consumption? For how many years after this huge
“productive binge’’ could the economy have gone on one long collective vacation?

From the following examples, however, it will be observed that Samuelson’s
deficiencies as an economist are not secondary to his inadequacies as an invest-
ment adviser.

United States Government Savings Bonds bought for $75 in 1944, paid 3100 in 1934,
But one hundred 1954 dollars had a lower purchasing power than did seventy-five 1944
dollars. [p. 249]

And

A 3 percent yield for a perfectly safe, instantly redeemable [ government] bond is a very
great bargain. [p. 175]

In my letter to the college, I pointed out that Samuelson’s ability to draw the
latter conclusion on the basis of his former observation was obvicusly absurd and
had to be indicative of either: **(1) an illogical mind that cannot even draw
elementary conclusions from facts that it has already developed, (2) 2 willingness
to compromise facts—maybe in this instance to spare the author from appearing
unpatriotic if he had correctly assessed the investment worth of government bonds,
and (3) an unwillingness to appraise objectively, if such treatment would in any
way be prejudicial to the author's own preconceived conclusions or economic
bias.”” 1 then pointed ocut that the obvious inference to be drawa from this
information was that **the last line of that paragraph on page 175 must naturally be
changed if it is to follow logically from the author’s own facts to read: ‘Since
government bonds are not safe, neither is money nor bank accounts,” and if this
trend is not stopped, can the collapse of level premium life insurance and pensions
be far behind?"

Unfortunately, T was not able to dissuade the American College from using
Samuelson’s text and it has been continuously used by them in their program of
economic studies. Apparently, the insurance industry was morte concemned with
promoting inflation, since inflation created an ever-expanding need for the pur-
chase of more life insurance, even though, in the process, it destroyed the
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purchasing power of the billions of insurance savings that were entrusted to the
industry and that the industry had a moral obligation to protect. Insurance and
anpuity contracts, in most cases, are sold on the basis of long-term fixed-dollar
projections—prejections that the insurance industry, based upon the philosophy
promoted by the American College, should have known were misleading, if not
unethical.

For a more recent sampling of Samuelson’s economic wisdom, consider the
following statement on inflation he gave on the Public Broadcasting System
special, ‘‘Inflation: The Money Merry-Go-Round,”” in October 1974.

If you were ready to turn over the whole of the economy to the cruel forces of laissez
faire, of supply and demand, and you didn't care whether at one time 10 percent of the
population starved, whether at another time all the money, or a part of it went to asmall
fraction of the population, then certainly it would be the case that you’d have 10 scratch
and get out and waork or else you'd starve, and then it would be possible to control some
aspects of madern creeping inflation, For example, under faissez faire. if you just kepta
tight control on the money supply, then you couldn’t have the hypeninflation that we had
in Germany after World War I, or that many other countries bave had or that Latin
America has been having.

But for most of us, that kind of a cure for inflation we would consider worse than the
disease itself, because il means that a lot of kids ge o bed at night hungry: it means a jot
of rickets; it means a lot of inequality, And actually, it would mean, in the modemn
political context, blood in the streets and revolution.

This was Professor Samuelson’s entire statement. It is hard to believe that it
was delivered by one of America’s foremost ‘‘economists.”’ [ defy anyone not
trained in Keynesianese to repeat what the professor really said to his national
viewing audience, First of all, he states that if we didn’t have inflation (remember
that is the only arrow in his quiver), we would have starvation, a population racked
with rickets, and **blood in the streets.”’

As Figure 11 already indicated, the American economy sustained almost no
inflation for a period of over 100 years while absorbing millions upon millions of
penniless immigrants, and did so without starvation, without rickets, and without
blood in the streets. In the process, it also managed to create the highest standard of
living in the world. Samuelson’s statement also implies that the individual would
have absolutely no protection against the **cruel forces of laissez faire,"’ which is,
of course, nonsense. Aparl from the natural protection offered by the forces of
competition and economic self-interest, the citizen has the added protection of the
government's antimonopoly powers as spelled out in the Sherman Antitrust Act.
But what specifically are *‘the cruel forces of [aissez faire’" to which the professor
alludes? The fact is that the economy would be free to produce what the publiic
wanted rather than what politicians and bureaucrats decide they should have? As
far as ** 10 percent of our population starving,”’ when has starvation ever been a
problem in this country? My father tells of the first meal he had in this country
when he arrived in 1902, Having very little money and unable to speak English, he
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ordered ten cents worth of Vurst (hot dogs). He claimed that this bought so many
he couldn’t finish them. Starvation indeed! Why, even in the depths of the Great
Depression, the New Deal was notorious for destroying stocks of food that the
*‘cruel forces of laissez faire’” had apparently overproduced. Even Samuelson was
aware of this since he wrote:

[n the early New Deal years the emphasis was on crop reduction and there was editortal
weeping for the little pigs being killed and the crops aborted.!

Along these lines [ have long felt that someone is lying about the Great
Depression. Being born in 1928, I only dimly recall the early years of the
Depression, but certainly remember from 1933 on, and our family had enough
food and fuel. I have no memories of economic hardship although I lived in a
working-class neighborhood. I realize, of course, that this was not true of other
families, but whenever the subject of *‘depression’’ comes up, *‘liberal
economists’” are quick to cite the ‘‘starvation’ in America after the *‘breakdown
of capitalismm™ in 1929. Well, there certainly is a contradiction here. If there was
starvation in America in the early "30s, why didn’t the New Deal deliver the food it
was destroying to the people who were starving?? The answer must be either (1)
that no one actually starved in America even during the Great Depression and that
any suggestion by Keynesians that they did is nonsense, or (2) if people were
actually starving (or even going hungry) as a result of the Great Depression, then
the Keynesians who recommended destroying food rather than supplying it to
those going hungry were heartless brutes.

Either America’s left-wing critics are wrong about the Great Depression or the
cruelties of the New Deal have never been fully explored. If starvation and
malnutrition were ever or have ever been a problem in this country, we can thank
the successful efforts of Keynesians who have worked long and hard for farm price
supports and restricted agricultural output. As even Samuelson noied:

Even a flexible-price support program at 70 percent of parity has resulted in such
tremendous production outpouring as to bring the emphasis back again to crop restric-

tion, now in the guise of the Soil Bank . . . But with each cut in acres, the ingenuity of
farmers in growing more per acre has shown that this too can only be a stop gap.? [Italics
mine]

Who, therefore, tried to withhold food from the market in order to drive up
food prices—the *‘cruel forces of laissez faire’’? No, it has always been the forces
of government planning supported by Keynesian theoreticians.

tEconomics. An Introductory Analvsis |4th ed.; New York: McGraw-Hill Buok Co., 1958), p 4i7.

EEven if it had (o use army tnucks. | have even had Keynesians 1ell me 1hat the reason the food didn’t
teach she people whe were “starving'” was because of a back of ransportation.

1Economics: An ntroductory Aralysis i4thed ; New York: McGraw-Hill Book Co., 1958}, p. 49,
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Samuelson’s inference that the altemative to Keynesian inflation would be an
inflexible **tight control on the money supply’” is an example of his willingness to
take advantage of the public’s unfamiliarity with how the U.S. monetary system
really functions.

The primary reason for establishing the Federal Reserve System was to provide
“elasticity”’ to the nation’s supply of money substitutes, so that the supply of
credit money substitutes could be expanded and contracted in response (o realistic
economic needs. The U.S. supply of credit money substitutes has never been
required to be maintained under ‘‘tight control'’ as Samueison infers. When a
Keynesian ecenomist such as Samuelson uses the expression *‘light monetary
controls,” he means only that when the supply of money substirutes (s being ex-
panded at a 3 or 4 petcent annual rate (even in the face of falfing economic activiey)
rathier than at some greater rate that he would prefer (say 6 or 7 percent). This con-
sutuees *‘tight money!’"t

Interestingly, Samuelson does recognize the danger of continuous inflation.
He mentions the German hyperinflation following World War I. This hyperinfla-
tion ended on November 22, 1923, with the revaluation of one trillion old marks
for one new gold mark—thereby wiping out the entire accumulated mark savings
of the German people. What could be worse for America than a hyperinflation that
would wipe out all dollar savings? A hypernflation would transfer all wealth from
creditors to debtors, and destroy all fixed-dollar assets, the principal form of
saving for middle- and lower-income groups. 5o, what type of “‘inequality”’
would this create? Finally, Samuelson was not being candid with his audience by
implying that a return to private free capitalism in the U.S, would mean that one
would either have to “*work or else you'd starve.”” Throughout our nation’s
history, there have always been charitable organizations, voluntarily supported by
private individuals, which have stood ready to aid those in need. And, to my
knowledge, no one has ever been allowed to die of hunger in America.

Moreover, Samuelson’s reference to the possible need “‘to control some
aspects of the modem creeping inflation’’ is less than honest. Since when can
inflationary rates of 11 and 12 percent be properly termed **creeping’”? And more
specifically, how would Samuelson *‘control some aspects™ of this ‘‘creeping

‘To my knowledge, Samuelson has never called for a contraction in the supply of *'money™
substitutes when economic achivily has contracled.

[t the supply of “"money ™ substitutes is expanded ata 6 pereent rate when economic activity drops
by 2 percent, then the expansion of the ""money ™ supply is really 8 not 6 percent. This is the present
predicament of the United States. The Fed continues w increase the supply of “money’ substiimes
eventhough economiv activity bas decreased. Therefore, iti< increasing the relative supply of unmoney
at o tar higher percentage than ¢laimed and 15 generating intlahon at a greater intensity than it is willing
10 adnnt,

Whin Samuelson advocates is o constantly ¢ vpunding ~upply of unimoney . responding not to (he
needs of husiness but 1othe insatiable needs of government and (o the Jemands of Keynesians who are
constantly urzing that the unmoney supply be ilated 1n order 1o stimulate ™ the economy. The Tatter
presumption can only be held by someone with a distorted economie understanding.
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inflation’’? With price controls? So, despite the increasing hardships that inflation
was inflicting on the nation, which had created the very need for the program on
which he was interviewed, Samuelson couldn’t utter a single unkind word for
inflation, nor could he offer any reasonable suggestion as to how inflation might be
reduced or contained.,

Let’s return again to that TV program, *‘Inflation: The Money Memy-Go-
Round,” and consider the views of another top uneconomist—Walter Heller.
When the panel was asked, *‘Is inflation inherently good or bad or is it just
something that we live with?’ Heller replied:

I think that is the right question to start with, because we are in the realm of values. It's a
question of how much we are willing to give up, on one hand, to subdue inflation on the
other. And I think that is often lost sight of.

You know, we make a devil of inflation and we’re willing apparently 10 spend any
amount of jobs. profits, output, financial stability, etc. to fight inflation.

I would say that if cur rate of inflation comes back down te 4 or 5 percent, and the
rest of the world is inflating at 4 or 3 percent, that’s something we can live with. I don’t
think we should try to live with double-digit inflation, [inflation above 10 percent}
because it does have disturbing circumstances. And others, [ am sure, will speak to that.

He was asked simply if inflation were *‘inherently good or bad’” and avoided a
direct answer. Even John Kenneth Galbraith noticed this. In response, to the
moderator’s question he declared:

No, I think it’s a bad thing and here [ part company with my old friend Walter Heiler
who spent all of his tife fighting depressions and recessions and wants 1o continue so. [
would like to see him convert now to dealing with inflation, which can be done . . "’
[Ltalics mine.]

Galbraith continued by pointing out how damaging inflation could be and then
suggested combating it with price controls,

Let's submit Heller's above statement to closer analysis. First of all, he
suggests that we have to *‘give up’ something to control inflation, which he
suggests might be jobs, profits, output, and financial stability. In reality, those are
among the things the economy would gain if it forfeited Keynesian-style inflation.
Heller suggests that we could live with an inflation of 4 or 5 percent. This is absurd,
since if one wished to earn a legitimate 5 percent interest on capital, that would
mean rates of better than 10 percent, adjusting only for losses resulting from
inflation, without making any adjustment for losses because of income taxes. Such
a level of interest must necessarily stifle growth and economic expansion. Five
percent inflation expropriates at least $35 billion a year from those who have
unmoney in savings banks and savings and loan accounts, $10 billion a year from
those who have cash value life insurance, and $15 billion a year from private
government bond holders. Apparently Heller sees nothing wrong with fleecing the
fation’s savers of at least $60 billion a year through inflation, which would be an

241



amount greater than is tost through all illegal and criminal activities in the United
States.

Notice that Heller concedes that he doesn’t think we should try to live with
double-digit inflation (presumably we therefore could live with a @ percent rate of
inflation) because ‘‘it does have disturbing circumstances’’ which, he says, others
““will speak t0.”" He had previously noted that *‘if our rate of inflation comes back
down to 4 or 5 percent . . ."” but does not explain how or why double-digit
inflation came into being.! Nor does he explain how this reduction in inflation is to
come about. He only says “*if the rate of inflation comes down."’?

Heller, of course, admits that double-digit inflation has **disturbing circum-
stances.”” But what are those ‘‘circumstances,”” and how could they be disturb-
ingly present in an inflation of 10 percent but mysteriously absent in an inflation of
five percent?

Space limitations prevent me from covering many more of Professor Heller's
statements before Congressional commitiees. However, to buitress my contention
that Heller is an uneconomist, I shall focus on remarks he made in 1974 before the
national convention of the American Economic Association as its outgoing presi-
dent.

According to the Washington press service, Heller said

the current recession could have been avoided if tax cuts® had been enacted last spring
and if the Federal Reserve Board had not switched 1o a tight manetary policy in March
and April.* The ‘‘drags™ that higher oil prices put on the economy—by transferring 35
billion dollars in buying power from the U.S. to oil-producing countries, coupled with
light spending and monetary policies made the recession inevitable. 3

Here's Professor Helter blaming the recession on a slight minimizing of
inflationary forces, while inflation was soaring at better than 10 percent, with
many prices increasing 50 anid 100 percent per year, and on the higher paper prices
of 0il.® In all candor, 1 can never recall when Walter Heller was niot calling for

'Ilt_was to a large extent the result of the fiscal and monetary policies of the Kennedy and Johnson
administrations—policies (hat he helped 1o shape.

*If pressed for an answer, he might reply; *Why, by sacrificing ten vestal virgins 1o the god
Inflation, and as its wrath is appeased, inflations of all kinds, including price-wage, wage-price,
<ost-push, push-pull, pop-up, pep-over, and ball and jack, wiil start to subside.™

9Here he recommends a SIIG-1 3,
*Now he switches to a S1IG-3.
*Finishing up with an “‘extended™” SING-5.

¢Any housewife could have offered the observation that higher™ vil prices weren’t daing the
economy any particular good. Heller here overlooks any responsibility he might have had (or the energy
crisis while serving as chairman of the President’s Council of Economic Advisers. Elements of the
developing oil crisis were clearly visibie during his tenure,
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more inflation and/or placing the blame for some economic difficulty on the simple
lessening of inflationary pressure.

GNP: The Big Bamboozle

Before leaving the subject of the uneconomists, some observations are in order
regarding the gross national preduct (GNP), in which Keynesians and federal
bureaucrats place great stock. In Keynesianese, an increasing GNP means
economic prosperity and economic well-being; a falling GNP means economic
stagnation, recession, and a declining standard of living. The Keynesians even
have a subsect, *‘macroeconomists,”’ who study national income figures with the
religious zeal of cabalists, endlessly sifting through dollar statistics searching for
the key to a healthier, happier, more prosperous economy.

I maintain that all statements suggesting that a higher gross national product or
higher national income is indicative of an increased national prospenty are rub-
bish. Consider the following hypothetical example.

Suppose a tidal wave demolished the FloridaGold Coast from Miami Beach to
Palm Beach, laying waste, in addition to those cities, portions of Fort Lauderdale,
Pompano Beach, and Boca Raton, Let’s say the cost of such destruction came to $2
billion. Let’s say that the cost of cleaning up the debris alone came to $300 million.
Obviously, the country has been made poorer by the destruction of $2 billion of
real wealth—but is the dollar value of all this destruction subtracted from the gross
national product? Of course not. Now, does the 3300 million required for cleaning
up the mess have any real economic value, and does it contribute toward increasing
society's standard of living? Of course not. But that $300 million cleaning bill will
go toward increasing the gross national product by $300 million, since all money
received by 2ll members of society finds its way into the GNP without any regard
forits relative economic merit, Therefore, a tidat wave that caused $2 billion worth
of destruction, leaving thousands homeless and hundreds dead and injured, in-
creased the GNP by $300 million. There would be GNP losses, of course, but only
to the extent of losses in producrivity caused by the disruptiveness of the flood
itself. To the extent that society was now forced to work to replace the destroyed
properties, the GNP would be increased by another $2 billion—thus this holocaust
would have generated a $2.3 billion increase in the GNP and would have contri-
buted to the appearance of a higher standard of living as reflected by GNP
statistics !

Abundance Has the Tendency to Develop Lower GNP Figures Than Scarciry

Suppose U.S. farmers produced a thousand bushels of wheat having a value of
$2 per bushel. The GNP value of this wheat would be $2,000. Suppose the
following year favorable agricultural conditions enabled them to produce 3,000

'In addition, of course, government officials and Keynesians would have been quick 10 cite the
added beneficial effects that the flood would have on upemployment in the area,
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bushels of wheat. Such a dramatic increase in the supply of wheat might cause the
price of wheat to drop as low as 50 cents per bushel, reflecting a GNP figure for the
3,000 bushels of $i,500. So, now our wheat production produces a lower GNP
figure even though we have three times as much wheat.

A GNP of Zero Would Indicate the Highest Possible Standard of Living

It is important to recognize that all positive economic forces strive to produce
lower prices and lower GNP figures. It is only because of government intervention
that we in fact get higher prices and higher GNP figures. Let me illustrate. Assume
that there was a massive hom of plenty in the center of every city {more homs in
larger cities) and that all one had to do to get what he wanted was to go and pick it
up. Obviously, in this situation, nobody would have to work, nothing would have
to be produced, and consequently nothing would have any value. Nobody would
buy or sell anything since one could get whatever he wanted for nothing.

By any economic yardstick, such asociety would be well off , although its GNP
would be zero. While the above state of economic nirvana is obviously unattain-
able, it certainly can serve as a worthy economic objective, but the higher the
GNP, the farther we move from our goal. Correctly understood, therefore, all
sensible economic activity—the striving to create capital, increases in economic
efficiency, the development of more economical products—are essentially at-
tempis by society to create more efficient “‘homns of plenty,”” and while we
obviously have not developed the end product, we are nearing it. This can be
Jjudged by the vanety of goods that can now be seen emerging from our factories (in
effect *‘horns of plenty’'} as opposed to what flowed out of them ten, twenty, a
hundred, or a thousand years ago. A good example of this is that in 1960 bought a
second-hand calculator for $300. It was heavy, bulky, and noisy. Today, cal-
culators (emerging from our ‘*homs of plenty’”) are smaller, lighter, more con-
venient, noiseless—and they sell for under $50.* That all prices and the GNP have
not dropped in a similar manner, as they should according to sound economic
theory, can be traced to the artificial inflationary forces generated by govermment
and justified by America’s uneconomists.

inefficiency Will Generate Higher GNP Figures Than Will Efficiency

For example, suppose Economy A produced 10 million cars a year and junked
8 million. GNP figures will include in an index of Economy A's advancing
standard of living the dollar value of the 10 million cars produced, while neglecting
to deduct the comparable economic utility (not the dollar value which would be
lower) of the cars that were scrapped. The net economic increase to society from
the above productivity is only 2 million new cars plus only the net increase in
utility* provided by the B million new cars that were produced to replace the 8

'And were u not lor inilanon, their prices would be tower sull.

Based on comparing aff cars in terms of their orginal wility.
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million cars that were scrapped. Suppose Economy B, manufactuning much better
cars, produces 3 million cars, while serapping only 300,000, The net addition of
cars in Economy B is, therefore, 2.7 million cars versus 2 million for Economy A.
GNP figures for Economy A, however, based on the production of 10 million cars,
looks far more impressive than the figures for Economy B, which produced 3
millien. Such figures would be misleading, however, since Economy B is generat-
ing a far greater overall increase in auto utility than Economy A, which, to a large
extent, is merely spinning its economic wheels.

GNP Figures Artificially Distort Economic Value Since They Give Equal
Weight to the Production of Capital and Consumer Goods

Generally speaking, the economy produces two types of goods—consumer
goods and capital goods (sometimes referred to as instrumental goods). Instrumen-
tal goods are goods that are not wanted for themselves but are only produced to
make other goods that are wanted for themselves alone. A factory is built, for
example, not because anyone wants the factory, but for the products the factory
can produce. The goal of economic production is to increase the amount of
consumer goods, goods desired by the public for their personal use, enjoyment,
and consumption. The fact that billions are spent on factories, post offices, office
buildings, roads,! etc., in itself does not mean an increase in society's economic
standard of living. The only figure that can be used as a measure of real economic
progress is the amount of consumer goods that is produced on a per capita basis.
The value of society’s productive effort that went into making machinery, con-
structing factories, office buildings, dams, highways, etc. should ultimately be
reflected in an increased flow of consumer goods generated by these capital
investments. However, the cost of these capital and instrumental goods should not
be included in GNP figures (as it now is) as an indication of an increasing standard
of living, since their inclusion gives value to goods that are not wanted for
themselves, and would also assign economic value to what may be only unneces-
sary, unneeded, and wasteful capital construction.®

For example, Economy A builds a $5 million factory capable of producing a
million widgets having a GNP value of $1 million, so, Economy A’s GNP reflects
an increase of $6 million in terms of a year's widget production and the cost of the
factory. Economy B, because of better design and efficiency, is able to build a
factory for $3 million that is able to produce the same million widgets. So, because
of increased efficiency, its GNP suffers in comparison to Economy A’s by $2
million. Suppose further that Economy C spends $10 mitlion for a widget factory
which, after it is completed, is found to be unsuitable for making widgets and has

"I somehody, for example, invented an inexpensive jet back-pack, we wouldn't need so many
expensive highways,

*The Sovict Union and the United States use this technique 10 convince their cilizens that their
nations are achieving higher standards of living.
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to be abandoned. In that case, its GNP would go up by $10 millien with its
economy having absolutely nothing to show for this expenditure. So, its GNP
should reflect a zero increase rather than the $10 million that would be reflected if
its GNP were calculated as it is in the United States.

The danger of allowing capital goods as well as government armament produc-
tion to be reflected in GNP figures is that it allows government, which has a vested
interest in impressing us with higher GNP figures as both a reflection of increasing
national presperity and its successful management of the economy, to inflate and
manipulate GNP figures with all manner of wasteful economic activity having no
real bearing on consumption goods and the nation’s prospenty. Expenditures on
munitions assign a misleading value to armament production. In an economic
sense, all armament production (with the exception of that produced for export and
sold) is a total waste. All the bombs that were exploded in the Vietnam War
cbviously did not increase America’s standard of living by one iota. Those
American resources and productive efforts thal were diverted and exploded waste-
fully in the air and on the ground in Vietnam might have been directed toward
building up a part of America, but they weren’t.

Not that armament production and the economic cost of war, even the Vietnam
War, might not be worth the cost. But to include the cost of fighting a war in the
GNP, which is then viewed and interpreted as an indication of national prosperity,
is ludicrous. Doing so creates the illusion that wars are prosperous times {we had
previously noted how Professor Samuelson was even fooled by it). It also conceals
from the population the economic costs of war and leads many to think **we need a
war for our prosperity,’’ or *‘we need a war (o get us moving again,”’ or ‘*a war
will get us out of depression.’”

So, by including in the GNP instrumental production, amnament production,
and such wasteful government expenditures as unnecessary bureaucratic salaries,
the government can inflate GNP totals so that the nation will be conned into
thinking it is making economic progress when in reality it is sliding inte an
€CONOMLIC MOrass.

GNP Includes the Costs and Gives Value to a Variety of Services
That Society Would Prefer 10 Do Withowr

Americans are now spending millions of dollars a year on private tax services
just to compute their tax liabilities for the government. All fees collected by these
private tax services, as well as all accounting and legal fees generated by tax
considerations alone, go to increase the GNP. So, the more complicated and
cumbersome our government can make its tax laws, which would compel more
and more Americans to seek even more expensive tax and accounting services, the
better the GNP looks.

For example, Americans spend over a billion dollars a year on burials. All
money spent an funerals will, of course, go to increase the GNP. Since the GNP is
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interpreted as a reflection of economic prospenity, it, therefore, would illogically
follow that the more money Americans spend on the ritwal of dying the higher
appears to be their standard of /iving. Obviously, if we had an increase in crime
which would create an additional need for more policemen, jailers, and judges, all
these salaries would alse go to increase the GNP, while contributing absolutely
nothing to raising society's real standard of living.

In 1972, Americans spent $83.4 billion or 7.5 percent of the GNP on medical
health services while spending only $12 billion or 4.6 percent of the GNP for
similar services in 1950. If one believes that the GNP adequately reflects our
standard of living, then he believes that the sicker we are as a nation and the higher
our national health and medical bills, the higher our standard of living as reflected
by GNP iotals.

Now, I am not saying that it is unimportant to have efficient and extensive
medical facilities. [ am saying that it is nonsense to consider payments for medical
services, payments we would all rather avoid if we could, as an indication of an
increasing standard of living . . . since, obviously, the sicker the population is, the
greater will be the percentage of the GNP spent on medical treatment. Costs for
medical care, like payments for instrumental goods, should not be included in the
GNP since they interfere with accurately assessing real increases in the standard of
living. Higher expenditures for medical services could mean that society was
indeed bringing better medical treatment to more people, or it might mean that
increasing social and economic pressures were forcing more people to seek more
medical attention, and/or society was practicing a more uneconomic form of
medicine, That this contributes toward higher medical costs cannot be denied.
Medical research has succeeded, by the development of serums and new drugs, in
eliminating many cases of infectious diseases such as poliomyelitis, smallpox,
diphtheria, and whooping cough, and in reducing the prolonged treatment and
disabling effects of diseases such as tuberculosis. At the same time, however,
more care is now directed toward **siress ailments’” and mental heaith problems to
a large extent aggravated by economic pressures, pressures that are undoubtedly
related to our extreme levels of taxation. By relieving productive citizens of much
of what they produce, the wage earner is left with much less than he needs for
supporting himself and his family. Thus, the U.S. government artificially in-
creases financial anxieties, a key ingredient in stress ailment, and has thereby
successfully generated an increase in the GNP by fostering the need for citizens to
seek increased medical and psychiatric treatment.

If we do have an improved medical plant and a more comprehensive health
service, this should result in a healthier population which would be reflected in
positive medical siatistics that have absolutely nothing to do with how many
dollars the nation spends on health care. If we have a healthier population, we
would have a healthier work force which would ultimately be reflected in the
greater productivity of consumer goods and services (which is why payments for
heaith care should be considered as an instrumentat expendirure).
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Of course, if we were all fortunate enough to not require any medical
reatment ourselves, then we as a nation would save 383 billion a year. Why, then
should we consider ourselves better off (according to positive impact on the GNP}
because we are unfortunately compelled to spend so much for medicat services no
ene really wants? The positive value of medical expenditures, removed from the
GNP, would be revealed, for example, in statistical trends in other areas, which, as
you will notice, have no paper dollar amounts attached to them. They would be
reflected in such improving medical statistics as: (1) increases in life expectancy,
(2) reduction in infant mortality, (3) reductions in the length of hospital stays, (4)
reductions in the incidence of various ailments and diseases, and {3) reductions in
time lost due to disabilities. Please note that better preventive medical programs
would also reduce total medical expenditures, thus resulting in reducing GNP
figures.

Expenditures for Education Should Be Considered an Instrumental
Expenditure and Should Not Appear in GNP Figures

Along with medical expenditures that should not appear in the GNP are
expenditures on education, since the slower we are to learn and/or the more
incompetent our educational system, the more we might be compelled to spend on
education, and thus the higher our GNP figures would appear because of both of
these unfortunate conditions. If our educational system is worthwhile and effi-
cient, its benefit to society will be revealed in the increasing quality of our national
life—a falling crime rate, less delinquency, increasing levels of artistic achieve-
ment, a higher tempo of invention, and industrial innovation.

In 1950, Americans spent approximately $9 billion on public and private
education or 3.4 percent of the GNP. In 1972, the country spent approximately $83
billion, or 8 percent of the GNP for education. During those 22 years, the U.S.
increased the portion of economic effort going toward education by some 235
percent. Did anybody happen to notice any improvement in the quality of Ameri-
can life because of this substantially increased national effort going for *‘educa-
tion”'?

Despite this increased burden for ‘*education,”” crime rose at an alarming rate,
Since 1950, violent crime in the U. 5. has risen at least 300 percent with no end in
sight. In addition, welfare payments, despite a supposedly more educated and
theoretically more self-reliant popuiation, increased from approximately $5 billion
in 1950 to $48 billion in 1972, or from 1.6 percent of the GNP to 4 percent of the
GNP, which certainly suggests that Americans are not getting much for their
"‘educatiopal’” dollar.

Removing some obvious uneconomic and instrumental expenditures trom the
1971 GNP will reveal how misleading the GNP 15 as an indicstor of national
prosperity:
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Gross National Praduct — 1971 (in billions) $1,050

GNP value of defense spending $71.6
GNP value of medical expenses 75.6
GNP value of educational expenses 76.3
GNP value of non-residential construction 104.4
Less total of fisted instrumental expenditures 328
Net GNP less certain listed instrumental expenditures $ 722

Recognize further that this figure of $722 billion does not make allowances for
capital consumption {depreciation), and still contains a good deal of additional
expenditures for instrumental and replacement goods and for wastefut and un-
economic productivity, prompting the question, **Will the real GNP figure reflect-
ing society’s true per capita increase in economic growth please stand up?’’

As if all these aforementioned defects in the GNP weren't extensive enough,
there are two other areas of distortion that should finally bury the GNP as being any
real indication of meaningful economic growth—inflation and population growth.

All things being equal, inflation will increase the GNP by the amount of
inflation. So 10 percent inflation could increase the GNP by 10 percent, without
society having benefited economically. When the government initially announces
gains in the GNP, it does so without making any adjustment for inflation, It
generally does this later—in fine print. However, many will not understand the
inflationary disclaimers and the government will probably lie anyway concerning
the degree of deflationary adjustment. Thus, GNP figures, whether they are
adjusted for inflation or not, are continually being artificially inflated by inflation.

The government never presents GNP figures on a per capita basis. As the
country’s population increases, naturally the GNP must increase {in terms of
current economic activity and monetary policy) since more must be produced just
to maintain the same per capita standard of living. When politicians trumpet,
“‘there are more Americans now working than ever before,”’ they should be
reminded that there are now more Americans than ever before. 8o, such a boastful
claim is meaningless. If the GNP goes up, but at a lesser rate than the increase in
population, the country could still be experiencing a fall in its standard of living,
and this would be true even if we over{ooked any other consideration in connection
with the GNP.

Please note Figure 38 as an indication of how such distortions work. At first
glance, it might appear the GNP of the U.S. in 1972 had improved by more than
1,100 percent since 1929. That presumption would, of course, be entirely false,
because on a per capita basis, the only meaningful basis by which the GNPs can be
compared, the 1929 GNP could be the highest. Please note that after eliminating
government purchases and adjusting 1929 figures upward for inflation and 1972
figures downward, the per capita GNP is about the same for all three years.
However, since 1 suspect that far more instrumental and uneconomic goods were
counted in 1971 and 1972, the per capita GNP in 1929 was probably higher in solid
economic terms than in the latter years. Also, please note that | adjusted prices
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Figure 38

HOW MEANINGFUL ARE GNP STATISTICS?

1929 1971 1972

Gross nationat product Gin billions) £ 1031 $1,055.5  $1,155.2

Less government purchases 8.5 2343 255.0
Net civilian purchases 3 94.6 $ 821.2 % 900.2
Inflation adjustment Plus 400% Less 6%
Civilian GNP adjusted to 1971 prices $ 4730 $ 8212 % 8492
U.S. population (in milligns) 121.7 207.0 208.8
Per capita vaiue of GNP $3.886.0 $3,967.0  $4.067.0

Source: 1975 U.5. Statistical Abstract Table Nos. 2 and 598,

between 1929 and 1972 by 400 percent. The official CPl index would only be 150
percent (from 48.5 to 122.3 percent) but such figures are outright nonsense as
can be easily seen by perusing old newspapers (especially the real estate sec-
tions), catalogues, menus, etc. It should also be noted that | based my 1972
deflation adjustment by 6 percent. The official CPl inflationary rate was ap-
proximately 3 perceat. Therefore, [ used 6 percent for the reasons already scated.

In the light of all the abeve, of what significance is the GNP as a measure of
economic well-being? The answer, of course, is that it has no significance—it is
misleading and meaningless. However, the GNP does have a value to two seg-
ments of society: the government, and the uneconomisis. Because of their efforts,
the country in an economic sense has been led to believe that black is white and
fiction is fact.

Why Are We All Working?

Before leaving the question of GNP, and why an increasing GNP cannot be a
reflection of an improving living standard, the reader must reflect on exactly what
it is that human beings actually want and what they seek to accomplish. 1
personally do not believe that most Americans work for work’s sake. Some
people, [ know, do. I, unfortunately, work to eam enough money (o permit me to
do the things I really want to do. Certainly, if some Americans had a choice of
working, in the traditional sense, or not working, they would choose not to work or
to work a good deal less. Many Americans, 1 am sure, would prefer to spend more
of their time fishing, hunting, pursuing their hobbies, playing with their children,
engaging in independent study, cultivating their talents, listening to music, hiking,
writing poetry, playing chess, making love, camping, surfing, or just being able to
relax around the house and not having to jump out of bed when an alarm clock says
s0. All these activities, valued by most Americans, would not {with the minor
exception of the relatively small amount of material goods that might be required
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for these activities) increase the GNP! As a matter of fact, to the extent that more
and more Americans were fortunate enough to be able to engage in more of these
activities, this would result in a lowering of the GNP, insanely reflecting a
reduction in our standard of living as more Americans were able to do ali the things
that they really wanted to do. It should be recognized that if an American went to
the hospital for a heart transplant, the GNP would go up. Butif he were tc lounge in
a hammock in his backyard, sipping a martini while enjoying a good book or a ball
game on TV, the GNP would drop!

The government's vested interest in the GNP is that the latter creates jobs for
bureaucrats who can be occupied compiling and interpreting all the useless
statistics that are required for all those meaningless government indexes. It also
creates a number of unnecessary depantments and agencies to be staffed with
political appointees. Actificially inflated and meaningless GNP figures can also be
effectively used by any administration to convince the American public that they
are economically better off than they really are, or to convince them that they are
tess worse off than they really are.

However, the government has a far more profound reason in selling GNP
figures to the country, and that is its vested interest in making sure that those who
do work, work as much as possible, even if uneconomically.

When World War Il ended, many American servicemen observed the spectacle
of the U.S5. not only abandoning matesials, but intentionally destroying usable
equipment.!

The government, remember, lives on the productive efforts of others; it takes a
piece out of every economic transaction. Everytime someone is paid, something is
sold, something is produced, or something is transferred, the govemment is there
with its hand out for a piece of the action. If the people of the country simply
decided to relax, enjoy life, and produce less, the government would suffer a
veduction in revenue. Like an individual denied water, politicians and bureaucrats
would literally die of monetary thirst. The government, therefore, must whip
American producers into feverish activity, or else how could they pay themselves?
Thus, through inftation, confiscatory taxes, and the creation of needless economic
activity, it keeps confiscating from society’s producers the increased leisure that
science, technology, and productive progress could normally be expected to bring,
and therefore keeps forcing society’s workers to work even harder so that their
activity can be taxed in order to provide cushy jobs for those who are a part of the
political bureaucratic complex, and to suppont those whom the government de-
cides need not produce at all.

'A relative of ming, stationed in the Philippines when the war ended. 10ld me of seeing jeeps and
bulidozers sent over cliffs inlo the Pacific Ocean. Anather relative of mine, rerurning from the Pacific
on a destroyer, 10ld me of expensive electronic equipment dumped over the side. He was involved in
electronics, and could have used some of the equipment, But neither he nor anvone else was permitted
to salvage any of i,
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Uneconomists, of course, find ment in the GNP since it provides them with
more confusing material on which to build hours of expensive economic instruc-
tion. Since they mow can develop complicated charts labeled gross national
product, net national product, national income, total personal income, and dispos-
able income, they are more able to confuse their students, in particular, and
society, in general, into believing that they really know what they are talking
about, and that they know something about the subject of economics.

The Marshail Plan that followed World War I, and most other U.S. foreign
aid programs, were designed (apart from serving to provide more jobs for the
political-bureaucratic complex) to compel the American worker to not anly sup-
port himself, but to support all sons of people around the globe. It was this work
and this effort that U. 5. politicians wanted to tax. So, those vast American global
give-away programs were not motivated by government aliruism; they were
designed to create jobs for politicians and bureaucrats as well as to force economic
activity on the nation's workers——activity that it needed to tax for its own self-
serving purposes.

The National Income—And Behold, A New Economic Indicator,
The National Cost

A term Keynesians like to use interchangeably with the GNP is *‘national
income.”” The govemment periodically proudly announces an increase in the
national income as if this also were indicative of an increasing national prosperity,
while Keynesians maintain that ‘“an increase in national income may induce a
higher level of net investment”’ (quoted from Samuelson text cited eartier, 3rd
edition, page 236}

Now, the entire fallacy that an increasing national income is an indication of
increasing prosperity or that it will necessarily increase net investment, as Samuel-
son implies, can be noted by the simple substitution of one word in this index.
Since “‘income”’ to one member of society is merely a *‘cost’” to another member, !
the national income is equal to the national cost.? As the national income goes up,
so does the national cost. What reception, therefore, would a government spokes-
man receive if he brought the following good news to the nation: **The government
wishes happily to announce that the latest statistics reveal that there has been a
significant increase in the national cost.”

If you would not be thrilled over the prospect of an increasing national cost, it is
only because you lack ihe intelligence of an uneconomist.

"Toliustrate this, the income that a barber has for cuting my bair is my cosr for gening my hair cul.
Obviously. what i5 income 10 him, is cost 10 me. This holds rrue (or sent, wages, and interesl.

ENational cost is not an offscially recognized economic index but is merely my own creation, Itis,
nevertheless, g vabd an index as the sanenyl income and to compile one. simply take uny inde £ labeled
natinnal income and sub<oule Ceos” Jor Tapcome T You have my peamission
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13

The Decline of U.S.

Economic Power—
How the Government and the
Federal Reserve Arranged It

If one had to select a year when the seeds of America’s economic undoing were
sown, it would be 1913, when the Sixteenth Amendment became part of the U.S.
Constitution and the Federal Reserve Act became a reality. In that pivotal year
Americans unwittingly gave the federal government the means to piunder both
-their productivity and their savings.

On July 12, 1909, Congress submitted the Sixteenth Amendment—enabling
the U.S. government to *‘lay and collect taxes on incomes from whatever
source” —to the states for ratification. On February 25, 1913, the Secretary of
State announced that the amendment had passed by more than the necessary
three-fourths. Ouonly Connecticut, Florida, Rhode [sland, and Utah had the
foresight to reject it.

The U.S. electorate was tricked into voting for it because it was presented to
them as a “*souk-the-rich’” scheme. The income tax, its backers insisted, would
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only affect the “*wealthy’ ~—and even they would feel its effects only slightly .’
Clearly, therefore, there has been a breach by the federal government of the taxing
power initially conveyed to it, which required a constitutional amendment. Since
current levels of taxation go far beyond anything that consenting voters contem-
plated, there was, in legal parlance, no *‘meeting of the minds,”” and hence no
contract binding the Sixteenth Amendment to the citizens of this republic can now
be assumed.? At the very least, current tax law—given its confiscatory rate
structure, its all-inclusiveness, its complexity, plus the costly administrati ve and
time-consuming burdens it imposes on us all-—flagrantly violates the spirit and
intent of the Sixteenth Amendment, if not actually being unconstitutional itself.

How the Supply of Credit Currency Is Expanded

Creation of the Federal Reserve System enabled the government to abolish
legitimate currency and substitute unmoney in its place. This allowed the govern-
ment to use inflation to rob its own creditors while shifting wealth, unconstitution-
ally, from one economic class to another. To understand how and why the federal
governament was able to employ the Federal Reserve System to plunder the
country’s economy, more must be known about bank notes—a credit money
substitute .3

Suppose A amived in town and planned on staying at an inn. However, on
amrival he discovered he neglected to take along his supply of money, and so had no
money to pay for a room. Fortunately, while contemplating this embarrassing
state, he spies B, an old college roommate, explains his plight to him, and asks for
aloan. B, wishing to help out his old friend, unfortunately discovers that he too has
neglected to bring any money.

“*What inn had you planned to stay at?’’ asks B,

“Why, the Steprite Inn,”” replied A,

'The original law was contained in 14 pages. Today it wanders 1o over |,500—which no one person
can comprehend, thereby making a mockery owt of the principle that *a citizen is presumed to know the
law.”" The original law !evied a delicate 1ax of | percemt, graduated as follows: 2 percent on
$20,000-550,000, 3 percent on $50,000-$75.000, 4 percemt on $75,000-$100,000, 5 percent on
$100,000-$250,000, 6 percent on $250,000-$500,000, and 7 percent therealter. In addition (o provid-
ing 1he usuat business and personal deductions, it provided a personal exempiion of $3,000 plus an
additional $1,000 for married laxpayers. The government's CPl index climbed from 29.7 to 136.2
between 1913 and 1974, or by 358 perceni. Obviously, therefore prices rose at least 700 percent,
Simple calculanion in current dollars will reveal why Americans thought that they were giving the
government the power 1o tax only the very wealthy. Statistics confirm this. In 1916, only 362,970
Americans out of a population of 102 million paid taxes—or less than 4/10 of one percent. Would the
amendment have carried if voters thought the governmem wanted 1o substanlially 1ax the incames of
better than 50 percent of the popuiation, as it now does?

ZLel us now put it 1¢ the test, honesty.
"We have already cavered the subject of real money (which exists as a commaodity, valued within a
trading arca) to money substitutes, such as warchouse receipts for money (gold and silver, *currency’”

cerfificates), Now we shall consider **credil money substitstes’” which are, like gold and silver
certificates, a risky "*money substitute.”
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“‘Well, fortunately, the owner is a good friend of mine and he will recognize
my signature. So, I will give you a note that will take care of the room.”’ B writes
out a note for A stating, ‘1, B, will pay to bearer on demand $50."" B, of course,
places his signature on the note which will be recognized by the owner of the
Steprite Inn.

So, while A has no real money, he takes this note (a substitute for money) with
him to the Steprite Inn and, sure enough, the owner recognizes B's signature and
accepts this money substitute in lieu of real money. The owner accepts this money
substitute because he has full faith and trust in B to honor his money substitute with
real money. This money substitute, created by the stroke of a pen and whose value
is based solely upon the honor and integrity of its maker to exchange the money
substitute for real money, serves as effectively as money itself, if not more so.

Let's further suppose that before the inn owner is able to present his note for
redempticn, his food supplier makes a $50 delivery. However, the inn owner,
unfortunately, has nothing in the till but B's note. Since the food supplier also
knows B, he willingly accepts B's demand note in lieu of $50. On the way back to
the warehouse, the food supplier’s truck breaks down and so he pulls into a garage
for repair. The garage owner reminds the food dealer that he has a bill outstanding
on which he would like some payment. The food supplier points out that at that
moment be has no money but that he does have B's money substitute, The garage
owner willingly accepts B's note for $50 and credits the food merchant’s bill
accordingly. Since B is in the auto parts business, the garage owner knows he can
easily have B's note exchanged for real money or credited to his own outstanding
account with B.

In the above example, we have seen how approximately $200 worth of
economic activity was conducted with $50 worth of a money substitute. From this
illustration we can draw some rather basic economic conclusions.

(1) Sound credit currency—a money substitute—can serve an economy as
effectively as it is served by real money and more conservative money substitutes,
such as warchouse receipts (gold and silver certificates).

(2} When B created his [OU, he, in fact, “‘expanded’’ the ‘‘money™’ supply
(lumping money and money substitutes together, which is what most monetary
statistics do anyway). This did not require the services or the help of government or
the Federal Reserve System. Note that citizens are perfectly capable of *‘expand-

ing'’ the **money’’ supply to meet their own legitimate economic needs.

(3) U.S. govemment claims, therefore, that there was not enough gold to
support world trade and that Special Drawing Rights (SDRs) or **paper gold’’ had
to be created 1o support an expansion of world rade were, therefore, so much
hypocritical nonsense. Private commercial traders were perfectly capable of
expanding the quantity of money substitutes necessary to support any given
amount of world trade. SDRs were only a new type of international unmoney
developed to serve the wasteful intemnational monetary needs of the U.S. govern-
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ment (and those governments that the U.S. could intimidate into accepting them)
in the same manner that the U.S. had pushed unmoney on the American economy
for wasteful domestic needs.

{4) It can also be observed that it is not an expanding supply of money
substitutes that stiulates business. It is business activity that stimulates the need
for additional money substitutes. Money substitutes (Federal Reserve notes)
“‘expanded’’ in order to ‘‘stimulate the economy'’’ do not *‘stimulate the
economy’’; they inflate the quantity of money substitutes, thereby artificially
upping prices. A free economy can generate, expand, and provide for its own
money substitutes, providing government merely furnishes the economy with a
sound money base—something the U.S. government has done poorly since 1934
and not at all since 1968,

Readers must continually remember that *‘money substitutes’” have no intrin-
sic value themselves, but are merely promises to pay the bearer real money. In
most instances, they are accepted almost as readily as money itself. However, it
must be remembered that they are not money!

A typical example of how the word ‘*money’’ is misleadingly used can be
noted in this revealing excerpt from an article by Representative Wright Patman, the
long-time and powerful chairman of the House Banking and Currency Committee
and the former chairman of the Joint Economic Committee:

The [ Open Market] Committee determines the volume of bank reserves and the nation’s
money supply, primarily by instructing the New York Federal Reserve Bank to buy or
sell securities in the open market. When the New York Bank buys, it adds to reserves
and increases the money supply. When it sells, reserves and money supply fall.® [[ialics
mine.]

In the last 25 years, the Fed has never increased the nation’s money supply. On
the contrary, it was instrumental in reducing the meney supply by causing a sharp
outflow of money (geld and silver) from the American monetary system. Correctly,
the word unmoney, or at the very least currency, should be substituted wherever
Patman incorrectly uses the word ““money.’’ Then, again, Representative Patman
never has understood money, currency, or credit or their respective functions.
[ncidentally, Patman suggests removing control of the Fed from the hands of the
bankers and placing it in the hands of Congress by redeeming the stock that the

. . area banks own in the Federal Reserve District Banks and aliowing the Federal
Reserve Board, appoimed by the President of the United States with the advice and
consent of the Senate, to manage the nation’s money, ?

Y 'What’s Wrong with the Federal Reserve and What to Do about I1."" American Bar Association
Journal, February 1975, p. 179

ZIbid., p. 180
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Politicians have already demonstrated their financial incompetence by destroy-
ing the nation’s money and currency supply and by plunging the nation into debt to
the tune of $5 trllion. So Patman’s recommendation for improving the manage-
ment of the “‘nation’s money”’ is as sound as his use of the word **money."" The
Fed need not be changed or amended; it need only be abolished.

The reason that Federal Reserve notes originally stated **redeemable in lawful
money'” was to distinguish them {currency) from the real money for which they
could be redeemed. However, returning to our illustration of B's IOU, the problem
with issuing personal money substitutes is that not everybedy can be expected to
recognize their legitimacy, therefore their value in commerce would be limited.
Banks, given their financial position and their corporate character, were the logical
community agencies to issue a more acceptable and useful money substitute—the
bank note. Banks, therefore, assumed the important economic function of sub-
stituting their superior credit position for the credit of others.

The Importance of **Note’” Currency

Arnie T. Preneur has an excellent idea for manufacturing a new type of teapot.
He determines that he could manufacture and setl 1,000 of a new and improved
model for $3, grossing $5,000. He estimates his costs as follows:

Labor $1,200
Material 1,000
Overhead 1,000
Selling Costs 500

$3,700

This leaves him a profit of $1,300. Arnie has only one problem—no money.
He, of course, could ask his employees to accept IOUs in place of real wages unitil
he could sell his teapots, at which time he would honor them. Employees,
however, generally do not subscribe to propositions like this, because even if they
believed that he was going to build a super teapot and be in a position to honor his
personal notes, they in tum would have to convince their grocers, landlords, and
all their creditors of this as well. No, they would have to be paid in something more
substantial than Amie's notes. Never having been in business before, suppliers
would also be reluctant to ship Arnie merchandise on credit, since they could not
be certain whether he would be in business the week after the merchandise was
shipped. Arnie had also exhausted his friends and relatives as a source of funds and
so it would appear that society was to be denied the better teapot that Arnie could
provide. At long tast, Arnie calls on the local bank. Sheldon Smiley, the bank’s
president, likes Arnie’s teapot design, is impressed with Arnie’s enthusiasm, his
presentation, his apparent honesty and business ability. In short, he feels that Arnie
might indeed have a really hot teapot. Smiley also feels that this might very well be
the beginning of a teapot empire; and if so, it would not only provide the bank with
a new and substantial client, but would, by increasing employment in the area,
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spawn a pumber of smaller bank accounts. So, Smiley agrees to loan Amie the
$3,700 to cover the cost of producing a thousand teapots. It is estimated that the
time necessary to produce and setl the teapots will be six months, so the loan is set
up to run six months at 10 percent interest. Therefore, Arnie has another cost to
absorb, that of $185 in interest, which in reality, is the cost of buying the bank’s
credit in place of his own.!

Arnie gives the bank his note for $3,700 plus a few family heirlooms as added
security and leaves the bank with $3,700 worth of the bank's notes. Prior to
the Federal Reserve System, private banks issued their own bank notes. (See
Figure 39.} The point is, now Arnie can pay for what he needs with the bank’s
IOUs which will be far more acceptable than his own, He has substituted the
bank’s strong credit position for his weak credit position. When Arnie pays his
personal bills with the bank’s notes, some of these notes will find their way back to
the bank for redemption in real money, some will be deposited in the bank and held
on account, and some will continue to circulate like real money.

Let us now assume that Arnie, as planned, sells his thousand teapots in six
months and pays off his loan, For purposes of simplicity and illustration, let us
assume that Amie sold his teapots for real money (gold), with which he paid
off his note (obviously the bank would have also accepted bona fide notes
drawn on other banks). Once the bank receives payment of his $3,700 in real
money, it is fully prepared to redeem the IOUs it had created when granting the
loan. Now, assuming all of the bank’s IOUs (notes) find their way back to the bank
for redemption, they will leave circulation as the bank redeems them for real
money.

Ultimately, after the economic activity of creating a thousand teapots has
subsided, all credit-money substitutes created to handle the transaction will have
been withdrawn from circulation, therefore causing no inflattonary pressure. Itis
important to note what has occurred. The total currency supply had been inflated
by $3,700 to accommodate the economic activity required to produce a thousand
teapots.? After the teapots were produced and sold, the extra money substitutes
(notes) came out of circulation. Before the inflation of the currency supply, the
community had $5,000 worth of gold {real money) but no teapots. As a result of the

'The social jusiification and value of the bank's credit charge of $18% {(which now must be absarbed
by society in either the cost of the goods it buys or by a reduction in profits) will be found in the total
economic savings that it conlribules to society. The economic effort invelved in Arnie’s having lo
convince every possible creditor (and they in tum their creditors) of the safery of his personal notes, plus
his less-efficient redemption capability , would be far more costly in economic terms than his one trip to
the bank 10 convince one man of his credit-worthiness . And, from a social and economic standpoim, the
banker is in 2 much berer position by training and experience 1o evaluate Amie's credil than would
other members of the community.

2Credit was expanded ta produce teapots, nat just (o purchase thetn.

258



Figure 39

PRIVATE BANK NOTES

Togepetind rpeeniten ded s L 3 Lliku

Prest

n

An unissued bank note of the City Bank of New Haven. Federal Reserve notes were
designed 1o replace this type of credit currency.




currency inflation and subsequent deflation' (contraction), the community still
has $5,000 worth of gold plus the added wealth represented by the thousand
teapots, Real money {(gold) had merely been shifted from those who now own the
teapots 1o those who had a hand in producing them—Ilabor, $1,200; suppliers,
$1,000; those who provided overhead services, $1,000; salesmen, $500; the bank,
$185; and for Arnie T. Prenuver, who put it all together, risking even his prized
family heirlooms, $1,115. Notice that the supply of real money was not increased
to accommaodate this increase in economic activity. Bank and personal notes and
all money substitutes were withdrawn from circulation, leaving society with real
wealth (gold) and its new supply of teapots.

This is an exatnple of the economic and proper use of ¢redit currency, If credit
currency were not made available to Arnie T. Preneur, better teapots might not
have been produced and society would have been the loser.

The Federal Reserve Act®

One of the problems with the old bank note system, claimed proponents of the
Federal Reserve System, was that all kinds of bank notes circulated. A note issued
by a California bank might make its way to New York where a potential recipient
might not know that the particular bank had, in the interim, folded. So, to an
extent, we retum to the old problem—how good is the money substitute? Credit
techniques developed, of course, by which the credit standing of hundreds of the
nation’s banks might be checked. But this again proved time consuming, and
errors might still be made. In other words, there were still problems in determining
the legitimacy and the value of note cumrency. It was therefore proposed and
adopted that the creation of bank note currency be centralized in a national banking
system. This system was envisioned as a private banking system and not a part of
the federal government, theoretically owned and operated by those member banks
within the system.

The way the system was designed to operate was that when Arnie T. Preneur
went to his bank for aloan, the bank, instead of issuing to him its own notes, would
take Arnie’s note to the Federal Bank within the district, and there rediscount
Arnie’s note—eaming the difference between the interest it would be charged by
the Fed Bank and the interest® it would then charge Amie. All banks would now

"This is what is meant by an *'elastic”” cutrency supply. In the absence of this type of elasticity,
changes in the volume of trade will cause changes in price levels, commonly known as “inflation’” and
“deflation.””

1ts full title reads as follows: **An act to provide for the establishment of Federal Reserve banks. to
furnish an elastic curreacy, 10 afford means of rediscounting commerciat paper, to establish a more
effective supervision of banking in the United S1ates, and for other purposes. ™’

* Technically not an interest charge, but merely a charge for credit. Commercial banks™ proper
funchion 15 to supply short-term credit. Investment bankers arrange capilal loiuns which eam inlerest.
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issue a uniform bank note rather than the conglomeration of bank notes that
previously circulated within the system. That, of course, made pretty good sense. |
might have been in favor of the act myself—had I not already leammed that the
politician will find a way to corrupt anything, no matter how good it sounds. And,
this is what happened to the Federat Reserve System, as unfolding events demon-
strate.

The engina! Federal Reserve Act requised that sl) Federal Reserve notes issued
by the system would have to be backed by 100 percent *‘commercial paper’” and 40
percent gold. So, using Arnie T. Preneur's loan as an example, before Amie could
be issued $3,700 in Federal Reserve notes, the Federal Reserve Bank needed to
have at least $1,480 in gold on hand with which 10 immediately honor any notes
presented to 1t for redemption in connection with his loan, besides having Amie’s
note for $3,700 as additional collateral. Obviously, this provided a good deal of
safety for Federal Reserve notes.

We didn’t mention it earlier, but Amie’s original bank had its own gold reserve
with which to redeem those notes which might be presented to it for redemption
before Arie made any payment on his original note. That bank might have been
less conservative than the Federal Reserve Bank, having only 25 or 30 percentof a
gold reserve against its personal outstanding notes. Since many of the country’s
banks collapsed as a result of the Panic of 1907 (which had created demands that
reforms in the banking system be instituted, which ultimately led to the Federal
Reserve Act), a gold reserve of 40 percent was undoubtedly a higher gold reserve
than many banks normally maintained. Federal Reserve notes thus provided a
greater degree of safety and dependability than had bank notes. Bank failures were
primarily caused by banks extending far more credit than their liquid gold positions
realistically allowed. The lower the percentage of gold reserves to notes, the riskier
and mere vulnerabte a bank's position, so, the reserve requirements of Federal
Reserve notes presumably would provide the nation with bank notes of the highest
quality.

With this in mind, let us see how the Federal Reserve System, which was
created to provide a greater degree of safety as well as elasticity to America’s
monetary system, has fulfilled that responsibility.

Please note Figure 40, which shows the assets and liabilities of the Federal
Reserve System as of December 31, 1971, You will note that, as of that date, the
Federal Reserve had issued $53.819 billion of Federal Reserve notes (a somry
money substitute that Americans have been brainwashed into believing is actually
money). Now, what was the main asset backing these notes? Why $70.804 billion
of *U.5. government securities,”” a euphemism for U.S. government 10Us. How
much private commercial paper did the Fed have? Why only 3.3 billion warth. So,
the Fed only had approximately four-tenths of 1 percent of the type of assets which
the Act had originally envisioned would supply the backing for Federal Reserve
notes; almuost atl the backing for Federal Reserve notes consisted of governnent
10Us—a type of colluteral never authorized in the original Act.
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Figure 40

A COMPARISON OF
CURRENTLY HELD FED ““ASSETS”
VS.
ASSETS REQUIRED UNDER ORIGINAL ACT
AS OF DECEMBER 31, 1971

FED LIABUITIES ASSETS ORIGINALLY REQUIRED
In Billions) (Yo Support Fed’s Note and Deposit Liabilities)
Gold Commercial Paper
{In Billions} {in Billions)

Federal Reserve notes $53.819 21.528 (40%} 53.819 (100%)
Deposits 31.100 10.885 (35%) —0
Total assets (etc.) 32.413 53.819
Actual assets on hand (a & b} 9.875 (a} .300 (k)
Shortage—In terms of the act's

original requirements 22.538 53.519

Percentage increase needed to
bring assets up to act’s
original standards 228% 17,840%

FED ASSETS ACTUALLY HELD DECEMBER 31, 1971

U.5. government securities $70.804 {The government always refers
o its IOUs as a "security”
which is slightly misteading.)

Gold certificate reserves {a} $ 9.875

Special drawing rights $ 400 {Internationa! unmoney)
Cash and collection jterns $12.148
Loans and acceptances by $ 300
Other assets $ 1.068

Source: 1975 LS. Statistical Abstract, Table 719

*‘Monetizing government debt,’” which means simply creating money substi-
tutes out of government debt, can now be clearly understood. The Federal Reserve
simply created unmoney out of the federal government's willingness to go into
debt, and so a banking system, which had been originally envisioned as a means
for rediscounting commercial paper, simply degenerated into an agency for print-
ing unmoney for the federal government.

Moreover, in this situation it makes no economic sense whatsoever for the
U.S. government to seek or pay for bank credit. As we have already noted, the
purpose of bank credit is to substitute the weak credit standing of the borrower for
the stronger credit position of the bank, while the economic justification for us
credit charge is for saving society the trouble of passing on the borrower's
credit-worthiness. Therefore, why does the U.S. government have to substitute the
credit of the Fed for its own credit? Don’t we all know who the federal government
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is? Wouldn't we trust the U.S, government to pay its bills? Do the government’s
direct creditors worry about it going out of business or skipping town, and thus
prefer being creditors of the Fed rather than of the federal govermment? How does
the Fed pass on the credit-worthiness of the federal govemment anyway? Does it
run a credit check and an inspection report? Does it ask the federal government for
a ftnancial statement?

If the Fed does not investigate the credit-worthiness of the federal govemment,
what is the economic justification for the interest’ it charges the government and
for which we are all taxed? In case you're still confused—there is no justification,
economic or otherwise. Federal Reserve notes being backed by U.S. notes is
simply a monetary sham, designed by politicians to hide the printing-press nature
of American unmoney.

What happened to the gold backing requirement for Federal Reserve notes? As
already explained, the Federal Reserve Act of 1913 required 40 percent gold
backing (33 percent was required against deposits) in addition to 100 percent
commercial paper backing for Federal Reserve notes. In 1945, gold backing for
deposits was dropped. In 1968, gold backing for Federal Reserve notes was also
eliminated and so they became no better than the poorest quality bank notes they
were designed 1o replace.

In terms of the Federal Reserve Act of 1913, what assets should the Fed have
had in order to support its liabilities as of December 31, 19717 This is found in
Figure 40. So, as of then, the Fed would only have had 10 increase its gold position
about 228 percent and its commercial paper by 17,840 percent in order to meet the
standards set by the original Act.

It is just possible that the Federal Reserve Act, which set out to protect holders
of bank notes and deposits from losses resulting from overextensions by individual
banks, might have inadvertently combined all banks into a system that now
appears to be as overextended as any one bank could possibly be! Certainly no
individual bank, prior to the establishment of the Federal Reserve Act, would have
loaned ow bank notes or created deposits with less collateral than the Federal
Reserve System. So, just where does this leave Joehn Q. Public?

Few people realize that the original Federal Reserve Act did not authorize the
issuance of Federal Reserve notes backed by government bonds. The reason for

- this was simple. If U.S. bonds couid be used as collateral for Federal Reserve
notes, government bonds might be used to expand the currency supply for other
than commercial purposes, which would then (1) rob the System of its elasticity,
and (2) convert it to a paper-money machine of the federal government. However,
the Federal Reserve Act was amended to allow the Fed to back its notes with
government bonds as well as commercial paper. History, therefore, has proven
that the Act’s original disallowance of government bonds as acceptable collateral
was well founded.

*The Fed is suppuosed (o teturn 1o the U.S. Treasury all earmings in excess of s own high and
URNECERSATY eXpenses.
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Why a Federal Reserve System at AN?

American raxpayers may now ask: What is the legitimate purpose of the Fed in
terms of why it was originally created? Consider the following:

1. The elasticity that Federal Reserve notes were supposed to give to the
currency supply has been destroyed, since America’s supply of Federal Reserve
notes is being continuously expanded and never contracted.

2. Instead of being an agency for the *‘rediscounting of commercial paper,””’
the Fed has become an agency for monetizing the expanding debt of the U.S.
govermment, resulting in continuous inflation.

3. Since the conservative reserve requirements, which were originally estab-
lished for Federal Reserve notes to ensure their unquestioned integrity, have now
all been abandoned (requiring absolutely no money backing whatsoever), Federal
Reserve notes are no better than the poorest quality bank notes they were created to
replace.

Today Federal Reserve notes perform none of the three major monetary duties
Sfor which they were created.

How an Economy Grows

Comprehending the extent of the economic damage that our politicians and
their economic handmaids, the Keynesians, have caused our country requires a
greater understanding of such concepts as savings, capital, credit, and investment
—how they are created, how they are divided, how they grow, and how they
are destroyed.

Since capital is the difference between a higher and lower standard of living,
the more capital society has and can generate, the greater will its output and
standard of living be (or the less it has to work to get the same output). En other
words, capital can either be applied ta increase society’s supply of goods or its
supply of leisure. Creation of capital is the difference between a primitive economy
and an advancing econemy, and it is in the understanding of how capital is created,
encouraged, and destroyed that one discovers why societies advance, stagnate, or
crumble. It is the vast destruction of capital in the United States, destruction that
was and is promoted by government, that explains and accounts for America’s
bleak economic prospect {to put it mildly).

Capital,' correctly understood, is the tool that increases the productivity of
man’s two hands, his ten fingers, his two legs, and the muscles of his back. When
man first fashioned a stick to knock fruit out of a tree to avoid climbing and picking
the fruit with his bare hands, he might have employed the first piece of capital
equipment. The difference between a primitive and an advanced society is the
difference in their store of capital equipment. Here are some principles that will

!Capital is also used to refer to the total supply of one’s savings, which can be invested or loaned.
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explain where society’s supply of capital goods comes from, and how this supply
relates to savings, credit, and investment.

(1} Capital must either come from savings or self-sacrifice.

(2) All savings come from underconsumption and self-sacrifice.

(3) All investment capital comes from society’s limited store of savings.

{4) Economic progress can only come by increasing society’s amount of
capital or the efficiency with which it employs its capital. Therefore, it can be seen
that all economic progress comes from savings and underconsumption. (The
government and uneconomists would have you believe it comes from consumer
spending and putting ‘*money in circulation.”’}

(5) Economic uses of credit' and savings will continually propel society to
ever-greater levels of prosperity, limited only by the availability of natural
resources and the application of human ingenuity.

(6} Economic breakdowns, such as *‘recessions’” and ‘‘depressions,”” are
unnatural economic conditions and are breakdowns in the System resulting from
government artificially interfering with natural economic forces.

(7) While to many persons the word **credit,”” like “*air,”’ appears to have a
formiess existence, it nevertheless exists in terms just as concrete as so many
barrels of oil. Therefore, as society would not normally waste its limited supply of
oil, 50 too should society not knowingly waste its limited supply of credit.

(8) That which encourages a wasteful use of the nation’s limited supply of
savings and credit contributes to the lowering of America’s standard of living. It
will thus be shown that since the Federat Reserve System and the federal govern-
ment have shamefully plundered and squandered our economy’s limited supply of
savings and credit, they have substantially weakened our economy and thus have
contributed to the reduction of the nation's standard of living while increasing its
vulnerability to foretgn aggression and intimidation.

et me try to put these principles into more concrete terms.

Alt Capital Must Come from Self-Sacrifice or Savings (Underconsumption)

Let us suppose three men, Able, Baker, and Charlie, lived on an island. Each
day they fished for food. The only way they knew how to catch fish was with their
bare hands, and each day they managed to catch one fish. Each consumed his fish
the day it was caught, thereby enabling him to survive to the next day to catch
another fish. In this society, therefore, there are no savings, no credit, no invest-
ment; ali that is produced is consumed.?

Let us suppose that one night, Able, lying on his bed of leaves and staring up
into the star-studded sky, is suddenly struck with a thought that there must be more
to life than simply catching fish each day with one’s bare hands. An idea starts to

'"When [ use the word “credit,”’ [ refer 1o commercial bank credit, not trads credi,
#This according 10 Keynesians would be a highly desisable condinon since it would create a

marginal propensity to consume of 160 percent -- a “‘multiplier’ of infinity!
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form in his mind; if he had a conical-shaped instrument through which water might
pass, but not fish (later he and his friends would label this a *‘net’’), it might
increase his ability 1o catch fish. All night he thought about how this conical
instrument might be constructed. He visvalized that it would have to be fashioned
out of vine and flexible twigs which he would have to search for. He realized that it
might take him a day or so to find the right material to make his net—time he
normally devoted to fishing. He further realized that if he spent this time building
his “*net,”’ he would have no time to fish, and would, therefore, go hungry. If he
wanted to buitd the net, he would have to sacrifice by not eating for at least one day
(thereby he would have to underconsume one fish), with no guarantee, of course,
that the net would even work. But this was the risk he would have to take.
Believing the sacrifice and the risk to be worth it, he spent the whole of the next day
building his net, while Baker and Charlie spent their time fishing and eating. That
evening, while Baker and Charlie were sound asleep, Able finds that he is unable
to sleep thanks to the pangs of hunger; however, his hunger pangs are miti-
gated somewhat by the excitement of contemplating fishing the next day with
his new net.

With the help of his net, Able indeed catches two fish on that very first day, and
is thus relieved of having to fish the following day. Since Able is now no longer
required to spend every day fishing for food, he can now devote time to building a
better shelter, fashioning tools, and cultivating the soil. Here we see that since the
istand society had no store of savings, the island’s first piece of capital equipment
was derived soleiy from Able’s willingness to deny himself food for one day.
Without a supply of savings, capital can only be created by a reduction in
consumption. In Able’s case this meant creating capital by extreme personal
sacrifice.

All Suvings Must Come from Underconsumption

Soon, of course, Able’s companions realized that they too could benefit from
his net. They, therefore, asked Able if they might use it. Able, remembering the
hunger pangs, the risk, and self-sacrifice he had undergone to acquire his net, is
reluctant to simply hand it over, so he suggests to them that they stmply do as he
did, and make nets of their own. He'll give them his idea, but not his net.

But, let us suppose that they point out to Able that (1) they are not capable of
making the same self-sacrifice that he did, and (2) there would be no guarantee that
they would be able to fashion their nets as quickly as he did. So they propose to
Able that he simply loan them some of his surplus fish while they make their nets, a
loan which they will then repay from the increased productivity that their new nets
would provide. Able asks Baker and Charlie why he should risk loaning them any
fish since, if their net project shauld fail, he would be out of his savings—thus he
has nothing to gain and everything to lose with such a loan. Considering this a
legitimate objection, Baker and Charlie huddle and then offer Able the following
proposition. They agree that there would be no economic advantage to him if he
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merely loaned them his supply of savings which they could possibly lose. So, to
balance his possibility of loss, they offer him this possibility of gain. For each fish
that Able loans 1o them, they will repay him with two. Therefore, if he loans them
four fish and their net project succeeds, as in all probability it will, he would
receive four additional fish—fish that he would acquire for performing no work at
all? (So, now we see how capital can work in place of an individual.)

Baker & Charkie, in the meanwhile, had reasoned that the “'interest’” payment to
Able of four extra fish would not in reality cost them anything, since it would have
been derived solely our of the increased productvity made possible by Able's savings.
Because of this, Baker & Charlie can acquire their capital without any personal
sactifice, since they have been assured of one fish a day while they construct their
capital, and both can enjoy a fish a day while repaying Able his principal and
interest. Thus, we see how Able’'s self-sacrifice in constructing the island’s first
piece of capital equipment not only benefited him but his community.

By now, Able has leamed the art of smoking fish (as aresult of his being able to
employ the time his capital had created) and agrees to this suggestion, He,
therefore, proceeds to catch two fish a day for four days. By the fourth day he has
saved four fish that he did not consume. He also elected to work everyday. In any
case, as a result of work, underconsumption, prudence, thrift, and what have you,
he now has four smoked fish which constitute the island’s total stock of savings.
What might Able do with these savings?

In deciding this question, Abfe reasons as follows:

(1) He simply might hold onto his savings, and while they would not *‘grow,””’
they would always be available to him as a possible source of nourishment, should
he not desire or be able to fish.

{2} He could indulge himself and consume all of his savings.

(3) He might loan out his four fish to Baker and Charlie, and if they success-
fully build their nets, he would be repaid with eighi fish, thereby increasing his
savings by four, which would not have required additional effort on his par.
However, he would risk losing what he had aiready saved if their net project failed,

(4) However, another possibility struck Able, Instead of loaning Baker and
Charlie the consumption goods they required to sustain themselves while they built
acapital good, he could use his fish to sustain himself while he built two more nets,
He might invest his savings of consumption goods into increasing his own stock of
capital goods. He could consume two fish while spending two days making two
more nets, at the end of which time he would have decreased his savings by two
fish while increasing his capital stock to three nets. He could then offer to rent the
nets lo Baker and Charlie for half a fish a day. They centainly would be agreeable to
that since, with his net, they would catch two fish per day, and even after paying
him his half-fish, they would still be 50 percent better off. So, actually, the rental
fee would not cost them anything. Since his rental income from both nets would be
a fish a day, Able reasoned he would never be required to fish again. He could
retire. Why, in one month’s time, his two nets would have earned him 30 more

267



fish, while, by loaning Baker and Charlie four fish with which to build their nets,
he only stood to earn four more.

Therefore, reasoned Able, it would be wiser to invest my savings in rmaking
more nets for myself rather than loaning my savings so that others can make nets
for themselves. Having decided to build two more nets, he is suddenly struck by
another thought. Suppose after using my nets for two days and acquiring a savings
of a fish each, Baker and Charlie decide to use their savings to support themselves
in order to construct nets of their own. If they succeeded, { would now only receive
the equivalent of two fish after having invested two from my savings. Able must,
therefore, decide on whether it would be more advantageous to loan out four fish
with a reasonable assurance of securing eight, or to invest his two fish with the
potential of receiving far more than eight but with the possibility of only recovering
two and being left with some excess net capacity. In any case, he has only (as
society only has) five things he can do with his savings. He can save what he has
saved, consume what he has saved, [oan out what he has saved, invest what he has
saved, or try a combination of all four.

What he does will be based upon the relanve risk and profit rewards and his
personal economic needs. It is apparent, however, that since it is Able who has
created the island’s total stock of savings, and since only he stands to lose directly
if these savings are wasted, then only he has the moral and equitable right 1o decide
how these savings should be employed.'

In any case, we now have proof of the other half of the proposition that capital
can only come from saving and self-sacrifice. When Able constructed his net,
society had no savings. So, capital could only come from his personal self-
sacrifice. Baker and Charlie, however, can now sustain themselves on Able's
supply of savings. Their economic fortunes must now be improved regardless of
whether Able chooses to invest his savings in more nets for himself or whether he
elects to use his savings to supply them with the credit they need in order to build
their own. This should illustrate how wealth in a comrnunity, regardiess of who has
legal title 10 it, benefits the entire community . Please note that the only way Able’s
wealth can increase is if he makes this wealth available to other members of the
commumty. In this case, he would have to make an amangement whereby his
personal savings would benefit others in order for his savings to financially benefit
himself. Without employing his wealth for the economic benefis of others, it
cannot grow, It can only stay the same (option 1) or diminish (option 2). Thus, it
can be seen that one of the noble attributes of private capitalism is that it forces
those who may only be motivated by personal gain to elevate the living standards
of others, it only 1o achieve their own economic goals,

'Please note that when governmenr extends credit and guarantees debt, n merely Jouns out the
savings helonging to others. And this creditis extended an for economic reasons, thal is, to benefit
those who have saved, but s usually loaned out for political reasons, simply to benefit the loan’s
recigient.



Regardless, theretore, of whatever choice Able makes, employment of his
capital to enrich himself must also enrich Baker and Charlie and enable them to
acquire a source of capital which will eventually enable the community to generate
the equivalent of three extra fish a day, assuming they employed the same amount
of effort they expended before.

If Able, Baker, and Charlie now fish for a full week, they would have acquired
enough savings collectively at the end of that first week to devote a week’s effort
on another larger capital project. They might employ one week to make a large fish
trap capable of trapping fish on a continuous basis. This would relieve them of the
task of fishing three and four days a week, leaving them only the task of gathering
the number of fish they desired to consume each day. Assuming, therefore, that
they did not choose to use the free time thus created to build any additional capital
Or to pursue any more consumption goods, they would have accomplished the
following: where once, without capital, the three spent all day simply working to
catch one fish, they now enjoy a day’s leisure and all the fish they can eat.
Periodically, of course, they are required to inspect and repair their trap. Short of a
natural disaster destroying or damaging their capital (their trap}, there need be no
breakdown in their economy. In modern economic terms, short of a storm destroy-
ing thetr net, they need not suffer any recessions or depressions.

Similarly, in economic terms, only natural disasters such as an earthquake, a
drought, a tidal wave, or a flood can create economic hardship and disrupt a
community’s economic [ife. When we find economic hardship, such as the case of
a recession or depression, in the absence of external physical forces, then it has
been brought about by man. In the final analysis, recessions and depressions are
nothing more than the consequences of destructive, unnatural economic interfer-
ence, usually caused by nonproductive politicians meddling in the natural
economic order. Governments, throughout history, have been organized political
and social forces designed to steal to a greater or lesser degree the productivity of
some for the benefit of others. ' This negative economic force ultimately leads to a
breakdown of incentives, a breakdown of productivity, and a breakdown of the
economy, depending upon the degree of destructive force that the government is
allowed to exert. In the absence of the negative economic interference of govern-
ments, a society's standard of living would continuously increase without any
economic breakdown. Its economic welfare would be limited only by its natural
resources and the intelligence, the indusiry, and the thrift of its population.
Business cycles, recessions, depressions, and inflation are man-made economic
phenomena and are unnatiral economic conditions—always predictable, always
avoidable.

'For a greater understanding of this statement, 1 urge you to read The Mainspring of Human
Progress, Henry Grady Weaver (Irvington-on-Hudsun, N. ¥ .: Foundation for Economic Education).
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Consumer Credir Versus Commercial Credit

As we already know, commercial credit (credit extended to increase society’s
supply of consumer goods, as represented by the loan to Amie T. Preneur), or a
capital loan as represented by the loan to Baker and Charlie, will ultimately
increase society's supply of consumer goods, out of which will come additional
savings, which in tum will generate increases in investment capital, which in turn
will generate even more consumer goods in an ever-increasing ability for the
economy to generate more consumer goods or more leisure. Consumer eredit,’ on
the other hand, as will be illustrated, wastes credit (less credit is now available for
commercial purposes) and thereby reduces society’s ability to generate increases
in consumption goods, thereby lowering society’s standard of living. Using credit
to finance consumption (such as antomobiles, clothing, vacations, meals in restaur-
ants, appliances) is uneconomical and wasteful and contributes toward lowering a
nation's standard of living.

Many people are under the impression that consumer credit permits the
purchase of goods that otherwise would go unpurchased, thus simultaneously
benefiting the consumer and ‘ “stimulating’” the economy. However, this is not so.
As we shall see, loans made for consumption purposes are an unecopomic use of
savings and bank credit, which ultimately reduce the amount of consumer goods
coming to market, and raise price levels. But more specifically, consumer credit
simply permits higher prices to be charged for goods and services.

For example, suppose the government outlawed bank credit to finance au-
tomabile purchases. If one wanted a car, he had to pay cash for it. [ would venture
to say that most automobile sales in the United States are financed, so if buyers
were compelled to pay cash, no doubt automobile sales would drop drastically.
Prices of autos in showrooms and on sales lots would have to be slashed so they
could be sold for cash at any price. As car prices dropped, automobile manufactur-
ers could no lenger afford to pay the same leve] of wages nor the same prices for
supplies. Consequently, their suppliers and labor force would have to cut their
prices if they wanted to sell their supplies and their labor. These suppliers, in tumn,
would have to compel their labor forces and their suppliers to rall back prices and
this would work its way back to the raw materials themselves.

Labor, of course, would not suffer by its falling wages since prices would fall
back at least to the same extent, making smaller paychecks buy as much or more
than before. Workers would fall into lower tax brackets, therefore they would have
relatively more after-tax income to spend on lower-priced goods. Ultimately, the
same number of cars, if not more, would be sold for cash than were sold on credit,
Prices would simply have adjusted to the same relarive levels as before, but
absolute prices in terms of currency would have shifted downward, reflecting a

"When created by a commercial bank.
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lower price structure dependent on cash purchases rather than a high price structure
supported by the availability of consumer credit.

Older and retired citizens, living on fixed mcomes and savings, would be
helped by this downward shift in the price structure; their savings would buy more .
More could now afford a car at these lower cash prices than before when they had
1o pay both a higher price and finance charges. This fact alene would increase the

total number of cars sold,
The only segment of society that would suffer, apart from overextended

speculators and debtors, would be scciety’s most overextended debtor and biggesi
spendthrft—the United States government, Since government tax revenues would
fall, the government would have trouble meeting its payrolls and paying off its 35
trillion of funded and unfunded debts,

Now the reader can understand why the government encourages consumer
credit—not to benefit the consumer, but to benefit itself.

For example, suppose that when Baker and Charlie first approached Able for
credit so they could make their own nets (intending to repay him out of the
increased productivity made possible by the loan itself), they had instead sug-
gested that they wanted a “‘vacation loan.”’ They suggested to Able that they were
tired of fishing everyday, so why couldn’t Able lean them two fish so they could lie
on the beach and relax for a day or so. When Able inquired how they would repay
the loan, since they were now consuming all they produced, they replied that they
would work that much harder in the future, possibly even going without eating
*‘one or two days’’ in order to repay him. Able pointed out that they were perfectly
capable of doing that now in order 1o finance their vacation—what need therefore
had they to borrow from him? Further, Able pointed out, since they would be
required to pay him two fish for every one they borrowed, they would have to go
fishless for four days in order 1o finance their two-day vacation, while without
borrowing they would have to go fishless for only two days to finance it.

Able, therefore, pointed out how they would compound their problems {urther
by asking him for a loan and pointed out to them that **Whatever pleasure my
savings might furnish you with now will only increase your misery later. Without
receiving a loan from me, you are perfectly capable of giving yourself a one-day
vacation now by only underconsuming one day. In order, therefore, to help you
economically,’” said Able, **I have to deny your loan, which would only economi-
cally benefit me and economically burden you.”’ This might be the basis for the
saying *‘the rich get richer, the poor get poorer,’” and if there is any truth in this
saying, it is probably because of the promotion and use of consumer credit.

Consumer credit, even granted to those who want it, obviously hurts them more
than it helps them. Here we have seen an example of how society’s total stock of
loanable and investable funds is limited by its total stock of savings, and why bank
credit extended for uneconomic purposes reduces the amount of credit available
for economic purposes.
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Society's total supply of credit is limited by its total supply of wealth.
Obviously, Able cannot loan out nor grant credit for more than four fish. If he
issued to Baker and Charlie a paper instrument agreeing to provide them im-
mediately with five, ten, ortwenty fish, this would not * ‘expand credit’—he would
simply be lying about the amount of credit (fish) he could immediately deliver.
Therefore, it js nonsense to talk about the Fed *‘expanding,”” ‘“‘easing,”’ or
“refaxing’” credit. Since society's total stock of savings and credit is fixed by its
real worth, it can only be expanded by the producers and savers of the country, and
rot by the Fed or the federal government. By guaranteeing, extending, or *‘ex-
panding’” loans and credit, the Fed and the federal government merely inflate the
supply of paper credit instruments beyond the economy’s true capacity to deliver
real, liquid wealth, or surreptitiously invade society’s limited stock of credit and
savings and drain it off into less economic areas, usually based on political and
uneconomic considerations. In either of the above cases, the efforts by the Fed and
the federal government will weaken America’s economic strength, which will in
tum lower our standard of living and impair our ability to defend ourselves from
foreign aggression and pursue a strong foreign policy.

Let’s return to Able, Baker, and Charlie for a moment. Let us assume that Able
again had rejected Baker and Charlie’s request for a loan to finance consumption,
but a week later, because of a storm or sickness, Baker and Charlie are unable to
fish. In this case, not having consumption goods is now a matter of life or death
for them. In this instance, Able’s store of savings could now help Baker and
Charlie in this dire emergency. While Able, and rightly so, felt no great compas-
sion to loan out his savings (the result of his self-sacrifice and underconsumption)
so that Baker and Charlie could simply lie on the beach watching sea gulls, he
would, [ am sure, loan to them a portion of his savings if it were a matter of life
or death, 50, the existence of Able's store of savings is protection for both Baker
and Charlie, even though it remains in the sole and legal custody of Able.

Let us use an exaggerated example of how unwise consumption loans can
destroy an entire society. Suppose that Able makes Baker and Charlie that needless
consumption loan, and before Able can rebuild his savings, a storm developed,
making it impossible for all three 10 fish. Since the community now has no savings
to fall back on, theoretically Able, Baker, and Charlie could now perish from
hunger. If the community’s stock of savings hadn’t been needlessly wasted, it might
have carried them through the storm. While the storm raged, making it impossible
for the community to work (fish}, they could have obviously gotten by on less food
per day, since they were not expending any energy in working. In this manner,
each man might have survived on one-fourth fish a day, and Able's savings would
have allowed the community to survive for five days. Since consumption during
this period would have dropped trom one fish a day to one-fourth fish a day, we
could say a recession or depression had set in. While this would indeed be true, it
should be noted that such a reduction in consumption was caused by external forees
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over which the community had no control. It must, therefore, be noted that a
reduction in the quantity of consumption goods that is not caused by external forces
is, in every case, caused unnecessarily by individuals and governments interfering
with natural and creative economic forces.

One thing should be noted here. Not all investments or capital loans work out,
and they could bring abour a reduction and a waste of society’s store of savings.
Able might have loaned Baker and Charlie his savings to build their nets, but de-
spite their good intentions they might have failed. Society would then be out Able’s
four fish as surely as if they had been dissipated by consumption loans. Likewise,
Able’s decision to invest his savings into constructing additional nets could have
been wasted. He could have failed to find the material, the nets might have failed to
work, or conceivably Baker and Charlie might have irrationally refused to use
them. In this case, except for replacement purposes, he would derive no economic
benefit from his investment. So, while all investments and loans for capital
creation may not pan out, society must keep trying. Investments and commercial
loans that succeed help compensate for those that fail, and it is this “*net’” success
ratic that elevates society's standard of living. Since society's savings are limited,
50 1% the amount available for investment and loans, Therefore, we may draw these
conclusions: 1. Loans for consumption purposes reduce the amount of funds
availuble 10 finance both capital projects and the production of additional con-
sumer goods, and theretore can only lower society’s standard of living and its
economic secunty, 2. Govemment programs encouraging loans t¢ poor-quality
and high-risk applicants, thus developing a higher degree of capital failure, waste
society’s savings in the same way as the granting of consumer credit.*

When the federa) government andfor Keynesians talk about **expanding cred-
it"” or *'loosening credit,”” they mean, in all cases, using society’s limited amount
of savings in aa increasingly wasteful and uneconomic manner for either consump-
tion louns or compelling society e make unwise and wasteful commercial loans,
Since neither the U.S. government nor the Fed has any ““savings,"” how can either
“expand,’ Cguarantee,’” or “loosen” credit? With what store of savings can it
meet such guarantees? Through (ts manipulation of the “independent””
Federal Reserve Board, the government gains access to society’s savings which rt
then proceeds 10 wantonly dissipate by assigning it (based on political not
economic considerations) to support consumption purchases or w0 finance
marginal and unnecessary commercial projects.

Let us tuke note of another sitvation which should be introduced in connection
with the island’s ability to generate savings. Let us suppose, for example, that
while Able was nepotiating with Baker and Charlie about their consumer loun (a
loan he would wisely wrn down, more for their sake than for hisy, Franklin Dee,
the island’s bully . showed up. Hearing the discussion, Franklin might bave simply

'Overlushing govermment “bond™" sales thenselves, which obviousty wasle much of <oaiery's
lomited supply ol savings,
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said to Able, **Now listen, you old skin flint, you have four fish that you don’t
really need, so why don’t you loan them to these guys?’ With this he gives Able’s
fish to Baker and Charlie, saying, ‘'Here, enjoy. If you can, you might consider
paying Able back.”

Since Franklin Dee is much bigger than Able, there is not very much Able can
do about it. However, since he now finds that his savings are not really ‘‘safe,”
and since they can apparently be confiscated by the bully, Franklin, at any time,
Able is now less motivated to save and hence society’s store of savings will be
reduced. Inessence, it can be demonstrated that the Federal Reserve's influence on
the banking system is (in only a slightly more complicated manner than was just
demonstrated by Franklin Dee) to: (1) waste savings by encouraging the un-
economic uses of credit, and (2} discourage savings by reducing if not eliminating
completely the rewards of thrift.

Let us now move from our simple economic society to a more complicated one
and see how the same economic rules apply. Assume that there are now a number
of Ables on our island, all fishing with their own nets. We can now, of course,
recognize that the ability of all of these islanders to enjoy the advantages of their
nets was due to Able’s initial willingness to create capital through his own personal
self-sacrifice. However, as the islanders were able to increase their own supplies of
fish, they simply did not have the necessary facilities for storage, and while they
would have liked to have seen their savings grow by loans and investments,
individual producers had neither time nor training to judge the merit of business
propositions offered them. So one of their number, an honest and wise member of
the istand community, Max Goodbank, built a storage facility for the island’s fish
savings. It should be noted that, while the island now produced other commodities
(the island’s population now consisted of chair makers, mat makers, wheelbarrow
makers, road builders, umbrella makers, wagon makers, wagon pullers, etc.),
they still upheld the island iradition of consuming a fish a day. The islanders also
used fish as their medium of exchange: all merchandise and wages were quoted in
terms of so many fish. Since each person on the island consumed a fish a day, the
island’s price structure was related to their daily consumption of fish.! All
production on the island was quoted in terms of fish, loans were negotiated in fish,

'Using gold, however, as a medium of exchange, sociely’s price siruclure is tied to the " work
effort’” required to mine and refine one ounce of gold. When processed gold was valued ar $35 per
ounce, the price ot a leaf of bread could never, for example. rise to 335 since the value of the '‘work
effort”” required to produce a loal of bread was considerably less than the value of the **work effon™
required to produce an ounce of gold (three 1ons of earth. in ali likelihood. would have o be processed
to recover an ounce of gold, or many hours would have to be spent " panning’” for it). Thus, the **work
effort”” involved in producing an ounce of gold was the "*feet and inches™ by which all other **work
effori” was priced, refated and measured. However, with wnmoney serving as the medivm of
exchange, sociely’s price structure is ot anchored (o any *work effort’ at all. Thus, prices are free to
float upward like a hot-air balloon into the economic firmament. A loaf of bread coutd now conceivably
cost $35, or even $35,000.
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and savings were maintained in fish {let us assume that each fish is uniform in size
and quality}.!

When the Ables of the island underconsumed, thereby generating additional
savings which they deposited with Mr. Goodbank, Mr, Goodbank acknowledged
these deposits by giving each saver a paper receipt for his fish deposit, such as
“Mr. I. M. Able, deposited ten fish on January 1, 1975."" Now those requiring
consumption goods (fish) in order to finance a capital project needed only see Mr.
Goodbank, custodian of all the island’s savings, rather than having to visit
individually all the Ables on the island.

No one desiring savings merely for their own consumption needs would call on
Mr. Goodbank. Mr. Goodbank was a banker of integrity, and he would never
approve a consumption loan. Mr. Goodbank had far too much concern for savers,
borrowers, and the community to finance this type of uneconomic activity {sup-
porting the overconsumption of some with the underconsumption of others).

In the event of a dire emergency, poor health, loss of employment, or what
have you, some may have desperately needed consumer credit. In this case, Mr.
Goodbank had compassion. As a maiter of fact, as a consequence of his managing
the economic affairs of the island so well, the island’s store of capital and
consequently its supply of fish savings had risen steadily. As a result of this
tncreased wealth, Mr. Goodbank created a special fund for such purposes. Con-
vinced that, due to unfortunate circumstances, one, through no fault of his own,
was in need of a consumption loan and was not making such a request simply
because he was unwilling 10 work or too undisciplined to save, he would make
loans out of this contingency fund. If borrowers are able to repay these loans, fine.
If not, in Goodbank's judgment, he would not have impaired the amount of savings
available for essential island projects.

Several generations have now passed since the oniginal {. M. Able made his
personal sacrifice and created the island’s first piece of capital equipment. The
island’s economic and social progress began at that point. With the development
by Mr. Goodbank of his facility for storing the island’s fish and his being made
responsible for preserving and loaning out the island’s supply of savings, the island
continued to prosper. You will note that investment decisions as opposed to loan
decisions continued to be made individually. Soon, however, islanders who
wanted to take the greater risks for the potentially greater rewards that investrent
capital offered, risks that Mr. Goodbank was not prepared to take on their behalf,
began to pool their risk capital and entrusted it to a fellow named Manny Fuad. So,
Manny Fund invested that portion of the istand’s savings for those islanders willing

'Since fish are obviously not uniform ia size and quality, they are less suitabte for use as money than
gold, for example, which can be expressed in exact size and quality. However, since fish have intrinsic
vafue, they would serve the purpose of money far better thun Federal Reserve notes, which are
worthless.
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to take larger risks For potentially higher returns, while Goodbank was entrusted
with capital growth through more conservative forms of investment.

As the island’s savings continued te increase, the island’s ability to undertake
increasingly larger capital projects by the prudent use of its supply of savings
continued io grow, The island was now capable of undertaking such vast capital
projects as the building of a new water system, which brought water directly into
the homes of all the islanders in contrast to the islanders’ traditional practice of
having to draw water out of their mountain stream. This project enabled the
islanders to live much further from their source of water than they had hitherto been
able te do, since now they were relieved of having to haul water a great distance.
Also, a reservoir system was constructed that would retain water, which could then
be available to the island community in the event of a severe drought. The island
had suffered a severe drought only a few years previously which had caused
considerable amount of economic hardship. The point is that it required some 250
islanders working two years to construct the water system. Fortunately, the island
had acquired such a supply of fish that those required to work on the project could
be suppilied with their consumption needs throughout this period.

The island’s ability to save had reached the point where capital projects of this
magnitude could now be undertaken. We have seen how at one time the island did
not have enough savings to support even a day’s capital construction by ane man,
and how it advanced to where it could support a capital investment requiring two
men working two days, and how it then was able to support a capital project
requiring three men working one week, and now it could support a capital
investment requiring 250 men working two years. The water works project
required an investment by the savers of the community of 182,500 fish, a lot of fish
ta lose if the project failed. But the islanders considered that if the project
succeeded it would pay for itself in the years ahead. The considerable amount of
uneconomic time the islanders now had to devote to drawing and transporting
water could be more productively used making more consumer goods and develop-
ing new capital projects.

So, as the island continued to prosper, it appears that the economics of
prosperity and disaster became more complicated. This, of course, is not true. The
economics of prosperity and disaster have not changed one iota from when Able,
Baker, and Charlie existed on the island with one net among them,

What has happened is that the direct relationship between seif-sacrifice,
savings, credit, investinent, economic incentive, and social and economic prog-
ress have become more difficult to follow. Society’s economic agencies and
economic terminology have become more complicated, while economic relation-
ships have remained as uncomplicated as when Able first handed Baker and
Charlie four fish so that they could build their own nets.

In time. the island organized a government primarily to protect the
islander’s life and property. As the islanders prospered, they zcquired quantities of
personal property, the fegal ownership to which at times was in doubt. Also, as the

276



islanders prospered, trade developed and the need to enforce contracts between
tradesmen became a matter of economic welfare and economic concern for the
entire community. Too, the increase in leisure time, made possible by the increas-
ing ease by which islanders could satisfy their basic consumption needs, led to a
certain amount of idleness which was used by some to harass and prey upon the
other more productive members of the community. Personal disputes and crimes
of passion had long been settied by the islanders in a direct and personal manner,
wherein the aggrieved islander would enlist friends and relatives in order to redress
supposed wrongs committed to them. For these reasons, and because of increased
affluence, the community was now able to maintain an official court of arbitration
and establish a constabulary composed of the biggest men on the island to maintain
domestic tranquility. The constabulary quickly discouraged those islanders who
thought they could intimidate others by either force or violence. A senate was
elected whose funciion was to select and oversee the judges and the constabulary.
The salaries for the full-time judges and full-time constables, as well as the
expenses for the 12 senators, of course, had to be paid. While the judges and
constables received full-time salaries, the senators received token salaries
since it was considered an honor to serve on this body—the community’s recogni-
tion of a man's integrity, intelligence, and productive ability. The istanders
decided to underwrite these expenses with a voluntary tax. All who thought the
new system of government was a good idea and wanted to, would vote for the
senators, and would at the same time contribute five fish. No one was compelled to
pay the tax but if one wanted to have a say in how the government was to be run he
was merely expected to help defray its costs. At the time the government was
established, it was considered important to have responsible and concerned people
voting in order 1o ensure the election of the most responsible members of the
community. It was felt that those who were willing to pay five fish in order to vote
might attribute some value and importance to their vole and would, therefore,
exercise their right to vote more responsibly. If a vote cost nothing, it was worth
nothing. so the community had initially reasoned. Those that had formed the
government attempted 1o fashion an electorate in which the quality of the voter
counted more than the quantity of voters. Given a population, for example, of
10,000, it was considered better to have senators selected by 1,000 interested,
informed, responsible citizens than by perhaps the full 10,000, the majonity of
whom might be uninterested, irresponsible, and uninformed.

The islanders did not even establish an uge criteria for voting. Since youth on
the island staned te work at an early age, they became responsible at an early age,
so that a fourteen year old who was prepared to contribute five fish toward the
cost of government was given a voice in selecting thal government in place of an
older man who was not interested or unwilling to support the cost of government.
Naturally, everyone, whether he supported the government or not, whether he
voted or not, automatically received the same benefits. The new government did
establish a greater degree of domestic tranquility, provided greater safety for all,
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whether one voted or not or paid taxes or not. The court system, by expediting and
enforcing contracts among tradesmen, facilitated trade which further increased the
division of labor, increasing economic benefits for all. Justice was dispensed
equally to those who paid taxes and to those who didn’t. In other words, those that
voted and paid taxes could gain no special advantage, economic or otherwise,
over those that didn’t—they were simply five fish poorer.

Why, therefore, might one decide 1o vote and pay his taxes? He might vote and
sacrifice five fish out of a feeling of regard for his civic duty which others might not
feel, in much the same way that men who are responsible denate to charity if they
are able, while others do not. Most of the responsible members of the island’s
community elected to pay their fish tax because of their desire 1o ensure themselves
that the most uncorruptible men in the community served as senators, and out of
the recognition that five fish was a cheap price to pay for economic and social
Justice. Some of the island inhabitants, of ceurse, would not have given one fish to
promote economic and social justice let alone five; so, fortupately, they did not
have a voice in the island’s government.

In a few generations, the political complexion of the island changed. In a burst
of democratic spirit, everyone on the island was given the vote. Senators were now
highly paid individuals, so that their positions were now desired more for the
money than for the honor, with senators now spending much of their own money
Just to get the position. Getting elected and staying in office cost so much that
senators became more concerned with dispensing favors than with dispensing
Jjustice. Dispensing favors won votes; dispeasing justice didn’t.

While the island stitl had a court system that theoretically dispensed justice, the
quality of justice had suffered because of the judges that the senators were now
appoinuing, though some decent judges still remained. The senators had created a
number of administrative courts to handle all the new laws that they had passed and
these administrative courts functioned outside the regular legal system and were
contruiled directly by the senate itself. As a result, the power and influence of the
senate was now far greater than what was onginally contemplated.

Franklin Dee V, the chief senator at this point in time, was a direct descendant
of the island’s original bully. He won reelection to the senate time after time
because of the favors that so many of the islanders thought he did for them (while
all the time he was doing favors for them with their own money and overcharging
them to boot).

Now, Franklin was forever looking for ways 10 ingratiate himself with the
island voters to ensure for himsell even more votes at the next election. While
reflecting on this problem, it struck him that he had heard that the new director of
the bank, Seymour Goodbank, a direct descendent of Max Goodbank, the bank's
founder, had been rejecting a number of requests for commercial and consumption
louns, thereby creating a certuin amount of dissatistaction among these denied
access o the community’s store of savings. Franklin, therefore, got the senate to
pass & law cnabling the senate itself 10 make commercial loans and even emer-
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gency consumption loans that the bank had refused to approve when, in the
senate’s opinion, such loans were in society's interest. Thus, the senate, in reality,
could now make [oans and invade the community’s limited supply of savings for
projects and for purposes that had been rejected by those in the community who
had the necessary training and expertise with which to judge them.

Franklin and his cohorts had learned that increasing government **favors’’ and
“*government benefits’ meant increased taxes. {Payment of taxes had become
compulsory when everyone was given the right to vote.) What really hur,
however, was when they discovered that taxes had to be increased by more than
these “‘benefits.”” Provision had to be made for all the exira cost of government
overhead—so providing more popular government benefits required raising un-
popular taxes, a seemingly self-defeating task. But, using ‘"Frankiin Reserve
notes’'as a method to bribe voters was more practical and more compatible with the
new character of the senate. It was decided that the government would make loans
by issuing borrowers this new type of currency, Franklin Reserve notes. The
recipient would simply take a Franklin Reserve note to the bank and use it 10
withdraw parn of the community’s supply of savings. in other words, a saver’s
claim to fish that he had worked for and subsequently deposited, as evidenced by
his deposit book,' was no better claim to his productivity than what could be with-
drawn with Franklin Reserve notes. Thus, the government provided producers and
nonproducers alike with the same democratic access to the community’s store of
Savings.

In other words, a saver's claim to fish he deposited with the bank was no
difterent than the person's to whom the government issued Franklin Reserve notes,
and the bank and the community could not in a practical sense differentiate
between them.

The senators found it difficult to decline any potential voter wanting a con-
sumer or acommercial loan of questionable merit. All they had to do was authoerize
more Franklin Reserve notes. Naturally, the senate issued a substantial amount of

"a rthe interests of simplicity, { have fumped time (savings) and demand (checking) deposits
topethier in one bank while they should, as in the U.S. banking system, be kept separately. Savings
banks store savings. commercial banks store credit.

A savings passhook indicates the amount vf savings that oae has in the bank. A savings bank is not 3
sterehouse for savings, it is where savings are pus o work and made available fo society, usually i the
form of long-term mortgages, which develop a cash low that becomes avaitable 10 meet the current
withitrawal peeds of the deposiors. Since savings deposits are ¢xpected 1o be fei1 in the bank over a long
pcriud ol time 5o that they can work for the depositors.they are catled rime deposits. Time deposits earn
miceest and should show a continual growrh pattern as 1the community increases its stote of savings,

Commercial banks, however, store credit, ool savings or mooey. As a result, credit earns no
interestsat only needs to be available for spending purposes. 8o, such checking accounts are referred ta
as demand deposins and cars o imerest. Naturally, the savings departments and certificates of deposits
issued by commercial bunks iare characteristic of mutual savings bank<. However, these functions are
incidenta w the real purpose of commescial banks, which should be (0 serve ds s source of shodt-term
comiercial credn.

2719



these money substitutes. The senators found that they could even increase their
own salaries and expense allowances and hire more assistants by paying them in
the same money substitutes which they could now create, They and their cronies
and a whole army of similar nonproducers went in droves ta the bank, withdrawing
the savings of society’s producers,

When the idea for a Frankhn Reserve System was first proposed to Mr.
Goodbank, he vigorously opposed it because he recognized that such a system
could be a corrupting influence on the community’s ability to generate savings.
Certain safeguards, therefore, were written into the law to meet Goodbank's
objections, and assurances were given that the senators would wield their credit
power judiciously. Allin all, Goodbank’s power could not match that of the senate
or the naiveté of the voters, so the senate passed the law,

After the law became a reality, it was soon amended to remove any restrictive
provisions. Assurances concerning the government's responsible use of its credit
power were quickly forgotten. At the end of the first year, therefore, a good deal
more fish flowed out of the bank because of the number of Franklin Reserve notes
that were presented for redemption in relation to the amount of fish deposited in the
bank by the island’s producers. Therefore, instead of the producers having a profit
to show for their savings, Mr. Goodbank discovered that he could now only return
nine fish for every ten deposited. This was terrible. Mr. Goodbank realized that
obviously it was now pointless for the islanders to use the bank as a depository for
their savings.

Introduction of Franklin Reserve notes into the island’s money system be-
trayed the purpose for which the bank had been created. Mr. Goodbank had simply
miscalculated the extent to which the senate would abuse its noternaking authority.
He had not anticipated that they would be so irresponsible and consume so much of
the island’s stock of savings. While he had assumed that Franklin Reserve notes
might retard the island’s rate of savings, he had not figured that they would actually
reverse it. Goodbank, shaken by this discovery, sent word to Franklin Dee
requesting a meeting immediately. He was prepared to explain to Franklin Dee and
the other senators that continued use of Franklin Reserve notes rust cease; that the
number of nonproducers now withdrawing from society’s stock of savings had
reached a point where savings were actually lower now than they were at the start
of the year. A meeting was, therefore, arranged between Goodbank and the entire
senate.

**1 fear,”’ said Mr. Goodbank, ‘‘that when the savers of the island leamn that
they can now only withdraw fewer fish from the bank than they deposited, they
will cease using the bank. They will withdraw all their savings, and they and the
community witl tose all the economic benefits that we jointly derive from the bank.
The producers will start storing their fish at home, in which case 1 don’t see how we
can efficiently raise sufficient capilal to maintain the capital equipment we now
rely on, much less raise capital for new projects.”

He was thinking of the wuterworks, which had been greatiy expanded. Many
islanders now lived far from the main source of water as viaducts transported water
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10 all parts of the island. The system now required 150 workers just to main-
tain it. This required that they be supplied with at [east 54,750 fish a year (150x
365—the islanders, despite their added wealth, still maintained their tradition of
eating only one fish a day). If workers stopped bringing fish into the central bank,
there would be no way that those who mamnfained the waterworks could be
supplied with fish. If these workers abandoned their jobs to fish on their own, the
water system wouid cease to function, causing all kinds of economic havoc. This,
then, was the economic chaos Mr. Goodbank envisioned as a result of any
additional isswance of Franklin Reserve notes.

**Once the savers on the island realize that they are losing their savings by
storing them in my bank, they will stop saving. You will then see our whole
economy disintegrate before your very eyes! [t will be like watching an earthquake
in slow motion,"”’ he shouted.

“Don’t get so excited,’’ said Franklin Dee, casting a knowing glance toward
his fellow senators. **'Why should the savers have to know that their savings are
shrinking and not growing?"”

**Why should they have to know?"” exclaimed Goodbank. “*Why, it's now the
beginning of December and in several weeks, [ will have to repont to all savers
the interest earned per ten fish left in the bank for a full year. My preliminary
estimates show that it will be eight to nine fish for every ten, instead of the usual
twelve and thirteen, and you say ‘why should they have to know?"'

““Suppose I told you,”” said Franklin, leaning forward a little, ‘‘that I and the
other senators had anticipated this very problem. We are prepared to deal with it in
a most satisfactory manner. We have been secretly collecting discarded fish skins
and discarded fish heads and tails and have developed a process whereby we can
take the innards of a fish and shape around it the empty carcass of another so that
we have two fish that look genuine.”’

Amazed by such a proposition, Goodbank could only respond, ‘‘Surely,
Franklin, you must be kidding."

**On the comtrary,”” replied Franklin, **we are quite sertons.’” So saying, he
motioned to the two men who had been sitting at the far corner of the room. They
moved to a table next to Mr. Goodbank and unrolled the contents of a carefully
wrapped package. Fascinated, Goodbank stared at its strange contents—one dried
fish and the skeletal remains of another. Using sharp knives, the men quickly
removed some of the insides of the dried fish and shaped around them the skin of
the hollowed carcass and then, with the aid of a special **fish glue,’” fastened on
the tail and the head. Then they repeatedly shaped and trimmed each fish, finally
plunging the two fish in a brine solution. The solution contained some added fish
glue which firmed both the meat and the skin of both fish, drawing them together
into a firm unit. [n less than a minute the “*fish™" were taken from the pot, dried,
and placed on a mat before Goodbank.

“Well, what do you think?"" asked Franklin.

Goodbank could only stare at the two fish in amazement. Incredible, he
thought. They have really done it. Realizing, of course, that he could not go along
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with such a scheme, but curious as to how they would answer the questions that
now crossed his mind, he probed further.

“Well,”’ said Goodbank, ‘I wouldn’t have thought it possible. Both fish [ook
amazingly like the real thing. But I am sure that when the islanders compare them
directly to regular fish, they will spot the fraud, and so your scheme is bound to
fail.”

*‘We've thought about that,”” said Franklin. *‘Tomorrow we shall pass a law
making it illegal for anyone to eat fish taken directly from the sea. We shall
announce that we have discovered a certain amount of contamination in fish taken
from the sea and so they have to be officially decontaminated. All fish, therefore,
have to be turned in for official fish which have gone through our special
decontamination process. This wili also help explain the somewhat altered look of
official fish if anyone happens to notice. After this decree, any islander caught
storing, selling, or eating ‘potentially contaminated’ unofficial fish will be
punished, fined, and imprisoned.™

“All very good,”’ said Goodbank, *‘but such a scheme is going to require a
number of discarded fish skins and discarded fish heads and tails. Where will these
come from? 1 notice that the skins that you used were in good condition, but
normally they are torn apart and mangled and would be completely useless for your
purposes.’’

**We thought of that,”” said Franklin. “*We decided to levy a tax in fish
carcasses as well as fish. Each citizen will be required to pay a tax of 365 fish
carcasses a year in addition to his regular fish tax. We will simply announce that
the state must now dispose of all fish due to the possibility of environmental
contamination if fish are not disposed of properly. We will also announce that our
disposal process requires that the bone structure of eaten fish as well as their head
and tail sections be in reasonably good shape in order 10 go through our disposal
equipment. No one will get credit for fish that are retumed in poor carcass
condition. We feel that the islanders will not seriously object to this tax since we
are levying it in something that they wouid discard anyway. They may be
somewhat annoyed at having to eat a little more carefully, but when we explain that
we are doing it to protect their health and the island’s environment, ['m sure that
they will be convinced that it is well wornth the added inconvenience.™

Good God, thought Goodbank, they really have thought this out, and as crazy
as it first appeared, they really might pull it off at that—at least initially. **But
wait,”” he said, *‘this scheme cannot possibly work in the long run. Sooner or later,
the island’s supply of real fish must be reduced to where there would not be encugh
fish to support consumption requirements for capital replacement and growth, and
the whole economic structure of the island must eventually collapse.”

““We know that,’” said Senator Richard Trickson, *‘but meanwhile it will hold
together until the pext election, and we can worry about it then.”’

*Meanwhile,”” said Senator Lyndon B. Swanson, *‘this will solve your im-
mediate problem, and we can produce enough official fish with what you
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already have stored so that you can announce that this year's fish interest will
provide eleven fish for every ten saved.'"?

There was a silence in the room as all the senators awaited Goodbank 's answer,
all realizing that they would need the banker’s cooperation in order to pull off this
swindle. For the government to be able to steal the people’s savings after they have
been deposited in the bank for safe keeping required that the government control
the bank by placing it in the hands of men lacking intelligeace or integrity—or
both. After a moment or two, another senator, young Jack Kassidy, somewhat
annoyed with Goodbank’s silence, said, “*Well, what will it be, Seymour?”’

““We've thought through all possible contingencies,”’ said Senator Hubert
Humpty, known as *'Chubby’’ to his colleagues. **Nothing will go wrong——at
least not immediately. Why,™' he said laughingly, **this scheme will enable us to
establish a Great Island Society.”” This brought on some good-natured laughter
from the other senators, which reduced some of the mounting tension.

With this, Goodbank exploded. *‘Of course, 1 will not go along with
this swindle, since fraud and deceit are simply not part of my makeuvp;
however, dishonesty is apparently one trait you senators have in common.
Obviously, if the lot of you had any integrity, you’d never have been elected in the
first place. But more important, I love this island, its people, and its tradi-
tions, and I will not see it wrecked in order to provide myself with some
temporary financial gain. I have enough economic sense to know that what you
propose would not merely deprive the islanders of their savings, but would
eventually deprive them of (heir lives—Ilives that are now dependent on a store of
capital equipment that in turn is dependent upon and must be maintained out of a
flow of savings. You are not just rank-and-file swindlers and thieves, you are
worse! You are nothing but a pack of murderers, whether you realize it or not. You
will not get away with this scheme for [ am closing the bank. I will tell the island
savers that they will be better off keeping their savings at home. This will certainly
cause extireme economic hardship, bus at least this will save the island from the fate
that you are planning for it.”

“‘Well, Goodbank,”’ said Franklin Dee, “‘sorry you feel that way about it.
Some senators suggested that it would be pointless to ask you for your cooperation,
but we felt we would offer you the proposition anyway since it would make matters
so much simpler. In any case, Seymour, you offer us no choice.”

So saying, Franklin signaled two guards by the door, who positioned them-
selves on either side of the banker. Seymour now realized what the senators had in
store for him. He was now infuriated with himself for not having the good sense to
have kept quiet at least until he left the meeting. He simply had not reckoned that
the senators would actually stoop to this.

**Take him away, and send in Chesley Bartin,"’ said Franklin Dee. Chesley

"This would be comparable t0 our eloquent bunking fraternity waxing enthusiastic about how

savings *'prow’” in their banks at six percent interest while inflation is sheinking principal and interest
by ten perceni—leaving even “sophisticated’’ Americans with less “*fish" than they started with.

283



Bartin had been waiting in the outer office. He had been told to expect that
something big might happen 1o him tenight and as he passed Goodbank leaving the
senate chambers, flanked by two guards, he guessed what it might be.

The senators had anticipated that if they could not get Goodbank’s cooperation
for their plan, they would have to appoint a new man to run the bank . After having
discussed several possibilities, they decided on Chesley Bartin. Chesley had
acquired a certain amount of fame working for Maony Fund in connection with his
mutual investment trust. He had made some good investment decisions and had a
reputation for making money for investors. Presumably, therefore, he conld make
maney for savers and instill the sume kind of confidence in the bank that Goodbank
had been able to create.

The senators expiained the bank's problems to Bartin, who indicated that he
had expected these problems to develop the moment he got wind of the Franklin
Reserve note scheme. He was, of course, flabbergasted by the disclosure of
“*official fish'" and the operation that had been performed for Goodbank was now
repeated for him. He quickly agreed 1o front for the bank. The meeting adjourned
after toasts were made all around.

The next day, the islanders were saddened to learn of the death of Seymour
Goodbank. He apparently suffered a stroke while fishing—at least that was the
opinion of those who found him after his body bad been washed ashore. He was
buricd with tull civic honors befitting one who had served the community long and
well. Franklin Dec delivered the eulogy, and announced that because of the
importance of Mr. Goodbank’s position, a hurried meeting had been held that very
morning, and it had been decided that Chesley Bartin succeed the *‘late and
lamented’” banker. Afier the services, a contingent of senators acting as paltbear-
ers camried Goodbank’s coffin through the streets, now lined with silent and
respectful mourners, to the island cemetery where he was 1o be buried alongside
his honest and industrious forebears. How could the islanders bave known as
they walched their senators solemnly lowering Goodbank into the ground that not
only they were burying Seymour, but they were also burying the island’s tradition
for honest banking.

Franklin Dee's plan worked; the islanders never suspected the dishonest
relationship between their senators and their banker. The size of official fish
became smaller and smaller, the islanders little realizing that their fish money had
less and less food value. When official fish reached the potnt where they were
approximately half the size of normal fish, the islanders were, of course, eating
two fish a day to give them the same food value that they had hitherte gotten from
one fish, Prices, which had becn geared to the islanders” daily fish consumption,
were now, of course, approximately double what they were before Franklin
Reserve notes were first introduced. The islanders, however, could not account for
this mysterious rise in prices. Walter Hickel, & local fish merchant and the island’s
part-time economist, attributed the inflation to a “*cost-price-fish-push™ and was
quoted as saying, VIf price increases could be held down to about a half a belly a
year, that would. i tact, sumulate the ccomamy 7 The government maintained
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that price increases were simply indicative of the island’s increasing prosperity .
That as a result of this the islanders were demanding more, were willing to spend
more and had become more wasteful—why the island’s consumption of fish was
far greater now than ever before. [slanders, the government was quick to point out,
were now consuming an average of two fish a day where their fathers and
grandfaihers before them had traditionally eaten only cne. So, inflation was
merely the price they had to pay for their higher standard of living.

Of course, when official fish reached the point where they were only a third the
size of normal fish, prices were 200 percent greater than what they were before
Franklin Reserve notes began to circulate. Before it even reached this point,
however, other laws had to be passed by the government in order to support,
buttress, and legalize its own criminal and economically destructive activities.
When official fish had lost 15 to 20 percent of their size, the government passed a
law that all fishermen had to fish wearing blinders. The population was informed
that the governiment had discovered that natural fish cast a ray that caused a rare
blood disease that could be transmitted by irheritance, posing a problem for the
entire island’s population. The blinders only had to be worn while fishermen
hauled in their nets, at which point, trained and equipped **fishing coordinators''
would take over, emptying their nets, and crediting them for the number of fish
caught. The new government fishing regulations aiso provided that fishing could
now only be performed in groups of not less than ten, and only during officially
prescribed fishing hours, in order to make efficient use of the government’'s
*fishing coordinators'™; after all, the government explained, the specially de-
veloped protective goggles, with which fish coordinators were outfitted, could not
be economically provided to all fishermen. So, fishermen were required to sit idly
in their small boats and wait for the government's **fishing coordinator’’ to haul in
their nets.

The government had, of course, explained that all these new fishing regula-
tions and the istand’s **fishing coordinators’” had been developed in order for the
government to ‘‘promote the general welfare™ of the island as provided in the
island’s constitution. However, not all the island's productive fishermen were
foolish enough 1o be taken in by the government’s new *‘fishing regulations.™
Some fishermen had detected the fravd and had withdrawn their official fish from
the bank, deciding to forego the fraudulent ‘‘interest payments.”” They also
stopped bringing their fish to the bank and stored them at heme. This violated the
law, but more and more fishermen were now violating the law in order to retain
more of what they produced.

Other productive fishermen, initially unaware of the deception, became sus-
picicus. More and more fishermen removed their blinders and began comparing
normal fish with the **official’’ fish. They, of course could do this only outside the
surveillance of the **fishing coordinators.”" As time went by, fewer fish found their
way into official channels. A black market in legitimate fish developed. Soon the
govemment dispatched search parties 10 seek out hidden catches of real fish.

In the onginal law prohibiting the storing of natural fish, the government had
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stated that natural fish could no longer be stored on the island. However, the act
failed to specify that islanders could not store fish on some of the outlying islands,
So islanders began fishing off the outer islands and depositing these fish in the
honest banks on the other islands. Some islanders at great risk® began transporting
fish to these other islands and depositing them in foreign banks.

Initially, the government expanded the law, making it illegal for islanders to
store natural fish on any other island. Later, it outlawed the transportation of fish
to other 1slands2 In promulgating these new regulations, the government claimed it
did so to prevent the smuggling of fish from the island by corrupt **fishing
coordinators'® who, the government claimed, were taking illegal fish bribes by
allowing fishermen to fook at the fish they caught. The government explained that
apparently fishermen had now developed a mysterious sexual attraction for the fish
that they had for so long been ailowed to catch but not allowed to see or touch.
Some fish coordinators, the government maintained, were taking advantage of this
unfortunate condition and allowing fishermen {for a stiff price) to actually look at
and stroke their caich, thus endangering the entire istand community, It was, the
govemment asserted, te catch these culprits and to prevent such practices that the
govemment was now implementing its ** Foreign Island Fish Control Regulation
No. 91-508. %

Well, as official fish got smaller and smaller, it made more economic sense for
real producers to spend more time just to hide one reai fish from the authorities than
to spend their time catching seven fish that they were compelled to exchange for
seven Franklin fish notes, which were now good for seven teeny-weeny official
fish. Other government regulations also interfered more and more with the job of
producing fish, so now even fewer fish were being turned into the fish bank. As
fewer fish were turned into the fish bank and to Manny Fund for investment,
capital building projects were discontinued. Those workers who had left fishing ta
develop new skills in order to work on the capital projects required by the island
soon found themselves unemployed. Since official fish now were so small, each
islander had to consume approximately seven official fish a day to get the same
nutritive value of one natural fish. Prices were now 600 percent higher than they

'Since there were now pairol beats searching for **smugglers’” trying to store their fish with honest
banks on other islands.

*There was, therefore, a similarity between this and U_S. Exccutive Orders 10905 and 11037 issued
January 14, 1961, and Judy 2, 1962, which banned all American residents and corporations from buying
and storing pold overseas.

*By a strange coincidence, this is the same regulation number attached 1o the U.S."s ** Financial
Recordkeeping and Currency and Foreign Transactions Act of 1970, effective July 1, 1972, This act
attempts 1o control the amount of doliars leaving the country, one requirement of 1he act providing that
*. .. All persons transporting, mailing or shipping from the U.S. to a foreign country, or receiving
from ouwt of the U_S. currency or bearer instruments in amounts in excess of $5,000 to report such
transactions (o Cusioms.™

The governmem chaimed thal the “*issuance of these regulations is a further step in major efforts
directed toward frustrating organized crime and white-collar criminal elements who use secret filing
accoumts to conceal substantive violations of drug smuggling, securities and gambling laws, as well as
the uniaxed incomes generated from these and other iliegal activivies.” The government, in other
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were before Franklin Reserve notes were introduced. Since prices were now so
high, islanders were forced 1o use more of their savings on necessities, leaving less
available for buying other types of consumer goods.

As employment declined, both in the production of capital and consumer
goods, unrest increased in the island community. Therefore, to keep unemployed
tslanders happy (remmember, they were voters), the senate created ' ‘unempioyment
insurance,”’ More Franklin fish notes were printed and given to those who were
unemployed so that they could go to the bank and withdraw the island’s dwindling
stock of stored fish at an even faster rate. Official fish now became so small that no
longer could any productive fisherman be fooled into exchanging natural fish for
“*official”* fish. Many now didn’t even bother to fish at all, since by this time they
had managed to secrete for themselves and their families enough fish to last them a
long time.

With no new fish coming into the bank, the bank quickly exhausted its supply
of legitimate fish, and so had nothing with which to stuff its ample supply of empty
fish skins. All the bank had, at this point,were piles of empty fish carcasses while
the islanders held plenty of Franklin Reserve notes and bank deposit books
indicating that they were entitled to fish which the bank no longer possessed.

Atthe very end, Chesley Banrtin was in the cage himself, trying desperately to
find one teeny-weeny fish that had some meat on it, when he was presented with a
ten-fish Franklin Reserve note. Not finding any fish at all, in desperation he handed
to the holder of the ten-fish note the skeletal remains of ten fish saying, ‘‘Here, see
what you can pick off of these bones.’” With that, he ordered the bank cleared,
locked the front door, and hung up a hastily made sign that read *'Closed, Bank
Holiday.”

Chesley ran over to the senate building to inform Franklin Dee that the jig was
apparently up. The bank was officially out of both genuine and official fish,
Franklin Dee summoned all of the senators to the senate chamber. Crowds were
forming in the streets, chanting, '‘We want jobs, we want jobs,”” “‘Open the
Bank,”” “*We need money, we need money.”’

Meanwhile, in the senate chambers, all was glum.

words, would have you believe that smugglers, gamblers, criminal elements, and those already
engaged in *'illegal aclivities ' —and who are thus already violating U.S. law—are going to report their
illegal currency activities to the U.S. government in compliance with these regulations, These criminai
elements will, of course, violae these currency laws in the same manner that they row violate other
U.S. Jaws. You will, of course, note that the U.S. governmeni’s rationale in imposing these and other
<wrency kaws which seek 1o interfere with a citizen's right to save and store meney and unmoney where
and how he chooses is cut from the same lying, bureaucratic doubte-taik as Franklin Dee's **fish rays’”
and his sexy fish. No, these regulations are not aimed at criminals. They are aimed at America’s
law-abiding citizens and designed to keep thern from seeking more hanest foreign curmencies in which
to store their savings——while providing the goverrment with ahist of law-abiding Americans who might
have a store of foreign currency capable of being confiscated by taxation should American unmoney go
the way of the 1923 German mark. [n this case, those Americans who had the inteliigence and foresight
1o store their savings in stronger foreign countries will, in all probability, now be charactenized by the
government as unpatriote foreign-cwirency speculators, who should have their “‘dishonest gains™
taxed away by govermnent by the imposition of an *Excess Profits Tax Covering LIl-Gotten Gains due
0 Foreign Currency Speculation. ™
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“What can we do now?"” said young Jack Kassidy, always eager to explore
new frontiers.

**Let’s get some economic advice, quickly,”” said Lyndon B. Swanson, ** Get
Walter Hickel and Paul Sibling in here at once.”™”

So saying, a guard was dispatched to bring the senate’s economic advisers.
When they arrived, they were immediately asked by Senator Hubert Humpty,
*‘So, what’s your economic advice now?”’

With this, a rock came sailing through the balcony window making the mob’s
chants of **We want jobs, we want jobs"’ even more audible and more ominous.

**Expand credit,”” said Waiter Hickel.

*Lower taxes,”’ said Paul Sibling.

“‘Expand credit?"’ repeated Franklin Dee incredulously. **We have expanded
credit as far as it can go. There is absolutely nothing left to expand with. And, how
can we lower taxes? There is nothing left in which taxes can be paid. Come on
boys, you’il have 1o do better than that,”” demanded Franklin.

“‘Expand credit,”’ repeated Walter Hickel,

*‘Lower taxes,’” repeated Paul Sibling.

Angered by these repetitive suggestions, Franklin stood up and menacingly
confronted his two economists,

“*Look, what do you want from them?'* said Richard Trickson. *“That’s all the
economics these birds know.”

**That's right, 1 forgot about that,’” said Franklin Dee. **Look,” turning (o the
guard that had brought the economists in, *‘put these two birds back on their
perches. There are still some crackers left in their box, see that they get them. |
think those may be the last of them, though there still may be some sunflower seeds
in a jar on the window sill in their office. [f so,"" he said to the guards, **fill up their
cups and see that they get some walter. In any case, | den’t think that we will be
needing them any longer.”’

With this, the guard turned and departed, one economist perched on each arm.
As they were transported from the room, the birds continued to cackle. "*Expand
credit,”’ squawked Walter. **Lower taxes,”” cackled Paul, as another rock crashed
through the window,

“Well, what are we going to do?" asked a troubled Senator Jack Kassidy.

“What can we do?"’ answered Franklin Dee. '*All we ever did was steal the
people’s store of savings to finance our various projects. But now that there are no
more savings to steal, we can't provide any more government benefits.™’

“ldon’t understand you,”’ said Senator Kassidy, **why can’t we simply create
jobs for all those unemplayed people?”’

“Look,"” said Hubert Humpty, **if we really knew how to create employment,
we would be in business for ourselves and not in government.”’

“*But,”" persisted Senator Kassidy, **l don’t understand why we can’t create
the jubs like we always bave, Like the time Franklin Dee Taunched that project
where we were able to employ 150 people washing the rocks on the beach. Why
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can't we put people to work washing more rocks? [I'm sure that they must be just as
dirty.”’

Richard Trickson now turned to young Senator Kassidy. ** You mean, even at
this late date, you still don't know what’s been going on? We never created jobs,
we never extended credit, we never expanded credit, like Franklin Dee said. All we
ever did was to steal the community store of savings with Franklin Reserve notes
and provide the people with goodies stolen from the proceeds of their own savings.
For a long time the suckers were too dumb to understand what was going on. Now,
however, all of the island’s producers are wise to our little scheme, so they refuse
to put any more savings in the bank. Since there is nothing left to steal, we are,
therefore, economically powerless.””

**Yes,”" agreed Senator William Poxfire, *‘as long as there were some exira
savings that we could siphon with Franklin Reserve notes, we looked pretty good.
But now we’re all through.™

**But doesn't the government have any money?’” persisted Jack Kassidy,

**Of course not,”" said Hubert, “‘the only money we had is what we taxed and
stole from the people. Now that the people are broke, we're broke.”’

**Well, if the government has no money,”” said Jack, * *how are we going to pay
off all those bonds that we sold to the people by tetling them to *Invest in the Island’
and the notes we gave to the bank in exchange for all those Franklin Reserve notes
that we distributed””’

“*That’s the point,”” said Franklin Dee. **Old Chesley here knew that we never
had any intention of paying him or his bank for all the credit they gave us. Neither
he nor anybody else will ever get paid because there’s nothing to pay the debt off
n."

I guess it's every man for himself,”” said Senator Poxfire.

With this, the chanting of the mob for jobs got louder and louder.

**The people still don’t understand,”” said Lyndon B. Swanson. **Even at this
late date they think we really have the power to help them.”

And another rock crashed through 1 window.

**Maybe [ have,”” said Franklin Dee. **Somebody will have to talk to them or
they will bum the place down.”’ So saying, Franklin Dee walked out on the
balcony of the senate building. When the crowd saw him, the chanting died down.
However, some individuals continued to shout and expletives were hurled up at
him from the crowd.

“*We want jobs, Franklin Dee.”” Another shrill voice called out, **The bank is
closed, Franklin Dee, what's the government going to de now?™”

With this, Franklin Dee held out his hands o silence the crowd and then uttered
the only honest words of his entire political career. "My fricads,”" he said, I
think the time has now come for all of us to begin fishing—and quickly.”’
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4

The Solution to America’s
Economic and Social Problems

They that can give up essential liberty 1o obtain a little temporary safety deserve neither
liberty nor safety. —Bengamin Franklin

The lanuary 27, 1975, cover of Newsweek pictured a beleaguered President
Ford in knight’s armor, battling a fierce, three-headed, fire-breathing dragon
labeled inflation, depression, and energy.

The Miami Herald of December 18, 1974, camied the following headline:
““How Four Forces Imperil Man’'s Future.”” The article painted a bleak pic-
ture. France’s President Giscard d’Estaing was quoted as saying that *‘the four
horsemen of the . . . modern apocalypse—energy, food, population and
finances,’” now threaten mankind. The article went on to state that the nation’s
23,000-mile interstate highway could become virtvally useless. Former Interior
Secretary Stewart Udall, termed **one of the nation’s leading independent energy
experts,”’ was quoted as saying that our highway system **may very well be used
primarily . . . for trains and bicycling."’ The article even quoted Secretary of
State Henry Kissinger: “*If current economic trends continue, we face further and
further mounting world-wide shonages, unemployment, poverty, and shortages.”
Now, the amazing thing about these gloomy forecasts is that no one put his finger
on the real probiem or even offered any practical solutions.,

Since America is potentially a wealthy country, with an array of natural
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resources and the world's most efficient farm population, solving its economic
problems will be relatively easy, compared 10 those of countries like Japan and the
Soviet Union. Solving America’s current economic problems is simple, providing
the underlying cause is property understood.

A Worker, Is a Worker, Is a Worker . . . Or Is He?

Does it make sense to talk about full employment without caring about the
economic nature of that employment? If farm A employs ten persons, nine
producing and one counting, and farm B employs ten, two producing and eight
counting, do we have in fact, ten equally employed people on farms A and B
{assuming the same productive efficiencies)? Suppose those employed on farm A
decided that they no longer needed the services of one of their producers, so, in
essence, one member of farm A became ‘‘unemployed’’ while farm B still boasted
of ‘*full employment.’” Where, in fact, is the greater amount of ““unemploy-
ment,”’ on farm A or farm B? Sad to say, of course, farm B is the good ol' U.S. A

When President Ford stated in his first State of the Union message that

there were 59 million Americans employed at the start of 1949, now there are more
than 835 million Americans who have jobs, And in comparable dollar terms, the average
income of the average American family has doubled in the past 26 years,

he was misleading the public,

Figure 41 is a chart from the President’s own 1975 economic report. Note A
indicates that the average gross weekly wages for private nonagricultural workers
in 1949 was $50.24, while in 1974, Note B, it was $154.45. Adjusting for taxes,
however, these amounts become $49.74 and $134.37 respectively, Notes Cand D.

These figures simply adjust for taxes and Social Security (for a worker and
three dependents). We must now adjust for inflation. Since the United States has
expertenced an inflation of at least 300 percent since 1949 (a hot dog then was still
10 cents, while a Coke, a cup of coffee, an ice cream cone, two Hostess cupcakes,
and a subway ride were all still 5 cents—what are they today?), adjusting the
$49.74 for 300 pecrcent inflation would give 1949 workers $198.96 of comparable
1974 purchasing power, or about 48 percent more purchasing power than the
average 1974 worker,

Even using the table’s own figures,! Note E shows spendable after-tax income
for the 1949 worker in 1967 dollars as $69.66. while for 1974 (Note F) itis only

"These figures do not adequately reflect the degree of inflation since the official CPI only shows
price increases of 105 percent between June 1949 and June 1974 (71 5 10 146.9)—and since the Table
adjusts the *“tax bite”" for & worker and rhree dependents, it minimices the greater negative dispanty
for single tuxpayers and those with fewer dependents.
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Figure 41
Tasve C-31.—Average weekly earnings in selected prizate nonagricultural industries, 1947-74
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$90.97 for an ‘*official improvement’’ of only 30 percent, which is still a far cry
from the President’s implication that there was an improvement of [0 percent.

Now, the President misled the nation by stating that it was the '‘income of the
average American family'' that had “*doubled,”’ not wages that had doubled,
which, [ am sure, was the impression his listeners received. That the income of the
average family may have increased to a greater extent than the average wages was
the result of factors other than gains in productivity. Forty percent more married
women are working today to supplement family income than in 1949. More
Americans are forced to hold down two or more jobs. Yet, despiie all this
additional work, the income of the average family obviously has not doubled “*in
comparable dollar terms,”” as the President contended.

The President gave the impression that more than 85 million Amertcan workers
were economically employed in 1974, He did not say “‘econemically’” employed
(politicians never make this distinction), only ““cmployed . . . who have jobs.™



However, the implication is that there were mote than 85 million Americans
working 10 supply the necessary goods and services required by 212 million
Americans, Or that about 40 percent of America's population is being effectively
employed in supponting themselves and the other 60 percent who are not working.
If this were true, that would not be a bad percentage. If it were true that 40
percent of our population were economically employed, America would not now
have an energy shortage, a balance of payment problem, a depreciating currency,
and a weakening diplomatic and military posture. But the sad fact is that only 16
percent! of our population (and now probably less), only 16 out of every 100. are
working to produce all the country’s matenal needs for food, fuel, clothing,
construction, utilities, and transportation services. In other words, 84 Americans
aut of every 100 produce nothing that they themselves require in the way of food,
fuel, or implements for their comfort and survival. It can truly be said that never in
recorded history has so much been produced for so many by so few.

U.S. Government, Inc.

In order for Americans to proceed with a program to correct the nation’s
economic and social ills, it is essential to realize that the United States government
is the problem. Think it unpatriotic to be so antagonistic toward our government?
Then, you still have your blinders on and haven't recognized what our government
ts all about. Allow me to enlighten you.

U.S. Government, Inc., is just another big American business like General
Motors or Exxon, only much larger and much less efficient. GM manufactures and
sells automaobiles, and Exxon processes and sells petreleum products. But U.S.
Government, Inc., mainly sells services. Some of these services include national
defense, crime protection, administration of justice, provision of a **dependable’™
currency supply, “‘delivery™” of the mail, education, and research, to name a few.
U.S. Government, Inc., differs from mest businesses in that it (1) is nonprofit, 2 (2)
is largely unregulated by either law or competition, (3) is a monopoly, and (4) can
compel us to buy its services, regardless of how unnecessary, overpriced, and
destructive they might be.

'An examination of U.S, “employment’” statistics will reveal that of she **more than 83 millien
Americans”” who, according to the President, had “*jobs,” only 35 million (or approximately 16
percent of the U.S. population) were employed in manufacturing, mining. construction, transportation,
wtilities and agriculture (1975 Economic Report of 1he President, p. 282). The rest were employed in
service and distribution occupations and 14. 599 nullion were employed by govemment, Now E'll grant
that accoumants, lawyers, school teachers, police and firemen, bank 1ellers, economists, guidance
counselors, financial planners, PR men, human resource coordinators . stock brokers. union oreamz-
ers, and tap dancers have a place. But the question ts—how hig? At some point continued profiferation
of these occupations redices society’s ability to deliver sufficient guaniities of Tond, clothing, shelier
and fucl—the main objective of a sensibly run indusirial economy.

?Omly as far as the 1axpayers are concerned.
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So, while America’s largest, most powerful corporation is unchecked, few
individuals and organizations have the wherewithal to challenge its illegal ac-
tivities.! Agencies and officials of U.S. Gevernment, Inc., routinely make claims
that would result in stiff fines and imprisonment if attempted by private individu-
als. U.S. Government, Inc., presents its debt position by declaring its funded
liabilities, while neglecting to divulge publicly its unfunded and contingent
liabilities. U.S. Government, Inc., calls what the Federal Reserve System prints
“*money’” when it is actually unmoney. U.S. Government, {nc., insists on labeling
the tokens produced by the U.S. Treasury as money, while if any American
manufacturer so mislabeled his merchandise, he would be prosecuted for fraud by
an outraged government. U.S. Govemment, Inc., forces Americans to participate
in a chain letter called Soctal Security which will bring tragic losses to many while
benefiting, in comparison, only a handful. U 8. Government, Inc., claims it sells
‘“‘savings’’ bonds. These *‘certificates of guaranteed confiscation’’? are not bonds
it the economic sense. Anyone in the private sector who implied that straight
commercial paper was actualiy a bond would surely violate some SEC regufation.
Bonds are floated to create capital goods from whose increased productivity the
interest and principal of the bond can be paid. No reputable investment banker
would setl a commercial bond whaose proceeds would be used to meet the operating
needs of the borrower. But this is the case with U.S. Government, Inc., *‘bonds.”’
The government uses the money it raises to pay operaling expenses—or to
refinance maturing debt—and creates little capital with the proceeds from which
the bond’s future interest and principal can be paid. In reality, U.S. Government,
Inc., “*bonds™ are only ‘‘prepaid tax receipts”” of various interest and maturity
dates, not **freedom shares,”’ or ‘‘investments in America."’?

Now, in order for Americans to move as expeditiously as possible to cotrect the
nation's problems—it is imperative that we understand that the present administra-
tion and the U.S. Congress will be of no help in solving those problems. The
country must stop looking to official Washington for economic and social solu-
tions. One of the first -priorities should be the recruiting of citizens behind a
pregram that seeks to reduce the domestic economic power and influence of U. S,
Government, Inc. U.S. Government, Inc., cannot be expected to relinquish its
power and influence voluntarily. So, responsible and patriotic cilizens musi
organize and force it to do so.

1For example, its criminal prohibition depriving individuals of the appreciated value of silver they
awned in coin form.

EPick’s Currency Yearbook —1972, p. 18,

3nmy opinion, U.S. Gevernmenl, Inc_, uses this phraseology 1o trick “*bond™" buyers into thinking
that owning a U.S. “*Savings Bond"' is comparable to owning a share of stock. If a registered secarity
salesman were 10 infer that a bond was a share, he would probably lose his securuty license, Also, 1o
imply that those who pay izxes in advance are “investing in America’ is misteading. If one wishes 10
“invesl in America’’ he can do so only by investing directly in U.S. industry and commerce,
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Since the American people do not have responsible economic leadership, a
national convention must be convened with delegates drawn from all productive
elements of society—trade unions, manufacturing and agricultural organizations,
national professional associations and societies—to formulate a program for our
national recovery.!

Developing the Right Attitude for Bureaucracy-Pruning

To do the job right, Americans have 1o begin ridding themselves of double-
think—for example, such expressions as ‘‘federal aid to education,”” *‘federal
revenue sharing,”” and *‘federal insurance.”” The painful fact is that the federal
government is not endowed with any independent wealth for **aiding’’ education
or anything else. Nor does U.S. Government, Inc., have an independemt *‘re-
venue®’ 1o share with local governments.

Whatever the federal government *'gives’™ in benefits, it first “*takes™’ away in
taxes. However, it must add, 1o whatever it takes, the additional nonproductive
overhead costs of government collection and administrative services. Ironically,
what has contributed substamtially to the growth of government is the
statists'—advocates for increased govermment—skillful use of language. *'Fed-
eral aid to education’” is an impossibtlity. The government has no income that i
does not first take away from citizens, and in the end citizens have much less
money to spead on education. When all federal “'aid’” programs are analyzed
properly, it becomes apparent that they destroy far more than they create.

1900-1930 Versus 1945-1975

Undoubtedly many believe that it would be disastrous for America to scrap the
many laws and bureaucratic agencies created since 1930, But let's look at the facts.

Visualize America at the turn of the century—76 million peopie suif living
largely in the horse-and-buggy age. Now picture the nation 30 years later-—the
transformation is astounding (even given the depression)!

America has gone from the horse and buggy to the automobile and air travel.
Electric lights now illuminate the streets. Telephone communication binds the
nation with instant communication, The development and mass disteibution of
such things as radios, phonographs, and motion pictures have literally transformed
America, creating living standards that could scarcely have been imagined when
the century opened. All the while the nation absorbed 19 million largely penniless
immigrants—a fourth of its 1900 population’

Visualize the U.S. at the close of World War i—in 1945. Now look ahead
thirty years to 1975. What kind of a transformation do you see? With the exception
of a few TV sets around the house and air conditioning. how has Amenca

Uirimately, something will have to be done with the electoral process. As constituted, il guarantecs
that a majority of those efected to high public office are largely unfit to lead the nation.
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changed? Well, if you overlook the sharp increase in working mothers, moonlight-
ing, crime, drug addiction, and urban blight, the deterioration of our mass urban
transportation systems and postal service, the bankrupt state of the nation’s
railroads, airlines, many municipalities and the federal government—things have
changed very little. It should also 5€ noted that during this period America
absorbed only 8% million immigrants—or only 6 percent of its 1945 pepulation. [n
which era then was there greater economic and human progress? Since it is clear
that the nation sustained greater progress without the federal (**progressive™’) laws
and the hundreds of bureaucratic agencies they spawned—why should we be
reluctant or fearful about eliminating them?

Wielding the Axe

As we begin scaling down U.S. Government, Inc., all enlisted in this crusade
should keep the following in mind:

1. The U.S. government is so bloated with fat that regardless of where you
bury your axe, you'll not hit anything that is vital for the preservation and
protection of the United States of America.

2. Since U.S. Government, Inc., is already bankrupt, there’s nothing you can
do to make its financial position any worse,’

3. Those Americans who join the crusade to scale the government down to a
manageable size will be helping to increase the nation’s ultimate military strength,
raise the country's standard of living, and restore solvency.

The only federal agencies that the country probably needs are the Defense
Department, the Justice Department, and vastly reduced Treasury and State
Departments. Most everything else the federal government does, the people could
do better and cheaper for themselves.? Unfortunately, the functions of these four
departments must remain in bureaucratic hands since 1 do not see how the country
could conveniently contract them out—however, [ am willing to maintain an ogfen
mind on this. By removing most other duties from U.S. Govemment, Inc. (and
lowering the nation’s tax bill accordingly), the increase in the national wealth

'Not only have government’s debts grown enormously but their average maturity has been
drastically compressed. In 1948, the interest-bearing portion of its debt had an average maturity of nine
years and one ronth, while by December 1974, it was shonened 10 two years, eleven months. See 1973
Economic Report of the Presideni, page 334.

2By this I do not necessarily mean on an individual basis, but individually and through organizing
private facilities 10 provide many of the same services now ineptly provided by government.

[t never ceases to amaze me how people can suggess that an activity such as a health insvrance
piogram be lurned over to the government, when the govemment has yei 10 demonstrate it can do
anything right, What prompts people to suggest it should do more? U.5. Government, [nc., has yet 1o
demonstrate that it can efficiemly deliver the nation’s mail or provide the nation with currency thar will
maintain its value. Let U.S. Government, Inc., demonstrate that it can perform these mo relatively
simple rasks before it presumes to have the ability to perform any other.
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would be so overwhelming that we could afford the luxury of overpaying the
government in conpection with administering these four necessary departments.
The subject of where the federal government should be cut is so vast that [ shall
merely content myself with broad areas and suggest some general guidelines.
Reductions in overall government spending must be made in two general areas: the
direct cost of government itself, and government transfer payments.
Government Staristicians. First of all, we can begin with all governnent
statistical gathering services and agencies. We don’t need them. Most government
statistics are biased, anyway, and used merely for propaganda purposes. The
government itself admits that despite its mountains of statistics, it was not able ©
foresee the oil crisis, double-digit inflation, or even the recession. So, what good
were all the statistics? They merely provide jobs for thousands of unnecessary
government statisticians, statistical interpreters, and those engaged in disseminat-
ing the stuff. With the government out of the statistic-gathering business, those
industries needing statistics previously compiled by government can hire those
discharged and pay them with revenue saved as a result of lower taxes.
Government Econontists. Any bureaucrat with the title of economist should be
discharged immediately. The state of the economy is proof that the nation has not
benefited an iota by the hundreds of economists and the thousands of research
assistants, secretanies, and typists who support them. They can all go, and that
includes the President’s Council of Economic Advisers—founded in 1946.!
Department of Agriculture . The Agriculture Department had done little for the
nation’s consumers except increase their food bills. To appreciate how vast and
wasteful this department is, the following table will show the department’s
expenditures relative to the entire net national product of the agricultural industry
including forestry and fisheries.

1960 1965 1970 1972
{In billions)

Net agricultural

product—b.S. $15.3 $17.4 $20.0 $24.4
Expenditures of L5,

Dept. of Agriculture $ 54 $ 7.3 $ 8.3 $10.9
Expendituras as a percent

of U.S. agriculture 35% 42% 42% 45%

Average Agricultural Department expenditures as a percentage of the net agricultural
product for the years shown equals 41%.

Source: U.S. Depariment of Agriculture

"The vountry somehow made it 10 1946 withoul such a body . The Council's mere existence implies
ihut the President of the United States aclually receives and ucts upon sound economic advice, The
nation should ne longer sutier the cost of such deception.
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Government Regulatory Bodies. Much of government activity has to do with
regulation of industry and commerce. The public believes that government regu-
lates industry for the benefit of the consumer, while actually business is re gulated
to protect existing businesses and, in many cases, to protect inefficient businesses
from efficient businesses—at the expense of the consumer. Even the present
administration admits that **most governmental regulation is now concemed with
the regulation of competition rather than with the regulation of monopoly’*! and
that

governments also regulate product and input standards. For example, in the case of
drugs, the costs of regulation include not only the direct cost of testing (borne by the
FDA [Food and Drug Administration] and private drug manufacturers) but also its side
effects: fewer new drugs and delays in the introduction of those drugs which ultimately
get to the market. In 1962 Congress amended the Food, Drug, and Cosmetic Act of
1938 1o require that new drugs be proved effective as well as safe. Since then, the rate of
introduction of new drugs has fallen more than 50 percent and the average testing period
has more than doubled, Moreover, it is not clear that the average efficacy of drugs
introduced after 1962 is any higher than thar of drugs previously introduced. One recent
study estimates that the 1962 drug amendments cost consumers on balance, between
$300 million and $400 million during 1970.?

So, while assessing the value of FDA by contemplating the comfort it provides
by guaranteeing the nation only gets drugs tested 1o the highest medical standards
possible, we should also be aware of discomfort many are compelled to sustain by
being dented drugs whose market potential might prectude the exhaustive and
expensive testing required by FDA. For example, the average cost of testing a new
drug has scared from $1.3 million at the time of the 1962 amendments to around
$25 million today. Yet despite these astronomic increases, the government admits
that the FDA can not show that the U.S. has any more efficacious drugs than it had
before or that exist in other advanced countries. However, the public is denied the
healing and comfort potential of many drugs. The question is not so simple as how
many lives the FDA saves by requiring the more thorough testing of drugs, buthow
many lives it saves in relation to how many lives are lost because individuals are
denied drugs that simply may not be able to meet unnecessary FDA standards. It
should also be recognized that no major drug firm would consider marketing a drug
it has not tested to its satisfaction, regardless of the FDA, since marketing a
harmful drug would subject the firm to lawsuits which could bankrupt if.

The Interstate Commerce Commission is another regulatory agency that
should be abolished. As the Economic Report of the President noted this year: **In
surface transportation alone, one study puts the cost of regulations at between $4
billion and $9 billion annually.”® So, apart from the direct costs of government

'‘Evonemic Report of the Presidenr, {975, p. (51
4hid . p. 158.
et po 159,



~—the taxes we all pay—there are indirect costs which, tn this case, are estimated at
between $4 billion and 39 billion annually. Here is a more detailed explanation of
how the ICC promotes waste in surface transportation:

In the public sector, federal policies, regulations, subsidies, import quotas, taniffs, and
price suppons pose innumerable obstacles 1o a smoothly running marker economy. For
example, because of Interstate Commerce Commission regulations, a truck, after
carrying goods from one city to another, may be required to return empty. Partly as a
result of other ICC rules, railroad cars travel about 30 percent of their mileage with no
freight.

In sum, the ICC was created after the railroads were built in order to regulate
them, but it merely presided over their demise. Without ICC regulation the
railroads prospered; with it the railroads have all but vanished.

I would padlock the Securities and Exchange Commission (SEC) because U.S.
Govemment, Inc., itself swindles so extensively through phony bonds, phony
money, and phony financial reports that it adds insul to injury to suffer the
hypocrisy of a govemment agency designed to protect the public from fraud;
besides, the SEC cosis more than it saves. Even with it, the public still gets
swindled—witness Equity Funding, Pennsylvania Raitroad, Homestake Oil, and
King Resources, all multi-million-dollar fiascos. Still, legitimate promoters are
required to spend substantial sums in order to comply with all the SEC
regulations——costs which are then passed on to the public. Promoters who cannot
afford such costs, legal and otherwise, must modify or abandon their projects.
How many worthwhile projects are thus penalized will never be known. [ am
confident, however, that the entire cost of the SEC, direct and indirect, exceeds
the net amount it saves by way of stock frauds,

Moving along with our axe, I would get rid of every government public
relations man, | would close every U.S.1L A, office.? We should not have to “*sell
ourselves’ to other peoples and governments. If our country were run right, we
wouldn’t need to.

Is it vital that the U.S. govemment print and distribute books and pamphlets
such as the following ones listed in the Govemment Printing Office’s spring 1975
catalog?

Teenagers’ Guide 1o Babysitting

Whar Happened to Mushrooms?

If You're Coloring Your Hair

Toys in the Making

Ynterim Reporr of the foint Economic Commitee. Congress of the United States, September 21,
1974, p. 29.

2See Eugene V. Castle, Biltions, Bluniders and Bafoney (New York: Devin-Aduir Company,
1955),

299



(X3

Here are examples of government *‘research’’ uncovered by the National
Taxpayers Union:

Swdy of the impact of rural road construction in Poland. Cost: 385,000,

Study of teaching mathers how to play with their children. Cost: $576,969.

Study of wild boars in Pakistan. Cost: $35,000.

A dictionary on witchcraft. Cost; $46,089.

Study of American and Indian whistling ducks. Cost: $5,000.

Study of bisexual Polish frogs. Cost: $6,000.

Grant to Central College in lowa dealing with “'enhancement of cognitive
abilities and self-image of freshmen women.’’ Cost: $22,470.

Reducing Government Transfer Payments: Unrealistic Promises from
Irresponsible Politicians

Govemment transfer pay ments are transfers of money from citizen Y to citizen
Z. They are monies coliected by the government which are not used to pay for
normal government operations, but are deposited momentarily in its checking
account to be forwarded by the government to recipients who will receive a check
drawn on the funds. Transfer payments include interest payments on the national
debt, agriculiure subsidies, Social Secunity payments, welfare payments, veterans’
pensions, and pensions for retired government employees.,

In 1929 government transfer payments of $1.5 billion, were less than .2
percent of the net national product. By 1974 these payments had grown to $135.8
billion, or 11 percent of the net national product, for a relative increase in economic
terms of 5,400 percent. To put this increase in another perspective, in 1929,
personal income from rent, dividends, and interest was more than 1, 100 percent
greater ($18.4 billion) than transfer payments. Yet by 1974 transfer payments

($139.% billion) had increased to where such income only exceeded transter pay-
menis by |7 percent?

Let's examine the largest components of government transfer payments for
1976. Some were for the following.

Social Security $74.4 billion
Federal employee retirement and

disability payments 7.9 billion
Unemployment insurance 18.2 biliion
Public assistance and other income

supplements 18.4 billion

Veterans' pensions
$126.6 bitlion, or

36 percent of the budgeted outlays for fiscal 1976,

! W hile by 1976, transfer payments actually overtook and excecded these income payments by
$10 billion. See Figure 42 on page 327,
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Putting this $126.6 billion in economic terms will reveal the extent of the
government’s madness since the government fully intends to reward those who
will produce nothing in fiscal 1976 with about all of the wealth produced in 1972!
by the following industries:

Agriculture, forestry, and fisheries $ 37.5 billion
Mining (including petroleum and natural gas) 18.2 hillion
Transportation 45.8 hitlion
Communication 28.5 billion

TOTAL  $130.0 billion

Are Such Expanding Levels of Transfer Payments Realistic?

There is simply no way that our economy can continue to honor such generous
commitments, expecially since they are contributing to our falling productivity .
However, veterans will understandably take offense at my suggestion that by
awarding them pensions, the government is transferring purchasing power to those
who **themsebves produce nothing.’” They will claim, and justifiably so, that they
gave **30 years of service to the country in payment for those benefits,” so how
dare [ suggest they are receiving payment for producing nothing? Social Security
recipients will also bristle at my suggestion that they receive payments for *‘pro-
ducing nothing.”* Retired government employees, likewise, will point out that not
only did they *‘pay’” for their retiremnent benefits with years of loyal service but
that they also contributed their own money toward their retirement pensions,

Well, I certainly sympathize with these groups, but sympathy cannot be
permitted to override reason, and emotionalism cannot alter facts | did not create,
If the nation wishes to continue deceiving itself conceming its ability to support
vast numbers of nonproductive citizens, the result will be economic disaster,
Certain painful facts must be faced, and veterans, Social Security recipients, and
retired government workers as well as all others must start becoming realistic.

Consider, for example, the Social Security claimant who maintains he is
entitled to Social Security payments because he **paid in’” for 35 years. While itis
true he “*paid in’’ for 35 years, the tragedy is that over those years, the government
stole his contributions and did not invest them so that payment to him of 2 current
annuity is not financially possible. He must realize that our politicians have
dissipated ail past **Social Security contributions.’

Retired government workers must also realize that there are no *‘trust funds®”’
from which their pension benefits can be paid. Their pension contributions were
never “invested'” by the government, but were continuously spenf on numerous
federal projects. They are thus in no different position than employees of a private
concern, confronted by the unpleasant fact that their employer has run off with the
assets in their pension fund.

*The last year shown in the &/.5. Sratistical Abstract for 1975,
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Whao Is Liable for Political Irresponsibility?

In the final analysis it boils down to this: Is the nation's current generation of
producers {especially those in their twenties), who are themselves struggling with
families and careers, liable for the unrealistic economic promises of past genera-
tions of irresponsible politicians? Did politicians long gone have the right io
indenture unborn generations of Americans to the service of other Americans,
simply 10 make good on their irresponsible campaign promises?

The answer is obvious—No! And the bitter price that must now be paid for this
fiscal folly must be borne by those Americans who bought the promises—not the
natien’s young men and women who had nothing whatever to do with it. Ameri-
cans now reaching 65 were not at age 20 saddled with the burden of having to
support a large retired, disabled, and dependent population—and twenty-year-old
Americans are entitled to the same consideration. So, where do we go from here?

Deflating the Transfer Payments Bubble

Once the nation realizes that Social Security is defunct, it can begin to
handle the consequences more intelligently.

The first thing that has to be done is to institute a realistic *‘needs’” test for
future Social Security payments. There are some citizens who might have no other
source of income and who would be destitute without Social Security payments,
while obviously there are others, (retired millionaires, for instance) who also
receive Social Security, but who could survive without it. Between these two
extremes there will be degrees of need, which must be evaluated in determining the
levels of Social Security payments, taking into consideration age, financial ¢ir-
cumstances, health, and one’s employment potential.

The fact that one paid Social Security taxes in the past cannot now determine
the receipt of such payments in the future. If it makes citizens feel any better, they
should simply regard their past Social Security taxes as merely an indication of a
prior higher ordinary tax rate (which is precisely what it was), while all those who
are currently receiving ‘benefits’’ should regard such “‘benefits” as welfare
checks. Thus, a taxpayer who thought he was paying a Social Security tax of 5
percent while being in a 25 percent tax bracket, was really in a 30 percent bracket
and paying these taxes, so that the U.S. government could make welfare payments
to many citizens who were far wealthier than the taxpayer.

Since Social Secunty is ‘‘financed’” on the same basis as welfare, welfare
standards obviously must apply. Future Social Security ‘*benefits™’ will have to be
based on need. The country has no other altemnative.

{tis not necessary at this time for me to attempt 1o outtine in detail a program for
reforming Social Security. I will, however, suggest a brief cudine for such a
program:

1. A needs test, as | have suggested, will have to be immediately instiuted.
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2. The Social Security tax itself would be abolished and regular 1ax rates
adjusted accordingly,

3. No Social Security recipient should be penalized because of the receipt of
earned income.

4, A sliding scale of reduced future benefits should be projected over the next
ten years for those otherwise eligible for current benefits. This would enable future
Soctal Security claimants to plan their retirement more realistically. Obviously,
the farther an individual is from 63, the more time he has to adjust to the phasing
out of the program.

5. A target dale must be established for the official termination of the entire
program—say, December 31, 1987. This would allow for gradual phasing out,
enabling and encouraging individuals to seek more dependable sources of support
for their later years than mere political promises.

A needs test would bar Social Security *‘benefits’’ 1o many now receiving
them. However, before such individuals despair over losing their Social Security
“benefits,”’ they should recognize that, actually, they were not receiving any
“benefits’” in the first place. For example, suppose a retired widow or widower
with approximately $50,000 in cash assets, such as CDs, bonds, and savings
accounts, received the maximum Social Security monthly benefit of approxi-
mately $300 a month, or $3,600 a year. During 1974, the inflationary activities of
the government (both in increasing the money supply and interfering with the
production of goods) were responsible for at least an 18 percent rate of inflation
(official figures of [2.2 percent notwithstanding). This rate of inflation would have
caused a loss in this individual's liquid savings of $9,000. Therefore, the inflation
generated by the government so that it could make unrealistic Social Security
payments would have cost this individual $5,400. Furthermore, if the above
individual had income from a private pension or annuity of $400 monthly, or
$4,800 annually, the government, through its inflationary activities, would have
reduced the value of these annuity payments by an additional $864. It should be
further recognized that stock values plummeted in 1974 largely because of gov-
emment econemic and monetary policies and the high taxes paid by corporations.
So in addition to the above dotlar assets, if the individual started 1974 with stock
worth $50,000, he would have suffered stock losses (conservatively estimated)
of atleast 15 percent or $7,500, as a result of unstable market conditions caused by
government economic and fiscal policy. In addition, inflationary losses applied
to its year-end value of ancther 18 percent would have vielded additional losses of
$7,650. So this individual would have suffered inflationary tax losses of $16,650
and additional government-related equity tosses of $7,500 for a total government-
related loss of $25,014 sustained by him in order to receive $3,900 from the
government. Obviously, such individuals cannot afford such government
"‘benefits’ '—they are toe expensive. It is apparent that this person, like others who
apply these same financial adjustments to their own asset portfolios, would
discover that he is getting nothing from government in the way of real purchas-
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ing power through Social Security. So by eliminating Society Secunty payments,
we eliminate nothing, while if we do not quickly eliminate such payments in an
orderly fashion, they will be eliminated anyway (in my judgment, in from three to
five years), in an atmosphere of financial and social chaos with recipients losing a
good deal more than merely paper checks.

So, by simultaneously scaling down Social Security and cutting out govern-
ment and government waste, we will be restoring to the nation’s retired citizens a
good deal that is now being taken from them,

Much of the same reasoning will, of course, apply to persons receiving any
*‘income payments”' from the government, Many now receiving such payments
are losing far more because of the shrinkage in the purchasing power of their other
assets than they are gaining by way of their government *‘pensions.’” So, even if
they were to lose a portion or all of these promised government ‘‘benefits,”” they
would be gaining far more than they would be losing.

In addition, and I feel it bears repeating, those who feel that they are *entitled”’
to government pensions muost keep in mind that if all those who feel similarly
“‘entitled”’ insist on pressing their claims, they will succeed in forcing the financial
collapse of U.S. Government, Inc., and will thereby create {for themselves and
the rest of the economy) a situation where they will not only end up losing their
pensions anyway, but in the process also lose their accumulated savings, the value
of their private pensions, the value of their bonds, and a substantial portion of the
value of their common stock.

Getting the Government Out of the Welfare Business

While I have suggested subjecting all government **pensions’” (transfer pay-
ments) 10 a needs test and wreating alt such payments no differently than ordinary
welfare payments, the government must also be phased out of the welfare busi-
ness. Welfare payments must also be given a time span—say, ten years. This will
provide the time for those now receiving welfare to attempt to develop the
necessary skilis to become self-supporting. Many people have not bothered to
become seif-supporting because U.8. Government, Inc., makes it convenient for
them 1o rely on it for support. Not only will many weifare recipients be on notice
that government programs will be terminated, but government welfare workers
will be on notice that they should seek more useful employment. As of now, of
course, the government's bureaucracy has a vested interest in maintaining
welfare—maintaining their jobs. Many bureaucrats assigned to the Department of
Health, Education and Welfare would not relish a program that would enable the
nation’s increasing number of welfare recipients to find useful employment since
this would eliminate substantiat numbers of HEW employees. This is another
reason why HEW consistently minimizes the extent of welfare abuses, when
actually the abuses are rampant.

However, before anyone accuses me of having no compassion for the nation’s
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*‘disadvantaged,”’ let me say that these people would be far better off without
welfare programs. Reductions in welfare and corresponding reductions in gov-
emment taxation and other forms of governiment economic interference would
raise the nation’s standard of living, thereby eliminating in most cases the need for
welfare. With the government no longer able to restrict food production, food
prices would drop, thereby enabling the nation's **disadvantaged’” to feed them-
selves far more economically. Then, perhaps, they would not be **disadvantaged.”’
Those unable to find emptoyment and on welfare will find it far easier to find jobs
with the increasing employment opportunities that would suddenly be available as
a result of the sharp reduction in government taxation that hitherto drastically
curtailed employment opportunities.

For hard-core cases there still would be all types of private charity. With sharp
reductions in spending for government welfare programs, these funds would
remain in the private sector and a good portion would find its way to private
charities, both religious and nonsectarian. Americans have always been charita-
ble, so the thought that a prosperous nation would aliow other more unfortunate
Americans to ‘*starve’’ or to be without necessities in the midst of plenty is simply
too ludicrous to comment upon.

It might be helpful to point out that prior to 1932 Americans had no significant
public welfare programs and no one starved despite the huge burden of immigrant
absorption. To assert, therefore, that such would be the case today would demon-
strate not only ignorance of America’s economic history and traditions, but
indicate a failure to recognize our improved economic potential due to striking
advances in technology and overall economic efficiency which makes such a
possibility more remote, Certainly the danger to those now on welfare in this
situation involves less risk than confronted those who headed west in covered
wagons to face all kinds of dangers and an uncertain future, Should they have been
met by government ‘‘case workers' " after crossing the Missouri? Lord knows, they
were without ‘*adequate housing,’” without jobs, and probably their hospitaliza-
tion insurance had lapsed. Obvigusly, government ‘‘case workers'™ would have
been a big help in settling the West.

No, I'm afraid that government bureaucrats and addlebrained social scientists
have hoodwinked the American public into believing that there are vast numbers of
Americans that cannot sustain themselves withoul the aid of the federal govern-

ment.
Another reason government has to be driven out of the charity business is the

tendency of politicians 1 appeal to voters on a “‘here’s something-for-nothing”’
basis. The attitude that all too many Americans have, which has fargely been
cultivated by the government itself, is that individuals have a legal right to be
supported. Such a belief can no longer be tolerated by a nation wishing to be free,
strong, and prosperous.
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Less Government + More Producers = National Prosperity
{~G +MP = NP) —The Formula for National Prosperity

The basic economic problem facing the nation is not the energy problem or the
employment problem, or even inflation: we have too much government and too
few producers. By simply attacking the former problem, the latter problem will
correct itself and most of our other economic and social problems will vanish.

Reducing the size and the cost of government will restore incentives and the
economy will expand, blossom, and grow as the economic employment of the
nation’s land, labor, and capital is thus increased. Industries that are now languish-
ing due 1o high interest rates and the inability to raise capital will find interest rates
dropping as money ceases to fall in value as government-created inflation is
brought to an end. The numercus individuals weaned away from economic
employment by a multiplicity of government welfare programs will begin adding
their productivity into the common pot, thus increasing the community’s store of
goods and services, which will now swell. The nation’s standard of living will
begin to float upward on a rising tide of increased productivity.

Therefore, the battle plan to restore America’s economic health is simply one
of reducing government, government taxes, personnel, and its economic and
social influences. Government again must be returned to the role of simply serving
the modest needs of the people and not, as now is the case, the people serving the
gargantuan needs of government. The country must insist that government im-
mediately stop its current futile attempt to fight our *‘recession,’” since unless the
government’s power and influence are reduced, the current recession will become
a permanent depression. It should also be noted that all government efforts 1o
“*stimulate the economy’” out of the recession are doomed to failure and will only
compound our economic problems.

The vaunted 1974 and 1975 tax cuts are out-and-out frauds and will not save
the nation’s taxpayers a dime. For example, if a family who had been promised a
$200 tax rebate simply has a total of $5,000 in accumulated savings, in either
stocks, bonds, life insurance reserves, or annuity and pension values, the
govermnment’s antirecession measures, like the tax-rebate gimmick, will add at
teast 5 percent to the nation's level of inflation. Thus, the above family that is
being told that it is getting a $200 tax “‘rebate’” will simply have $250 stolen from
its assets to pay for it. Actually, the government’s tax rebate is nothing more than
the government’s returning to taxpayers a portion of their own looted savings.

The public should also guard against government propaganda claiming success
in controlling and overcoming inflation—the cause of our recession. It should be
noted that even if the rate of inflation is reported to have dropped to, say, 8 percent,
enabling the government to ¢laim that inflation has subsided from the 1974 rate of
12.2 percent, this would be inaccurate and misleading. The reason is that there has
been a continued slowdown in the nation’s economic activity with rising unem-
ployment and falling productivity, factors which should have forced prices down
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substantialty. n the absence of government inflationary pressure, such econoric
forces might have forced prices down by 15 percent. Such a sharp drop in prices
would not be that severe but would have simply returned prices to 1973 levels. So,
a reported rate of inflation of 8 percent in reality, might be hiding a rate of 23
percent, a rate much higher than 1974 s!

Int the absence of any concerted government program to reduce its own size,
citizens can disregard any optimistic government claims concerning the state of the
economy or the rate of inflation.

The Practical Side of Saving the Country and What Each Citizen Can Do

Americans must simply concentrate all of their efforts in only one direction and
should not allow themselves to be sidetracked—they must constantly exert pres-
sure 10 deflate the government, compelling it to start the task of figuring out where
the $100 billion of excess ‘*federal air’’ is to come from. Nothing else is of any
economic importance.

Along with performing this cost-cutting operation on itself, the government
must immediately do another thing—it must abolish all laws that arbitrarily
attempt to set wage rates, and it must also remove all barriers standing in the
way of increased productivity. The first order of business should be to eliminate
minimum wages, since they accomplish absolutely no good whatever. Scrapping
minimum wage laws will immediately open avenues of employment for America’s
unempioyed, and unemptoyment levels will begin to drop. In line with this,
arbitrary wage scales, such as mandatory time-and-a-half provisions, should also
be thrown out, leaving employers and employees free to determine wages accepta-
ble to each. To save time, of course, the entire {938 Fair Labor Standards Act and
all of its amendments could be scrapped.

In addition, alt union contracts that seek to limit productivity, prevent the use
of labor-saving devices, or require the arbitrary employment of unnecessary
personnel must be declared illegal and void, and union officials found guilty of
pressing such practices on employers should be subject to arrest and prosecution
for extortion.

All of these measures are, of course, directed toward increasing America’s
overall productivity, since it is only by increasing productivity that the dollar can
be saved, inflation arrested, jobs restored, and all private savings and pensions
rescued from what otherwise will be a financial disaster.

U. 5. “*Savings Bonds™" Revolt. Denying funds to the federal government can
contribute substantially toward saving the nation. | have already pointed out why
ownership and purchase of ‘‘savings bonds’" are a poor invesiment both for the
individual and the nation. For one thing, the government takes from bondholders
far more each year by way of inflation than the government pays them in interest,
while the purchase of the bond irself divens capital from werthwhile economic
projects in the private sector to government, where it is largely wasted. This waste
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of capital that government **bond’” purchases produce forces a lower standard of
living on the nation.

I have always felt that if the government’s creditors, its bondholders, could
ever organize, they, like the creditors of any faltering business, could force fiscal
reform on the government by threatening bond redemptions if the government
didn’t cease its spendthrift ways. Suppose the owners of $60 billion worth of U.S.
savings bonds tried to restore some of the stolen purchasing powerin the following
manner: a committee of government bondholders could forward a note to the
goevernment demanding, for example, that unless 10 percent of the personnel of,
say, the Agriculture, Labor, and HEW departments were slashed **within 90
days,"’ the bondholders would **within 15 days demand payment of our bonds.”’ |
believe that such concerted action by govemment bondholders might halt falling
government bond values while halting skyrocketing government costs.

Such a program would not be that difficult to organize. Bondholders wishing to
participate in such a program need only drop a card to a duly organized committee.
It would not even be necessary for participants to indicate the amount of bonds they
own. However, once the committee determined about how many people had
Joined to force fiscal responsibility on the government, they could then act. The
committee could determine a reasonable degree of government rollback which
would be acceptable to all panticipating government creditors and send the follow-
ing message to the government:

We wish to see evidence that at least 10,000 government employees have been released
from govemment service by September 1, or on September 15 all savings bonds in
Connecticut, Texas, Wisconsin, Alabama, and Ohio will be presented for redemption.

In this way, the creditors of U.S, Government, Inc., like the creditors of any
mismanaged corporation, might exercise some fiscal control. I would urge all
readers who may have discovered the reaf value of government ‘*savings bonds™’
not to run out and cash them. There should be no disorganized, individual cashing
since this would serve no constructive national purpose. However, if bondholders
would organize the threat of mass cashing, it would serve a national purpose since
it might force the government to institute a program which would not only restore
value to the bonds held by government creditors, but bring economies that would
benefit all Americans whether they were bondholders or not. So, hold on to your
bonds for a while. You have lost se much purchasing power that further losses will
not be of any consequence, while probably these losses could be restored, and in
the process help the country.

Lets Have a Tax Revolt

Scattered throughout America, small bands of patriots have been engaged in a
growing tax revolt. Often fighting alone, they have been waging what amounts to
every American’s war against U.S. Government, Inc. They have suffered casual-
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ties, but they have also won battles. {t has been estimated that thousands of
Americans, using tactics and strategies developed by the tax rebels, no longer pay
federal income taxes.

Tax rebels are independent and proud; they understand the literal meaning of
freedom and liberty and mean to hold on to it. They refuse to be dictated to by
unproductive bureaucrats. They have discovered that they have to be their own
lawyers and have become experts on constitutional law and legal proceedings.
They share their information and their experience with others. They even have
their own publications. !

Here are some of their arguments against the Internal Revenue Service.

Form 1040 Violates a Citizen's Right against Self-Incrimination. Tax rebels
regard the IRS form 1040 as a *‘confession sheet’” which citizens must sign ' ‘under
penalty of perjury,’’ thereby enabling the IRS to use such information against them
in future criminal proceedings. Tax rebeis clearly see this as a violation of the Fifth
Amendment guarantee of the right against self-incrimination, claiming that they
are under no obligation to sign any form that may be used against them. Many
insist that they will only provide the government with the information requested if
government officials first grant to them immunity from criminal prosecution, To
tax rebels, this appears to be a reasonable request since the government routinely
gives such immunity to criminals and politicians from whom it wants possible
incriminating information. Thus, tax rebels see no reason why the same protection
should not be extended to law abiding and productive citizens.

Tax rebels insist that the Sixteenth Amendment, which gave Congress the right
*‘to lay and collect taxes,” a mere four-line amendment, did not automatically
abrogate every other line and right secured to Americans by the same Constitution.
They believe that the Constitution was primarily established to protect the lives,
property, and privacy of Americans, and that the Sixteenth Amendment, given
current tax rates and the manner it is enforced, attempts to destroy all the rights
which are secured by the Fourth, Fifth, Sixth, Seventh, Eighth, Ninth, Tenth, and
Thirteenth amendments.

In refusing to testify against themselves, tax rebels rely heavily on the Miranda
decision.? In this landmark case, the U.S. Supreme Court overturned the convic-
tion of Ernesto A. Miranda, an individual who had confessed to a crime while in
official custody. On reversing his conviction, the Court enunciated some princi-
ples in connection with self-incrimination which tax rebels find comforting. For
example, the Supreme Court held that

ihe Fifth Amendment privilege is available outside of ¢riminal count proceedings and
serves to protect persons in alt settings in which their freedom of action is curtailed from
being compelled to incriminate themselves.

'TRUE, Box 424, Altadena, CA. 91001; TAX STRIKE NEWS, P.O.Box 1089, Porterville,
CA. 93257 Afso Rene Baxeer's FREEDOM FIGHTER, Box 204, Trail, OR. 97541 and Bull Drex-
fer's PATRIOT NEWS, P.O.Box 22569, San Diego, CA. 92112

*Miranda vs. State of Arizona, 86 5.Ct 1602 (1966). Reproduced with petmission from
volume 86, Supreme Cosrt Reporier, copyright® 1967 West Publishing Co.
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Tax rebels assert that this ruling can be applied to citizens to avoid incrimina-
tion by completing *‘under penalty of perjury”’ form 1040, They also view many
IRS procedures as void.

The high court also held in Miranda that

where rights secured by the Constitution are involved, there can be no rule-making or
legislation which would abrogate them

and that the

government secking to punish an individual must produce evidence against him by its
own independent labors, rather than by the cruel, simple expedient of compelling it
from his own mouth.

Moreover,

the privilege against self-incrimination is fulfilled only when a person is guaranteed the
right 10 remain silent unless he chooses to speak in unfettered exercise of his own wifl.

Tax rebels also contend that the income tax violates both the Thirteenth
Amendment and Article 1, Section 9, clause 8 of the U.S. Constitution. The
Thirteenth Amendment’s abolition of slavery and involuntary servitude did not
only, they assert, abolish such relationships between individuals but denied such a
relationship to the state as well. As pointed out in Chapter 7, our level of taxation
atternpts to reduce all productive citizens to peons in the service of the state. Tax
rebels claim that the Thirteenth Amendment protects Americans from such bond-
age.
Article 1, Section 9, Clause 8, prohibits the government from conferring any
“‘title of nobility.” Tax rebels interpret this as an injunction prohibiting the
government from establishing a ‘‘privileged” class of citizens as distinguished
from a *‘discriminated’’ class. Thus, they claim that all government cash subsidies
violate this clause. By taking money from some citizens for the exclusive benefit of
other citizens, the government is, in fact, setting up two classes of citizens. One
class, a **nobility”” if you will, is to be “*served’’ and ‘ ‘maintained’” at the expense
of the other class——clearly unconstitutional. A related consideration that some tax
rebels cite is the attempt throughout the Constitution of maintaining and asserting
that we were to be anation of free and equal citizens, However, tax rebels maintain
that the tax structure establishes inequality among citizens. If all citizens are equal,
they say, and have an equal right to vote, one citizen cannot use that vote to compel
another citizen to support him. Thus they claim that if citizen A must suppor
citizen B, then obviously A and B are not equal and should, therefore, not have the
same privileges of citizenship. Citizen B has no right (1o vote) 1o compel A 10
support him; so, if B chooses to take advantage of public welfare, he must forfeit
his privilege to vote, while if he wishes to exercise his voting privilege, he must
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surrender his claim to public welfare, A citizen cannot claim both a right to vote
and a right to be supported.

All voting citizens, rebels feel, must be free and equal, but they are notif one is
compelled to support himself and the other voter.

Protecting Yourself from the IRS

Not all Americans have the courage, tenacity, spirit, knowledge, and pa-
triotism to lock homs with the [RS as did that gailant lady from Connecticut, Miss
Vivian Keliems. She demonstrated that it is possible to defy the IRS and win.
Despite the fact that millions of Americans, like little lambs, dutifully transport all
their personal records to the IRS when requested, Miss Kellems refused, claiming
this violated her rights against self-incrimination. And she prevailed!!

Despite such clearcut victories, the IRS will, when it can, ride roughshod over
the constitutional rights of Americans. A series of articles on this subject by John
Downes appeared in Readers’ Digesi. One entitled “Tyranny in the Internal
Revenue Service'' appeared in the August 1967 issue,

To protect themselves against such IRS tactics, tax rebels rely on the Fifth
Amendment and on Sections 241 and 242 of the U.S. Criminal Code. These latter
sections provide up to $10,000 in fines and 10 years imprisonment if **two or more
persons conspire to injure, oppress, threaten, or intimidate any citizen in the free
exercise of enjoyment of any right or privilege secured to him by the Constitution
of Laws of the United States.”

Since tax rebels feel that their constitutional rights are infringed by the IRS,
they threaten government officials who *‘threaten or intimidate’’ them with per-
sonal lawsuits as provided by these sections. If the IRS insists on pressing its
claim, tax rebels say, let the government haul them into court and there before a
jury prove that their constitutional rights are not being violated. In such cases the
jury will decide their penalty. Rebels point out that as long as they haven’tsigned a
1040 form under *‘penalty of perjury”’ they cannot be charged with that crime
—the charge customarily leveled by the RS against citizens who cooperated in
their own entrapment. Rebels can only be charged with the **wiliful failure’’ to pay
taxes, which becomes a question for a jury to dispose of.

Would a reasoned explanation by a taxpayer that he could not complete aretumn,
stnce in so doing hie would not only be surrendering constitutional rights but would
also be contributing to perpetuating a government inadvertently bent on destroying
the nation, be a ** willful failure’” 1o pay taxes? Some might suggest that it is one’s

Hn a lener dated April 1, 1970, to Federal Judge Robert Zampano of New Haven, Assistant
Attorney General J. M. Walker stated: **We are of opinion that Miss Kellems has properly pleaded the
Fifth Amendment privilege against self-incrimination as 1o her personal records.” As a consequence,
he added, the government “*would withdraw our request for enforcement of these summonses."
Commenting on her victory, Miss Keilems was quoted by the AP as saying, *“No fonger can the (RS
:A_Lrog:lmtly demand ataxpayer’s books and papers. T have pleaded the Fifth Amendment, go thou and do
ikewise,"”
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patriotic duty under such circumstances not to. Since all veterans took an oath to
defend the Constitution from *“all enemies domestic and foreign,”” to subsidize
(through taxation) viclations of the Constitution would be to break that sworn oath!
Can such rebels convince juries of Americans that under these ¢ircumstances they
did not **willfully fail’* to complete a return but were conscientiously atternpting to
protect not only their liberties but the jury’s as well? This is the legai risk that tax
rebels are apparently willing to take. Also as all readers know now, no one earns
any money in America, but only noninterest-bearing, irredeemable notes of a
private agency, a Federal Reserve Bank, which are worthless on their face. The
Internal Revenue Code states that the receipt of notes does not constitute taxable
income—only their fair market value. Since the fair market value of Federal
Reserve notes cannot be determined (since they are only quoted in like notes), tax
rebels say they have no taxable income!

Are Social Security Taxes Now Unconstitutional?

In addition to all of the above, Section 151, of American Jurisprudence, 2nd
edition, volume 16, states:

Constitutionality of federal legistation is to be determined by the manner in which the
enactment works in its practical application.! A statute fair upon its face may be shown
to be void and unenforceable on account of its actual operation.?

This clearly establishes the unlawful nature of Social Security. Since the intent
of Social Security was to establish a degree of financial security for retired Ameri-
cans, and since it can now be demonstrated that the program will not do this but
instead will create financial hardship, then the act in *‘actual operation™” is clearly
opposite of its legislative intent and therefore unconstitutional. Certainly individu-
als under age 30 can cite the /975 Report of the Advisorv Council on Social
Security to substantiate their contention that they will not receive promised

benefits.

Even this report admitted in findings, which were themselves cited as being
overly optimistic, by the Senate Finance Committee (p. 125) that Social Security
might run into difficulty by the year 2005, *‘when pressures might well develop ta
increase the retirement age beyond age 657" (p.63). So, even based on optimistic
government projections, it is doubtful those 35 and under will receive the retire-
ment benefits promised.

Of course, in my opinion, the system cannot last more than five vears in its
present form, if that, while the existence of its huge unfunded liability should
support anyone's claim that the plan is a fraud and will not deliver the benefits
promised, thus making it and the taxes levied to support it unconstitutional.

'Connmunist Parties v. Subversive Activities Control Board, 367 U.5. 1, 6L ed 2d 625, 81 S Cp
1357, reh den 368 U.S. 871, 7L Je 2d 72, 82 5 Cp 20.

Great Northern R v Washingron, 300 U.S. 154, 8t Led 573, 57 5 Cr 397 reh den 300 U. S, 686,
%1 L ed B¥3, 57 S G 504,
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Can a Government that Violates the Law Compel Others to Obey It?

My contribution to the tax revolt might be in uncovering the way the govem-
ment wilifully violates Section 404 of Public Law 89-809, a law designed to
protect citizens fiscally from the government, and the manner in which it hides and
misleads the public concerning the extent of the public debt. If the government
wishes to prosecute rebels for their **willful failure’” 1o file form 1040, the federal
government must enter court with clean hands. But how can it?

It seems 1o me that tax rebels are now free to argue that if the government does
not feel obliged to account to the people as the law requires concerning the debts it
is accumnulating in the public’s behalf, then the public itself is free to adopt the
same attitude-—it is not obligated 1o account to the government. Ours is a nation of
taws and not of men. So, when the government places itself above the law, by
violating and neglecting a law whose purpose is w0 protect taxpayers from fiscal
abuses by the government, then all government fiscal power and authority itself
becomes unlawful and unconstitutional,

In writing this book ! hoped to present an economic and monetary insight
coupled with an understanding of how the U.S. govemment works, in order to
change economic and political thinking. Those of us who believe in the virntues and
economic benefits that flow from less government and more personal freedom can
certainly, at this time, use 2 lot more help from our fellow Americans.

I know there are many Amencans with a good deal of human compassion and
political energy who call themselves, or consider themselves, *“liberals.’’ Tragi-
cally, their compassion and enthusiasm have been misdirected; they have been
directed toward promoting the omnipotent state, the antithesis of liberty
—sometimes calied the welfare state. To **libetais,”” [ say don’t despair. We ail
make mistakes. I suggest you look into a more humane political-economic
philosophy -- libertatianism.* You'l find itsideology much closer to what you
really believe -- if, that is, you really believe in personal liberty,

Remember: America has only one problem—oo much government! If we all
begin concentrating on ways to get rid of that problem, then all of our other
problems will vanish. We will then move into an era of technological and material
achievement that will make the progress America made during the first third of the
twentieth century look sluggish at best.

The Amencan productive giant can achieve miracles, but only if freed of the
shackles of government regulations. Americans today find themselves befare an
awesome crossroad. One road leads to the promised land, the other leads to
econemic and social tragedy of gigantic proportions. The choice is still ours.

'For information on libertarianism comact. Foundation for Economic Education, [rvington-on-
Hudson, N.Y. 10533
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Appendix A

INVESTMENTS

Due to my background in investments and insurance, the publisher felt that my
book should logically contain recommendations in these areas. This presented me
with an uncomfortable dilemma, however, since such recommendations would
have to be made on the premise that America is heading for economic collapse,
while my book was written on the assumption that such a catasirophe can be
averted. So in making these recommendations I am forced to assume that Ameni-
cans (during their Bicentennial celebration honoring their courageous revotution-
ary forebears) passively permitted politicians and bureaucrats to continue their
destructive assauit on the American economy-—which must lead to economic and
social chaos.

A Glimpse at America’s Economic Future—Assuming Americans Fail in
Throttling Their Government

Assuming that productive citizens do not immediately launch an open rebellion
in response to politicians creating budget deficits of $58 billion for fiscal 1975
and $96.5 billion for fiscal 1976, such outrageous deficits will fan the flames of
inflation to new and awesome heights. Soon the government will be forced to
admit **official™” levels of inflation exceeding |5 and 20 percent. inflation ai these
““official’” levels will consume savings at such a ferocious rate that savings, and
therefore investment capital, will start to shrivel up, driving interest rates 1o new
and dizzy heights. Even at these heights, however, it will be impossible to fool
anyone any longer concerning phony “‘interest’’ yields. Capital will cease being
“‘saved’” and ‘*loaned.”” Without a continuing supply of new capital the operation
of many businesses will come (o a halt. Business failures and unemployment will

34



accelerate. Both of these developments will cause tax revenues to drop, generating
even larger fiscal deficits. So the government will print unmoney at a faster rate to
compensate for falling revenues and to pay for the new programs launched to
“*fight the recession.”” Soon the government, [ike the sorcerer’s apprentice, will be
caught up in a mongtary nightmare printing unmoney at an ever faster pace until jt
succeeds in utterly destroying the trading value of the nation’s unmoney supply.

The ““Investment’’ Picture

Given this economic scenario you can begin focusing on what will be the best
investment strategy for you. Since in the long run all ‘*fixed dollar’’ investments!
will become relatively worthless, basing one’s financial future on them will prove
disastrous. However, while in the long run it makes little difference whether bonds
are rated AAA or BB, since runaway inflation will destroy them all equally, in the
short run some bonds, due to outright default, will become worthless quicker than
others. For example, debtors like the City of New York might be forced into
bankruptcy before inflation affords them the opportunity of paying off their
creditors in cheap and worthiless paper.

The Importance of Timing

Since runaway inflation has the effect of wiping out debts (debtors gain access
to a vast supply of feverishly printed but worthless *‘money’" in which to pay off
their debts), it makes good sense 1o go into debt to acquire real wealth—houses,
land, automobiles, equipment, gold, etc. Individuals, for example, would profit,
in my judgment, if they mortgaged or remorigaged their homes to invest in gold.
Since geld will be increasing in relalive dollar value? the mortgage note can
eventually be paid off with a few ounces of gold (or a small fraction thereof} so
purchased.

This is not to suggest that the rise in the price of gold will proceed in a straight
line. All of the government’s monetary, economic and pofitical power, as well as
its exfensive propaganda machinery, will be enlisted in a constant battle to drive its
price down-and, in the short run the government will indeed enjoy some tempor-

'Such as cash, savings accounts, bonds, cash reserves of life insurance, annuities, pensions, and
other 1ypes of cash receivabies.

zAs will gasoline, soda pop, and jockey shorts. It is wrong, therefore, lo sugpest—as some do—thai
**siace gold has already risen from 335 10 8150 an ounce. it is foolish to expeci it to go up further.™" Just
because a cup of coffee has gone from five cents to a quarter, can it not go to thiny of forly cenls of even
a doflar? On the contrary, the fact that our politicians could produce such deamatic price increases
during periods of refative economic steength {and cheap energy) is an indication of the prices they will
produce during a period of economic weakness (and high energy costs). [ can funther be assumed that
political interference will grow more irresponsible and more destructive as politicians are confronted by
their own failures. Blinded by their egos, ipnotance, and mounting frustration, they will attempt even
more idiotic schemes in affempling to convince volers that they ase **trying 1o Jo something " 10 fight
the “inflation and recession.”
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ary successes. But in the absence of any fundamental change in the nation’s
monetary, fiscal, and economic direction, simply regard any major retreat in the
price of gold as an unexpected buying opportunity.

A Word of Caution

Leverage—using borrowed money to increase profii—introduces another risk:
debt. You should be relatively certain that you can manage this debt through the
economic pinch that will precede runaway inflation. A realistic evaluation of your
assets and the size and dependability of your income should be considered in order
to balance opportunities for leverage with safety.

What About Life Insurance?

[ had previously noted how the life inserance industry cooperated in selling out
its insureds. It should have long ago adamantly refused to purchase government
bonds unless the government halted its inflationary practices, while simultane-
ously employing its vast resources to inform the public how their insurance assets
were being systematically Jooted by government monetary policies. Such a pro-
gram would have stopped inflation dead in its tracks. The industry, however,
elected to promote inflation due to the favorable effect it had on sales.

Simitarty, this industry was the logical source to expose Social Security for the
“*insurance’’ fraud it was, and the disaster it was destined to be. Again, however,
the insurance industry chose instead to exploit Social Security for its own pur-
poses. How many were first approached by an insurance agent on the following
basis? **Hello, Mr. Prospect? My name is Fred Grooper of Aquarnius Life, Were
you aware, sir, that in the event of your death your widow could lose thousands of
dollars of valuable Social Security benefits if you did not make provisions to insure
them against loss?"’ In this manner, Social Security was used to sell billions of
dollars of insurance. It was the best salesman the industry cver had.

With this record it may not be wise to rely on the industry to help you fashion an
insurance program that intelligently reflects today's economic realities.

Since at any given age there ace numerous policies that can be purchased, the
industry generally pushes those generating higher commissions and higher pre-
miums while buyers are better served by those developing smalfer commissions
and premiums. in such a conflict, the industry wins nine times out of ten. To ensure
an easy victory the industry developed a language that few not trained in actuanal
science can penetrate. For example, “‘whole life”’ insurance is a combination of
decreasing termn insurance and an increasing cash endowment (a combination of
the two providing a fevel death benefit) but is sold on the basis that it1s * *permanent
insurance. The only 'permanent insurance’’ the industry sells -renewable term!-

It is ' permanem’” since the insured vs able 10 renew the amount of insurance originally applied for
{which is not reduced by an accumulanen of mortality overpayments called **cash value "} for 1he life of
the contract, generatly 10 age 70—which is beyond the peried for which most insurance 1s requited
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is fabeled “‘temporary insurance.”"!

Thus, by incorrectly glorifying one and maligning the other, the insurance
industry hopes to sell more whole life than term, since whole life generates more
immediate cash flow and commissions per $1,000.

Whar Type of Life Insurance Should You Own?

Today the main purpose of life insurance should be to insure (as with auto, fire,
and theft policies) and not to serve as a *‘savings'’ vehicle. Since it is pointless to
project future dollar values, you should try to get as much current death protection
for the least outlay while tying up little of your own cash. This means that all forms
of cash value insurance should be replaced by term—one to five year renewable,
and/or decreasing term. As far as practical your insurance should be stripped of all
cash. The techniques for this are to:

(1} Cash in existing policies, especially those that are “*paid up,’” and apply
for new term insurance or

(2) Borrow out cash values and maintain the “‘pet insurance’” with premium
loans, and

(3) Keep policies in force with *‘extended term’” options.

What precisely is the best arrangement for you depends on a number of factors such
as your state of health, tax bracket, insurance needs, other assets, and existing
policies. Many Americans now pay substantial premiums b are inadequately
insured. It is not necessary, however, to spend a lot of money for insurance. For
example, $100,000 of decreasing term is 3287 at age 35,2 $604 at age 45,2 and
$1,092 at age 55.2

In comparing these premiums to whole life you will have to adjust for its cash
value. For example, if you are paying $200 for a $10,000 policy which has a
current cash value of $1,000, you may incorrectly assume that you are paying $200
for $10,000 of insurance. Actually you only have $9,000 (the face of the policy
less the cash value), while your premium s 3200 plus the loss of interest on
31,000 . If you can earn at least 5 percent? after taxes on your tied-up cash, then

"The insurance departments of most states cooperate fully in this deception by throwing their full
bureaucratic weight into helping the industry preserve high premium insurance. Most consider it quite
proper for an agent 1o replace ferm insusance with **permanem,’ but frown on them for replacing
“permanent” with teem_ In the later case the agent is made te complete lengshy **replacement forms ™
which project cash and dividend values for 20 yrs. and longer. Though these replacement forms are less
than useless, they can defay an application. Therefore, insurance commissioners whe require them
should be held personally liable for losses (due o death or impairment 10 insurability) that result
because coverage was needlessly delayed.

220-year decreasing term, $75,000 of insurance remaining at the beginning of the sixth policy year.
Issued by Old Secunity Life Insurance Company, Kansas City, Mo,

10-vear decreasing term, $55 000 of insurance remaining atthe be ginning of the sixth policy year,

'You ¢ould easily earn 8 percent by investing direcily in Triple A bonds, which is what the
nsurance companies do anyway.
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your insurance cost is $250 (less any premium refunds you recetve on partici-
pating policies). So, while you might think you are paying $200 for $10,000 of
insurance, you are in reality paying $250! for $9,000.

All things considered, you should seek competent professional help if your
insurance portfolic needs substantial overhauling, and while good insurance
advice may be hard to come by, it is not impossible to find. In interviewing a
prospective agent you might ask him what he thinks of term insurance. If he says
““it’s okay for temporary needs,”” or if he talks *‘permanent insurance™ or your
“‘retirement needs’’ or ‘‘insurance guarantees’’ and projects future ‘‘cash val-
ues,”” get rid of him and lock for someone else. The public itself shares some of the
blame for the amount of poer insurance advice it gets. For example, if after a
lengthy analysis a conscientious agent recommended that one needed no more
insurance and in addition offered 1o rearrange the existing insurance to save $3350
in premiums and $30,000 in estate taxes and then submitted a bill for $250 for
services rendered—a typical American would turn hostile. We all have come 10
expect insurance agents to work for nothing and to be paid only if they sell us
something. If, in the above example, the agent was motivated by an overdue note
at the bank and so used his persuasive selling skills into talking this individual into
needlessly spending $600 more for insurance, he would earmn $350. By giving good
advice, however, he eams nothing but a pat on the head and hopefully a few
‘‘leads.’” The best way to assure yourself of good insurance advice may be to
contract with a knowledgeable professional 10 go over your insurance for a fee.
Any commissions that might result if new insurance were indicated could be
applied against this fee. But at least the agent will be assured that he will be paid for
his time, so he may respond like a counselor, not a salesman. Unless you pay a fee
for services, in most cases you will not get an insurance **adviser,”’ ‘‘counselor,”’
“‘planner.’”’ or *‘consultant.”” You will get—a salesman.

In conciusion, | would like to point out that while **whole life’” is generally
misrepresented by the industry, it was nevertheless a remarkable financial instru-
ment which for many years served its owners and the nation well. Thousands of
agents working night and day in good weather and bad used it 10 sell thrift and
self-reliance and to teach financial responsibility in the kitchens and parlors of the
nation. Their salesmanship and hard work helped to generate a stream of capital
which flowed into the American economy, raising the living standards of all while
strengthening the financial position of the insured and his family. There is nothing
intrinsically wrong with whole life insurance; it was the short-sighted greed of the
insurapce industry that permitted it to allow the govemment to destroy its
economic usefulness—along with the economic usefulness of all annuities, pen-
sions, and Jong-term fixed-dollar financial planning.

CTrue. a good portion of this wil) he sccumulating 1 your reservie, but death or runaway ntlation
ke suchoa comsuderstion anonportant
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The Stock Market—Or Let’s Give the Wheel Another Spin

As inflation destroyed fixed dollar investments, so taxes destroyed stocks as a
serious investment vehicle. Does it really make sense to invest in businesses that
are already nationalized? While legitimate stock investment was quietly passing
from the American scene, speculation (the financial term for gambling) was

guietly ushered in.!
A few years ago, while addressing some 20 brokers of a major New York Stock

Exchange firm at their Hantford, Connecticut, office, [ asked: **What would you
recommend to a client who called today looking for a good investment?'” Im-
mediately several hands shot up and the name of a common stock was suggested.
“‘What does it yield?"’ [inquired. **About 2 percent,”” came the reply. **Well,"" |
asked, *‘why would you recommend an investment paying 2 percent when one can
get 5 percent from a bank, with no risk?’’ Confused by my strange reasoning the
startled broker replied incredulously, **But money in the bank can’i grow while
this stock can go up 20 to 30 percent or even double.”” *‘Therefore,”’ I replied,
“*you recommend that stock based on the sheer speculation that its marker price
will go up and not down."’

**A good investment,’” I continued, ‘‘should deliver a better than average
return to compensate for the risks of stock ownership while offering the promise
that an increasing yield might cause its market price to rise also. With this criteria
in mind would someone please offer me an investment and not a speculation?’” Nat
ahand now went up, and after awaiting in complete silence for about 10 seconds, [
proceeded with my talk.

According to the August 4, 1975, issue of Barron's its high-grade bond
portiolio was yielding 8.61 percent while the Dow Jones Industrial commeon stocks
were yielding 4.69 percent. Since stocks should provide a return of at feast 2 to 1
percent more than high grade bonds, the Dow fones would have to drop almost 60
percent before stock prices realistically reflected stock yields. When you think
about it, does it make sense to permit stockbrokers but not bookmakers? Why
should the less affluent be barred from calling a bookmaker and placing 2 bet on
say, *‘Showboat running in the fifth at Hialeah,”" while the more affluent can call a
broker and place a bet on say, ‘‘Polaroid running on the New York Stock
Exchange’’? What confuses most people is the impressive array of gadgetry in a
typical brokerage office: electronic quote boards, the chattering wire service,
TV-style stock analysis machines, shelves of research reports, dignified furniture
and decor, all creating an image that there is more going on than mere *‘tulip
trading.’"* If we would only legalize all forms of gambling, brokerage offices

'After all, the brokerage community still had to make a living.

*f urge you 10 read up on the “tulip craze™ that seized Holland during the period 1623-27 when
trading in tulips sent prices 10 dizzying heights. An sccount of this interesting phenomena can be found
tn Chartes Mackay's Eviraordinary Popular Delusions and the Maidness of Crowds, published by
Noonday Press.
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couid also have slot machines, blackjack, and crap tables, and maybe even a $2
window. At least then they would project a more honest image.

The only stocks that [ recommend the average American own {as investments)
would be gold and silver stocks. If [ were forced to recommend others [ would limit
myself to those in natural resources, principally oil and coal. Another considera-
tion for stock ownership might be stock in companies with large amounts of
bonded debt which runaway inflation will wipe out, thus delivering all their assets
free and clear to the common stockholders. However, they should reasonably be
expected to manage this debt through the preceding economic crunch. If not, they
could default, thus wiping out the interests of the common stockhelders in favor of
the bond holders. Public utilities and producers of necessities (inelastic goods)
might be candidates for stock ownership based on these considerations,

What Can You Invest In?

The financial hurricane that is brewing can blow away claims to wealth! and
paper assets whose values are supported only by nonexistent profits—it cannat
blow away real wealth. That is why food and gold are now better investments than
stocks and bonds.

Gold's value is not based on another’s solvency nor on political promises. [ts
value is intrinsic—it i1s not a claim to wealth, it is wealth. Its value has been
increasing for over 2,000 years while billions and billions of paper assets have
turned to dust. Gold represents a haven in which savings can be stored in times of
financial danger, its owners knowing full well that when the storm has passed it
will emerge not only with its value undiminished but enhanced. All those who take
sericusly the statements of U.S. monetary officials that gold witl be *‘phased owt™’
of the world’s monetary system are victims of a propaganda effort that even Paul
Goebbels would not have attempted. Not only will gold not be *‘phased out,’” but
its importance will increase after the ‘‘bloodbath of paper currencies’ that the
world is destined to experience.

Ways of Owning Gold

You can take ownership of gold in three ways—bullion, coins, and through the
ownership of gold stock. There is really no point in owning bullion unless one
intends to store substantial amounts, and even then [ would prefer coins. Coins
make more sense than one, two, five, or ten ounce bars. For one thing, the
premium that one pays for coins is not substantially higher than what one pays on
bars, yet coins deliver gold in 2 much more convenient and negotiable form. Coins

ICLaims to wealth are exactly what **fixed dollar investments’* are. One who owns dollars (or a
future claim to dallars) owns no wealth—aonily ' claims to wealth* which he hopes will be honored (for
food, clothing, gold, etc.) in the [uture Inflation, nowever, erodes these claims, whtie runaway
inflanion destroys them completely
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are more liquid, with a market made through numerous coin dealers, employing
teletype machines. Their price is supported by their bullion content, their numis-
matic value, and their value as pieces of finished jewelry. If, on the other hand, one
wanted to convert a ten-ounce gold bar into food, clothing, and shelter, one might
have to sell it first to a processor, giving the government the opportunity te claim
that one had a * “taxable gain.’" If, on the other hand, one had a comparable amount
in coins, these could be traded directly for goods, as needed, and so would not
develop a comparable *‘taxable gain.”” A good deal of gold and silver transactions
are conducted on a cash basis (and without benefit of Social Security numbers) and

thus constitute one of the few types of investments affording privacy and ano-
nymity.
COMPARATIVE PRICES OF GOLD COINS AND BULLION
AS OF AUGUST 1, 1975
Closing Gold Price $167.70*

Price Premium
Austrian 100 coronae $ 170.65 3.8 percent
Austrain 20 coronae 35.00 7.0 percent
South African krugerrand 176.20 5.0 percent
Mexican 50 pesos 219.65 8.6 percent
British sovereigns 51.30 30.0 percent
US Double Eagles 252.50 56.0 percent
10 ounce bar 1,764.00 5.0 percent
T kilo bar 5,635.00 4.0 percent

*Prices furnished by Monex Internationai, Ltd.

For convenience in trading, I recommend the ownership of smaller denomina-
tions of coins. Despite their added premium, they will prove more convenient for
shopping than will large gold coins, thus saving you money (notice how I can now
use that word correctly) in the long run.

You should also have a supply of silver coins, since you wouldn’t want to shop

! After a monetary colapse, the government will need (0 rebuild its gold supply in order to furmish
the country with honest, dependable currency. Since it will not be able to replace unmoney with more
unmoney. it will seek to nationalize gold at artificially low prices, as before. In 1934, the government
demanded that citizens tuem in gold for $20 per ounce and then announced that its value was 335
suggest thal a similar swindle is now in the cards. 1 feel that holders of bullion will be less able 1o find
ways 1o defy the government than will holders of coins. For forty-one years, Americans were not
allowed to own gold—then suddenly in 1975 they acquired the "“right.”’ Do you think the governmens
suddenly changed its policies for reasons of justice and equity? No, a more practical reason suggests
itself.

Since the government is stuck with the fiction thar go¥d is oaly wonh $42.20 an ounce, the
government cannot acquire more gold. Who would sell gold ar such a cidiculous price? Yet the
government is barred from paying a higher price since, 10 do so, would constitute another devaluation
of the dollar— which the government does not wishi 10 doar this fime. (When it devalues again, it will be
a whopper!) So, the government now graciously permits Americans to do what it cannot sself
do—acquire gold, gold which it can later confiscate in vrder to repair all of the monetary damage it has
comnmitted.
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for corn and potatoes even with smaller gold coins. Remember, when U.S. money
finally reaches a trading value commensurate with its intrinsic value, you will need
various forms of wealth for trading purposes. Historically, gold and silver have
proven to be the type of wealth best suited for this putpose. Further on I will
suggest others.

Some Thoughts on Acquiring Gold

It is not my purpose to detail at length how one’s investment portfolio can be
most efficiently arranged. There are books devoted to this one subject, while
additional books have been written treating only one specific investment of a
well-planned portfolio.! However, in purchasing gold coins, there is a risk of
getting coins that are not genuine. Therefore, you should only deal with estab-
lished firms and should not purchase your coins from traveling salesmen or think
that you will acquire them at a bargain at some foreign flea market or bazaar.

Some individuals may feel that they cannot invest in gold coins because they
need “‘income.”” For example, let’s assume that one has $100,000 invested in
bonds yielding 8 percent (6 percent after taxes) and so feels that he cannot investin
gold and give up $6,000 of net income. This individual could cash in his bonds and
put approximately $18,000 in the bank and $82,000 in gold coins. He could then
draw out approximasely $6,000 per year {(more, including interest) from the bank,
which will be comparable to receiving his bond interest. If the price of gold should
double within the next three years—a distinct possibility—3$82,000 of gold coins
would appreciate to $164,000, while the individual still enjoyed the same income
he would have received on his bonds. However, if the price of gold only wentup 22
percent in the next three years, his principal would be restored. And such an
increase in the price of gold is not an unreasonable expectation. So, in this
instance, the individual secured the income he needed while ensuring that the bulk
of his capital would not be wiped out during a difficult economic period.

Gold Stock

The ownership of stock in gold mining companies offers advantages and
disadvantages over the direct ownership of gold. The physical ownership of gold
requires the exercise of far more care than does the ownership of stock certificates.
In the event that you have (e travel, perhaps leave the country, transporting stock
certificates might prove more convenient and safer than traveling with a large
physical quantity of goid.

Sharply increasing gold prices will increase both the value of gold and gold

YForexample: Heww Folnvestin Gold Coins and How Ter Invest in Gold Stocks and Avoid the Pitfalls
by Donaid 1 Hoppe, Hew You Can Profit from the Coming Devatuation, by Harry Browne, Panics &
Crashes and How You Can Make Monev Out of Them by Hay Schuliz, How the Experts Buy and Self
Crotd Bultion, Gold Srocks and Gokd Ceoing by James Sinclair and Harey Schuliz and Getring Rich in
Comemoditics, Carrencies or Coine-Before or During the Nexs Depression by Robent Vichas.

322



stock. However, the government couid nationalize gold (as previously explained),
thus denying to the holders of gold (at least those who tumed it in) the full benefit of
its price rise of its value in the “‘new money'’ that will be created. However,
holders of stock will benefit in the rise in its price through the dollar’s final
devaluation and will see the values of their stock expressed at their full gold value
in the “‘new money.”’

On the other hand, those who own gold outright **have it”" and can use their
ingenuity to devise ways to thwart the government in its attempts to deprive them
of its full value. Those who own stock could find that the profits generated by
increased gold prices might be taxed away at their source by both the United States
and foreign countries. In addition, those who own gold feel that a breakdown in
cormmunications (postal, and even the stock market itself) might interfere with the
receipt of dividends and conversion of stocks to other values.

The solution to these contingencies is to diversify your holdings to give you
flexibility and safety based on constdering all possible contingencies and how you
will deal with them,

How To Purchase Gold Stocks

Gold stocks are traded on the New York Stock Exchange, the American
Exchange, and on the Over-the-Counter Market. Popular New York Stock Ex-
change gold stocks are Homestake, the largest American gold mine; Campbeli Red
Lake, and Dome, Canadian gold stocks; and ASA (American South African)
which is a popular *‘closed-end"” fund of South African gold stocks.

The richest gold mines are in South Africa and individual South African shares
are traded on the over-the-counter market. The yield on South African gold shares
averaged approximately 10%; percent as of August 1, 1975, compared to yields of
approximately 2.7, 2.3, and 3 percent for Homestake, Dome, and Campbell Red
Lake.

One of the best ways to acquire a diversified position of gold stocks is through
two open-end mutual funds specializing in gold stocks. The oldest and largest,
International Investors, Inc., has the best growth record of all mutual funds over
the last ten years. The younger fund, Research Capital, is ably managed by the
Franklin Research, Inc. The advantage of acquiring a portfolio of gold stocks
through an “‘open-end’” mutual fund rather than through one which is a **closed-
end’” fund is generally overlooked.

The price that one pays to purchase a "“closed-end”’ fund ts based upon supply
and demand and not directly on its asset value. The price that one pays for an
*‘open-end’” fund, however, is based directly on its asset value plus a sales charge
{known as ‘“the load’"), while its shares are liquidated by selling them back ro the
Sund and at their *asset value.”' In actual practice this means that one acguires
shares of either Iniernational Investors or Research Capital at asset value plus 8%
percent,! out of which will come the salesmen’s commissions. Closed-end funds,

'Fur purchases under $25.000. For larger purchases, lesser charges apply.
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on the other hand, usually trade at a discount—that is, they sell below their asset
value, For example, the August 2, 1973, issue of Barron's reported the average
discount of thirty-one listed **ciosed-end’" funds (ormnitting ASA) as 22 percent.
However, ASA was selling at a premium 0f 42V percent! (Two others were also
selling at a premium.) This meant that those purchasing a gold porifolio through
ASA and the New York Stock Exchange paid 42'% percent (plus brokerage
commissions) above asset value, while those who bought the open-end portfolios
paid a premivm of only 8% percent or less. That's not all, however. In my
Judgment, after the golds have peaked and there is no particular incentive to get
into themn, ASA will revert to acting in a way “*closed-end’” funds customarily act,
and that is to sell at a discount. The discount could be 22 percent (the largest
discount reported in that issue of Barron's was Diebold Venture Capital, selling at
55.7 percent below asset value), while investors liquidating open-end shares are
assured of getting asset value,

So, for the long haul, for those planning to hold their gold shares to the end of
the monetary battle, an open-end fund would appear to offer more value than a
closed-end. ASA, in my judgment, is an excellent trading stock and a stock which
can be utilized for assets that need to be liquid while still offering the protection of a
gold investment.

In addition to gold, silver will provide its owner with a dependable store of
value. In the past, U.S. politicians augmented the world's supply by depleting
ours, With this huge hoard gone, silver should remain, for years to come, an asset
in short supply.

Storing Your Gold and Silver

Many people store their precious metals in bank vaults, while others for many
reasons want theirs under their immediate control. They secrete their gold and
silver in all sorts of places, from burying it in the back yard to hiding it in a
hollowed-out bed post. Ir is not too difficult to secrete large dollar values of gold,
since it concentrates a good deal of wealth in a small area. Not too long ago, I met
with a woman who had easily placed $4,000 in common gold coins in her change
purse.!

You will have to decide the proper balance, based upon how much is involved
and your storage facilities. [ would keep some in a vault and some where [ could get
at it directly. I can, however, sympathize with those who, for reasons of estate
taxes, the dangers of nationalization, and because of the possibility of social and
economic unrest, want to keep it all securely and secretly buried in their cellar.

Other Investments

Currently, one of the best investments is food,
With savings deposits earning only 5 percent (before taxes) and with food costs

"This consisted of two fifty-com rolls of the Austrian 20 voronae—which occupied as much space
an twar comparshble rolls of dimes.
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rising better than 10 percent annually, does it pay to store savings in the bank or in
the pantry? Why keep money in the bank when you can use it to purchase food
which will be increasing in value faster than your money will **grow'” in a bank?
Naturally such purchases would be limited to foods with a longer shelf life and the
availability of storage space. But, all things considered both from the survival and
investment peint of view, investing in food makes good sense.

Naturally, your larder won't be set up to provide you with gourmet-style fare,
but it should be able to provide you with at least one nourishing daily meal for at
least six months to a year.' ltems with shorter shelf life can be rotated periodically
(all of this is very time consuming and terribly uneconomic, but this is the price we
have to pay when politicians are allowed to destroy our money supply.)

Along with food. you might wish 10 store vitamins, drugs, toilet articles, and a
vartety of items that you continuously use. Food and other commodities can also
be retied upon to serve us money. Remember, the Romans used salt and American
colonists used pins. So, in certain circumstances, these items, along with such
things as razor blades, cigars, and cigarettes {if they can be stored properly) could
increase in value even more than gold and silver and could become extremely
valuable as trading items.

For many, storing food and goods also means stoning water and purification
equipment {or at least knowing of an alternate water supply to the public system},
guns, ammunition, seeds, fuel, lighting equipment, alternative power sources, and
methods of transportation which are not dependent on large quantities of fuel
Many are organizing ‘‘retreats’’ where they can be separated from centers of
population and live on a self-sustaining basis for a considerable length of time.

Other suitable investments and stores of value might be the direct ownership of
land, real estate, oil and gas resources, diamonds, paintings, antiques. and other
foreign currencies—however, space does not permit me to enlarge my remarks
into these areas. One thing that [ will mention, however, is that individuals in the
better than 50 percent tax bracket should look into **leveraged'' investments which
can be designed to generate tax write-offs of two and four imes one’s original
investment, thus saving the investor mere in raxes than be invested. This does not
constitute a “*loophole’” since tax liabilities will only have been posiponed and
subject to “‘recapture’’ at a later date. By that time, in my judgment, future tax
liabilities can be paid in cheap currency, while, if current tax savings are invested
in gold, they will have appreciated substantially by then.

As [ stated previously, in making investment suggestions [ have not attempted

"While I am no nutritionist, these foods mighl consist of dehydrated soups, mitk, poralogs, eges,
spaghenti, beans, sardines. oil, bullion cubes, spices, evaporated milk, ewc. There ave firns thal
specialize in planning and packaging dehydrated and survival foods. Most of them are localed in Usah,
since Morman's routinely store the year's supply of food. Also see Howard Ruff, Fumime and Sur.
vival in America (Alamo, Ca.: Target Publishing, 1974).
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to pinpeint specific investments since personal situations vary and investment
opportunities can change. I merely wished to lay down certain principles and areas
of investment which can apply at all times for all individuals. For specific in-
vestment information, you mighe explote some ‘‘hard money’’ investment
market letters. However, a suggested investment portfolio might be as foilows,
tecognizing that suggestions like this do not take into consideration specific
needs and exceptions.

$100,000 $15,000
Dehydrated Foods and Miscellaneaus Supplies $ 5,000 1,000
Miscellaneous Gold and Silver 5,000
Miscellaneous Gold Coins $25,000
Two Bags of SHver ($2,000 Face) $ 7,000
Gold Stock $40,000 6,000
Miscellaneous Cash, Stocks, and Bonds $23,000 3,000
$100,000 £15,000

In conclusion, may [ say that 1 took no great pleasure in making these
“investment’’ recommendations. No one has ever given investment advice with
more hope that it prove wrong. Since I am a firm believer in the FEAC system, |
realize how important it is that our financial institutions, banks, insurance com-
panies, and stock exchanges be active and have the confidence of the people. It is
vital for our welfare that these agencies channel the nation’s savings inte com-
merce and industry. If all Amenicans suddenly umed against these institutions and
began storing their savings only in real wealth, our economy would collapse.

Based on current trends, however, I would have made these recommendations
to a personal client, I can kardly offer different advice here. It could be argued that
advice suitable for a few may not be suitable for many—that if one were sittingina
crowded theatre, and saw a fire that others did not see, one mighi quietly whisperto
a few friends, "*Look this place is on fire, we had better leave.”” If, on the other
hand, one wished to wamn everybody equally by announcing, **The theatre is on
fire,”’ he could set off a stampede in which most would be trampled anyway.
Ideally he should be able to say, **Ladies and gentlemen, there is a small fire in the
rear of the theatre. However, it will be a simple matter to put it out. AllIneedisten
volunteers, then we can all go back to enjoying the movie.”’ This is somewhat the
position | feel myself 1o be in. If enough people run for the exits converting their
dollar savings into ‘‘hard assets,’’ we could all get trampled in the economic
stampede. We can’t, therefore, lose our heads. Asset conversions should be made
slowly while closely watching economic and political wrends. It is important that
you help in changing the nation’s political and economic direction since, in the
final analysis, that will be your best investment,
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Appendix B

The Testimony of
Irwin A. Schiff
as submitted to
The Committee on Banking and Currency
United States Senate
Nineteenth Congress
Second Session
on
S. 1307, 8. 2815, and S. 2857
Relating to Repeal of the Gold Reserve Requirements
for United States Currency

January 30 and 31, 1968
(Pages 136, 137, 138, 139, 140)

Of all the learned gentlemen offering testimony concerning the removal of gold
backing from U.S. Reserve notes, I don't think any of them actually makes a living
selling U.S. money. Since I do (I sell it for future defivery), 1 believe that I have a
better working knowledge of the subject and how it affects my customers than do
many who only have an academic or theoretical knowledge. Government witness-
es, of course, will not be able to shed any light on the subject at all since, if they
could, the United States would not now find itself in the monetary crisis which has
necessitated these heanings.

When a widow asks me if she should take the proceeds of a life insurance
policy in cash or as an annuity for life, T am not being asked any mere theoretical
guestion, but upon my advice and judgment rests the possible welfare or depriva-
tion of a small family vwnit. When a newly married man asks my advice as to the
type of insurance he should buy, he is, in reality, asking me to express my opinion
concerning the future purchasing power of the U.S_ dollar since, if [ were to advise
him to purchase an endowment at 65 policy, | would be advising him (o send
money ahead so that it could be spent some 30 years hence. Obviously, if l am o
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sleep comfortably at night, I had better know something about U.S. roney and the
subject of inflation when I am called upon for this type of advice. Since [ believe
that a man should know his product, I have spent a good deal of time studying and
learning about U.S. money, which leads directly into a study of U.S. monetary
policy over the past 30 years. Any impartial study of this subject can'only lead to
the inescapable conclusion that there are many government officials whao, by all
laws of justice, should now be behind bars. Since a program of monetary inflation
has been the direct result of U.S. monetary policy, and since inflation robs acitizen
just as effectively as a bandit who cieans out his safe, there seems to be no reason
why one is hunted down, tried, and jailed while the other is allowed 10 freely watk
the streets of Washington, D.C. The success that the U.S. government has enjoyed
in escaping the blame for inflation has been possible only because of the wide-
spread ignorance of the subject on the part of the private citizen, This ignorance is
so widespread that, in the past, American presidents have been able to accuse
American companies of contributing to inflation when they have increased prices
and have labeled as inflationary, union wage agreements. Such accusations were,
of course, sheer bunk!

Price increases are the direct and unavoidable result of monetary pressure
caused by “‘inflating’” the money supply. The word intlation. of course, even
means to blow up as a balloon . . . to inflate. The United States government has
consistently, over the past 30 years, permitted this “*blowing up® of supplies of
money and credit, It has permitted direct issuance of Federal Reserve notes backed
by U.S. government bonds which, in effect, is the printing of money . . . the most
naked inflationary device. This manner of issuance of Federal Reserve notes was
never envisioned when the Federal Reserve Systemn was created, It was, in fact,
specifically prohibited. It has also encouraged low interest rates, low reserve
requirements, and has, by guaranteeing debt, made consumer cradit much easter.
All of these devices have permitted prices to rise. One has oaly to look into the
yearly increase in Federal Reserve notes (o understand where all of the inflation is
coming from. It is, of course, possible to blame the vast amount of monetary
ignorance, which apparently exists in the nation's capital, o the tremendous
influence exerted by the Keynesian school of economics. as represented by Heller,
Samuelson, Galbraith, and Keyserling, etc. Their whole econemic mumbo-jumbo
(they like to use the term "*compensatery fiscal management’') can be reduced to
their simple remedy for overcoming all economic ills—create more money and
more bureaucracy.

Neither space nor time, of course, will permit me (o treat in depth many of the
points [ am attempting 10 cover but these concepts of *"cost-push inflation”” can be
dispensed with quite quickly. This *'theory”" does no more than redefine inflation
in its own [erms and answers nothing. Since inflation results in higher “costs’" and
all such costs are themselves “prices™ (the price fur lubor, the price for raw
materials, etc.}, to explain inflation as "“cost-push™ is o say that “"prices rise
because prices rise.”” Apart from being sheer double 1alk . this “"theory™ flies in the
face of fundumental cconomic law which is that costs Bave nothing o do with price
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but that *‘price is determined by supply and demand.”’ The lay public can be
forgiven, of course, for not understanding this, but such ignorance is unforgive-
able in anyone presuming to call himseif an economist. Costs will, of course,
affect supply, which will then have an affect on price but costs in themselves have
nothing 10 do with price. So, how could there be any such thing as ‘‘cost-push
inflation’"?

All of our inflation (price increases) has been the direct result of govemment
monetary policy and it has permitted the government io get its revenues through a
program of inflation rather than by taxation. 1 would suggest that, since the
government was given the power 1o collect revenue by direct taxation but not the
power to collect it by inflation, all government inflationary practices must be
unconstitutional.

Inflation has permitted the government to appear to be delivering vast amounts
of govemment benefits which would have otherwise required even higher levels of
iaxation and it has allowed the government to retire its debts, not by programs of
bond redemption, but by inflating them away. | will not even attempt to offer
figures showing the amount of the taxpayers’ loss, but it runs into the billions, far
more than was ever lost by bank robberies or bank failures. Suffice it to say that
figures were just released showing that prices rose last year by 3 percent. Since the
funded naticnal debt is approximately $350 billion (forgetting all other dotlar
accumulations), this enabled the government to “‘retire’” $10 billion of its bonded
debt. But to define inflation in terms of American price levels is to continually
understate it, because it hides the beneficial effects of increased productivity
—prices have risen despite increased efficiency, etc. However, to see the full
effect of our monetary inflation, we should compare prices of items that cannot be
manufactured . . . the cost of a haircut, daily rates in our hospitals, the cost of a
doctor’s house call (if it is even available), the cost of a violin lesson. If these costs
are compared, it will be readily apparent that all government figures which purport
to indicate the level of inflation actually understate it.

The reason that 1 have spent so much time on the subject of inflation is that a
thorough understanding of it is essential in understanding the monetary crisis now
facing the nation, and an understanding of inflation is essential if this crisis is to be

solved.
That the current administration does not understand the problem or how to

solve it is obvious, since they now propose removing gold backing of Federal
Reserve notes. That such a ludicrous proposal can be made is indicative that
federal mismanagement of our monetary system has simply brought us to the end
of the line, inflationwise. The bubble of U.S. monetary inflation cannot be blown
up any further and I simply wish to prevent political hot air from bursting it
completely (as happened in Germany in 1923), since this would have the effect of
making me a party to the swindle because such a step would victimize all those
little people 10 whom | have sold cash-value life insurance and annuities over the
years.

Now ta our immediate problem: Why does America face a balunce of payments
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crisis, and why has our econormny been hemorrhaging gold over the tast eight years?
The answer to both of these questions is really quite simple. America’s money
managers have simply allowed our inflation to reach such levels that our internal
price structure is out of whack with (1) the 1932 price of geld, which is $35 per
ounce, and (2) world prices generally.

It should be ebvious that there would be a shortage of anything that had to be
sold at its 1932 price. If bakers were allowed to sel rolls only at their 1932 price of
15 cents a dozen, there would be a roll shorage. If cars could only be sold at their
1932 price, would anyone on this committee be surprised if this resulted in a car
shortage? There would be a shortage of anything today if its sale were dependent
on its [932 price. In order to obtain an ounce of gold (335), approximately three
tons of ore have to be processed. Can members of this committee conceive of
processing three tons of anything today for $35? Since gold can still be purchased
at its 1932 price, it has become relatively much cheaper and has, thus, become
more common while carat ratios have nisen.,

Why buy costume jewelry when gold is so cheap?

It would have been possible, even given our irredeemable paper money, (o
have controlled inflation, if the government monetary experts understood how to
manage irredeemnable money. Money which cannot be redeemed and is, therefore,
on its face, worthless, can be given scarcity value. The question i1s how do you
know if you are oversupplying the irredeemable paper—that’s easy. When shor-
tages in the one controlled price (in this case gold) start to develop, this would
immediately indicate that too much paper has been issued and deflation would be
called for. (Given gold's fixed price, as all other prices started (o rise, less gold
could be mined, more gold would be used. Gold reserves would dwindle, etc.) The
fact that our monetary managers have been blind to these signs, especially over the
last eight years, is an indication of just how incompetent they are; and if they could
permit the inflation that we have experienced despite gold backing—what kind of
inflation could they produce with no gold backing at all?

Our government keeps insisting that our gold losses are the result of our
balance of payments deficits. This is like blaming an allment on a high temperature.
The temperature is merely indicative of an underlying ailment that requires
artention. The fact that we have a gold loss, and a balance of payments problem,
are both indicative of an underlying economic malady, and it is this malady that
must be cosrected if the patient is to survive.

As inflation has given the U.S. a gold problem, 1t has also given us our balance
of payments problem. Inflation has simply priced much of what we produce out of
world markets and has simply lost for America the economic edge in areas where
we traditionally had comparative and real advantages. It was not too long ago that
tmported items were generally regarded as being more expensive. This even gave
them a snob appeal. One need only walk into any discount store and see that the
cheap items are all imported—from Japanese nuils and sporting goods, 1 Beitish
shoes, Ttaliun knits. and. ves, to even foreign vacations, The fact that we still
export i lot(though much of it in areas that other pations simply cannot compete in)
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does not disprove the fact that we have an inflated price structure relevant to the
rest of the world, Since it is increasingly easier to sell in America and more difficult
to export, foreigners will be able to earn dollars easily, which they will have a
tendency to convert and buy frorn us our one cheap commodity, which still can be
purchased at its 1932 price——gold.

This now brings us to understanding how our gold and balance of payments
problem can be solved. It can only be solved in one of two ways: We must either
deflate our price structure to bring it more in ling with 1932 prices, or we must
bring up the 1932 price of gold to a more realistic 1968 price. {n rwo words, we
must now choose between deflation or devaluation. What the Administration now
proposes is, of course, to do absolutely nothing to correct our underlying monetary
problem. It, in fact, proposes to do something even worse than nothing—and that
is to do precisely the wrong thing and that is to make matters worse—but I will get
to that later.

Let us now examine the consequences that will flow from electing one or the
other {or as England is now doing, a little of both) of our choices.

Consequences of Deflation

Deflation. of course, represents the most honest solution to our monetary
problem and would offer the best long-1erm solution o our economy and future
economic growth. For these reasons, of course, it will not be adopted, but let's
examine ft anyway. A good dose of deflation would restore to the savers of
America a good portion of what has been robbed from them threugh inftation.
Bonds, savings accounts, insurance, ete. would all be worth more.

American merchandise would become more competitive while foreign mer-
chandise would become more expensive. Foreign travel would automatically be
curtailed without the necessity of imposing travel restrictions, while travel to the
states would be encouraged without the need of travel subsidies which has been
proposed. Since mining costs would now be lower, more gold would be mined and
since the relative price of gold would have been increased, less gold would be used
for nonmonetary purposes and our gold reserves would increase. Qur gold drain
would stop. Would there be some painful economic consequences? Of course. For
one thing, government tax revenues would drop drastically . {It woutld be relatively
easy for all segments of the economy to adjust to lower prices except the govemn-
ment because no one has such huge debts or such a built in, high payroll. Because
of drastic cuts in goternment revenue, vast govemment projects would have to be
cut or dropped entirely. [ told you that this offered the best long-term solution for
the country.) The government would have to admit that it could not pay such lavish
social security benefits and these would have to be cut. (But smaller checks would
also buy more.) Government pensions would have to be cut, and the government
might even have to honestly repudiate some of its funded and unfunded debt. But
those who had any portion of this debt would not be hurt that much because their
fewer dollars would al<o go further. Equity owners, especially specutators, would
gethurt the most. As equity prices fell, the margin buyer (who is never poor) might
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be wiped out. But that was the chance he took when he played the market. Now
equity owners don’t take much of a chance since they are aided by govemment
inflationary policies. Lots of people now on the dole would have to find useful
work. Since minimum wage taws would now have to go, there would be no **hard
core’’ unemployment problem. People would start taking pride in their work and
start leaming skills and trades. Keynesians would have to start looking for honest
employment—in short, America would be on the road back to a sane, free-
enterprise economy and our socialist nightmare would be over.

Now, let’s wrn to devaluation.

Devaluation, of course, attempts to bnng the gold price up to a more realistic
price. This readjustment in the geld price is the direct consequence of the action of
the government’s allowing the inflation in the first place. Since 1968, prices are at
least three times what they were in 1932. This would indicate gold would have to be
revalued realistically at abour 3105 per ounce. This price would pull a lot of gold
cut of the ground that cannot be pulled at $35 per ounce. At $105 per ounce, gold
would regain its comparative value and would be used less extensively for
nonmonetary purposes. Devaluation would make imports more expensive while it
would make American products cheaper in wortld markets. This is not to claim any
real economic or trading benefits from devaluation, which are usually claimed for
it by politicians when they are compelled to devalue (they make it sound like a
shrewd monetary move to distract from the bankruptcy it really is). Devaluation
compels the citizens of a country to export more wealth for the same amount of
imports and hence are made poorer because of it. So, in effect, devaluation would
solve our gold drain (temporarily} and our balance of payments problem (tem-
porarily). Would a devaluation result in some painful consequences? You bet it
would. For one thing, devaluation, which is nothing more than a repudiation of
debt {in our present circumstances, a repudiation of our external debt) is simply a
govemment’s complicated way of declaring bankruptey . It is, of course, embar-
rassing for a country, like an individual, to admit that it cannot manage itself
fiscally. Well, America couldn’t, so we might as well admit it. Central bankers
around the world know it anyway.

We would, of course, prove to the world that Charles de Gaulle was the smart
one for getting his gold out when he did. Should a devaluation occur, de Gaulle,
who is estimated to have carted off some §6 biilion of U. 5. gold, would have ended
up with gold worth $18 billion. The total American loss since the gold drain
started, which has seen our gold level go from $24.6 billion down to about $11
billion, would total a loss of {after devaluation) about $30 bitlion. OF course, alt of
this is going to make de Gaulle look good, but that’s because de Gaulle understands
the U.S. money position more thoroughly than our own money managers. Qur
trouble is that he understands it too well. It has become increasingly apparent that
America ts looking for a scapegoat to our problems and we have blamed de Gaulle
and his so-calted attacks on the dollar. He, of course, is merely a creditor who is
interested in getting back something of vilue and is simply proving that he is a
much better Frenchman by protecting French interests than Johnson is an Ameri-
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can by not protecting American interests. [f we are looking for somebody to biame,
why don’'t we blame those responsible for permitting de Gaulle to get into the
position he is now in rather than to blame the man himself? Devaluation, of course,
will not really solve any of our problems-—but will simply prevent matters from
getting worse, Our basic economic problems only can be solved if we replace our
present menetary managers and reduce the size and scope of our bureaucracy.

Since there is no question that we wiil be compeiled to devalue either now or
larer, and since devaluation really doesn’t solve any of the nations’s underlying
monetary problems but only makes an adjustment for past monetary mistakes, we
will then be off again on a new round of inflation. The dollar would simply be
following in the footsteps of the old French franc which, in its years between 1914
and 1958 shrank to 1/180th of its former seif.

To recap our present monetary pasition, only two choices are possible—either
devaluation or deflation. Both courses of action will be painful and will hurt many
segments of our economy (as inflation has hurt, but nobody in government seems
to care about that). But this is the price that America must now pay for 30 years of
monetary mismanagement. Now we pay the piper for all our welfarism, New
Dealism, New Frontierism, and Great Societyism.

There was one other monetary ploy that might have enabled America 10 avoid
either of these painful monetary corrections and that was to somehow convince the
world to inflate their economies to match ours. This, of course, was what all that
talk of ‘‘shortage of intemational liquidity’’ and ‘“*paper gold’ was all about.
Well, of course, the world’s responsible monetary managers, especially in
Europe, simply cannot be sold that bill of goods. The fact is that there is not now,
nor could there ever be, a shortage of intemational liquidity. All world trade is
basically a system of barter. A nation that has iron will find a way of trading with a
nation that possesses coal, and prices will simply be adjusted to whatever monetary
reserves happen to be available. If world prices were reduced 50 percent, this
would have the effect of doubling present world liquidity if world liquadity s
important—which it isn’t. Increasing liquidity is important if you are basing your
economy on ever-increasing levels of inflation, which is what the U.S. has been
doing. The reason that Europe will not allow us to continue to export our inflation
to them is that they have experienced the painful consequences inflation offers.
They fear inflation, while we fear only depression or deflation.!

What would be the effecr of eliminating the 25 percent backing of Federal
Reserve notes?

The above, for the following reasons, would simply aggravate our monetary
imbatance further and would simply increase the amount of our gold losses. For

'In retrospect. L obviously misjudged the leverage that the U.S could exert in pressuring Europe to
accept increasing levels of the U.S -engendered intlation | also erred (because of their past calamitous
monetary experienceshin crediting European politicians with greater monetary wisdom and judgment
than was wartanted. As 1 bave wince discovered, in general, politicians are puliticians and at is sheer
naiveld W assume that, as a class, those of one democratic country will prove significantly more
responsible in these matters than those of another.

KRS



one thing, removing the gold reserve is inflationary. Dollars can simply be run off
a press and they would be. Prices would climb higher and higher (price controls
would be demanded but would do no geod) and gold would get scarcer and scarcer.
Such a move would not be interpreted as strengthening the doilar since a doflar
backed by nothing cannot be better than a dollar backed by something. Ultimately,
we would lose two or three billion more and then hopefully it would dawn on
somebody that we dare not lose it all. In this instance, U.S. dollars would not go
the way of the French franc, but the way of the German mark . . . when a dollar
went from being worth 40,000 marks to 4 trillion 2 billion in eleven months. On
Neovember 22, 1923, the price for one match was 900 million marks. Stabilization
took place the next day on the basis of 1 trillion marks equalling one gold mark.

Removal of the gold reserve is nothing more than a bribe offered to our external
creditors at the expense of the domestic holders of U.S. dollars. It can be likened to
a situation where one about to be placed in bankruptcy prevails upon his maiden
»unt to loan him some $2000 of her egg money. He then asks his creditors that if he
pays them $2000, would they hold off their bankruptcy proceedings. Since his
creditors realize that they would get very little anyway, they really have nothing to
lose. Therefore, they accept the $2000 and permit him to continue. Since he has no
intention of correcting the way he operates, he continues on his merry ways and
ends up eventually in bankruptcy anyway. All that he succeeded in doing is
unnecessarily losing his aunt’s $2000. Removal of the gold cover is to take goid,
which was to be for the protection of American citizens, and make it available to
European creditors. However, since no attempt will be made to correct the basic
conditions, we will simply end up losing more of our gold. If we lose an additional
31 billion (we lost 3450 million in one week), this will be the equivalent of a
$3-billion loss when we are compelled to devalue.

Since it is considered a criminal act 1o water stock, why should it be considered
any less criminal to water money or fritter money away. As a result of this action,
additional billions would be lost, so every legislator who contributes to this loss
should be held criminally or civilly liable. The gold reserve or the interest
penalties required if the reserve drops below 25 percent cannot be dispensed with
simply to appease the whims of politicians. The situation is analogous to the
construction of a boiler and its safety valve. Given the passage of time, nobody
remains who apparently understands how a boiler operates. Suddenly, steam starts
to pour out of the vailve and since the sound of escaping steam is annoying those
now responsible for operating the boiler, they simply shut the vatve. This is exactly
the sitvation we stand in with respect to the further issuance of Federal Reserve
notes—the reserve requirement can be regarded as the safety valve.

The Federal Reserve System might have been built by people whe understood
how a monetary system should work— bur the only people who are left 10 operate
itapparently do not; so alot of people figure to get hurt in the monetary explosion.,

(Whereupon, at 11:45 a m . the committee was adjourned, to be reconvened at 10:00

aM., Thursday, Feb I, 1968,
ursday, February ) 335

Note



Appendix C

Direct Excerpts from Testimony
Presented to The Committee on Banking and Currency
United States Senate
19th Congress 2nd Session
On 8. 1307, S. 2815, and S. 2857
Relating to Repeal of the Gold Reserve Requirements
for United States Currency

The following excerpts are from the testimony of William Proxmire, U.S.
Senator from the state of Wisconsin and chairman of the Joint Economic Commit-
tee; Henry H. Fowler, Secretary of the Treasury; and William McChesney Martin,
Jr., Chairman of the Board, Federal Reserve Systemn, are important in that they
demonsirate how dangerous and foolhardy it is to trust and allow economic and
monetary decisions 1o be made by government *‘experts.’’ Here were three of the
most inftuential people who shaped U.S. monetary policy and thetr testimony
reveals that they knew little concerning monetary matters. Their testimony reveals
that they were unfamiliar with

L. the value and role of gold,

2. the requirements of a sound money system,

3. the function of the U.S. gold stock, and

4. how to preserve confidence in the U.S. dollar.
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Not only were these gentlemen mistaken on their assessment of these four
issues, but, as my testimony revealed, the truth was ctearly there for all to see—bu
they were blind to iv. If government ‘*experts’” can be so completely inept in their
understanding of a problem for which they are held out as *‘experts,”’ dare we
entrust them with problems that are complicated?

On the Value and Role of Gold [Italics and comments in parentheses ate mine
throughout]

According To Senator Proxmire:

A) Page 24 . . . “'Gold has long since abandoned its role as a metal for
currency. The entitlement of Americans to hold gold in monetary form was
removed about 35 years ago. The function of gold as a reserve against notes in
circulation is no longer that of assuring the convertibility of these notes. Thus, as
an active reserve, gold is an anachronism.’” (Let Senator Proxmire tell that to the
OPEC nations!)

B} Page24... "' There is indeed a restraint on the expansion of liabilities by
such a requirement. But it would be meaningless and irrational to control the U S .
money supply by the vagaries of the gold reserve.”” (What else, Senator, would
you use to control the supply of money substitutes? Political hot air?)

C) Page26... ' 'Theinternational strength of the doilar will be enhanced by
the visible availability of all our gold stock.'” (Was it?)

D) Page 26. .. 'The gold reserve requirement should be removed. It is as
simple as that. For the strength of the dollar will be found te rest not in an
arithmetical calculation, but in the quality of the management of the money supply .
This is what we in Congress should support—a Federal Reserve System that makes
good judgments and stands publicly answerable for them. The Banking and
Currency Committee and the Joint Economic Commiittee have not hesitated to call
the Federal Reserve Board to task for its mistakes. We shall find security in this
discipline—not in a4 phony discipline arbitraily applied by a stock of gold.”” (The
country will find monetary discipline in the Fed and not in real money? Proxmire is
haltucinating. He should be compelied to explain why the dollar has a lower
international value today, since it is now controlled by “*quality . . . manage-
ment,”’ than it had in 1968 when it was only partially controlled by that **phony
discipline,™ goid.)

E) Page26... " We shall have fewer foreign demands for goid, not more, if
we offer no room for doubt about our determination to make available all our
monetary gold for the sole purpose on which it is usable.”’ (Did we in fact have
fewer? Then why were we eventually compelled to devalue again . . . and again

.. and again?)

The Chairman: **Thank you, Senator Proxmire. Let me just ask this question
bearing upon the very last statement that you made. Isn't the fear of foreign
governments and people that the doltar witl not be defended the cause of a good bit
of the gold-buviag rush?*”
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Senator Proxmire: **I think that is true, Mr. Chairman, because there isn’t any
rationality ar all in buyving gold unless one assumes that the dollar will not be
defended, that it will be devalued.

‘‘Because gold yields no interest at a time when interest rates are extremely
high. And those wha invest in gold are foregoing an excellent return, and in a
period of inflation in all the countries in the world they are sure to lose much of the
value of what they invest unless the dollar is not to be defended.’’ (Investors who
have held, not speculated, have enly made about 500 percent in 7 years,)

The Chairman: **And your argument is that te remove the gold reserve
requirement would be one way of showing our determination to defend the
dollar?”’

Senator Proxmire: ‘‘Absolutely, I think it would make it clear that the Con-
gress intends to support the President’s position to defend the dollar, and that we
mean business when we say it will be held ar $35 an ounce.”

F) Page28...Senator McGee: "'l would like to rephrase Senator Mclntyre's
guestion because of the kind of mail we get on this.

*“What will this proposal do to Fort Knox? { mean this puts it in two words from
the standpoint of the man in the street. And [ think for the record, if you addressed
yourself to that, it would be very helpful then in response.”’

Senator Proxmire: “Well, it would seem to me that this proposal would do
nothing to Fort Knox, It would not reduce the gold holdings by a single ounce . (It
did not reduce it by a *'single ounce,”’ but by some 70 million ounces.)

G) Page29... ' AndIthink this will make it clear we are going to use all of
our gold to defend the dollar. We aren't going to devalue. And this should
strengthen the dollar’s position and reduce the demand for gold.

“In fact, T might modify my answer to your first question by saying this
legislation, if it has any effect, might very well result in less of an outflow of gold
from Fort Knox."

According to Secretary Fowler:

H) Page 34 ... Second, there should be no doubt whatsoever that our total
gold stock is available to insure the free intemational convertibility between the
doilar and gold at the fixed price of $35 an ounce.”” (Here our Secretary of the
Treasury is saying that a paper money substitute need not be backed by money!)

*“Third, the world knows as a fact that the strength of the dollar depends upon
the strength of the U.S. economy rather than upon a legal 25 percent reserve
requirement against Federal Reserve notes, and it is clearly appropriate for this fact

now to be recognized in legislation.™”

I) Page35... '‘Today the strength of the doliaris not a function of this legal
tie to gold—atie which is only applicable to one portion of our total money supply.
Federal Reserve notes. The value of the dolflar—whether it be in the form of a bank
balance, a coin, or ‘folding monev' —is dependent on the quantity and qualiry of
goods and services which it can purchase.
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It is the strength and soundness of the American economy which stands
behind the dollar. Balanced growth at home and a strong competitive position
internationally give the dollar we use as everyday pocket meney its strength.

“An expanding U.S. economy needs an expanding supply of currency. Our
main form of currency is Federal Reserve notes.”’

(This is all meaningless oratory, So what is the dollar’s value today? Can you
find SIIG-117)

I} Page3 ... **We cannot afford to permit an ourmoded provision of our law
1o impinge on the Nation's supply of pocket money."’

{Is it outmoded to have money backing for money substitutes?)

K) Page 36 . .. ‘‘First, we must continue the longstanding U.S. policy of
maintaining the gold-dollar relationship at $35 an ounce. This muss not be open to
question, and the best way to make continuation of that policy crystal clear is to
free our entire gold stock for that purpose.

**Second, we must assure that the U. 8. economy grows in an environment of
cost and price stability through enactment of the anti-inflation tax and through
expenditure controls and appropriate monetary policy.”’

(First create unmoney and then enact taxes and legislation to fight it.)

L) Page 36 . .. **Our policy of maintaining the fixed relationship between
gold and the doilar at $35 an ounce for legitimate monetary purposes is one of the
reasons why virtualty all countries hold dollars in their reserves and why many of
them hold very large amounts of dollars. In addition, of course, countries hold
dollars because unlike gold they can invest them in interest-earning assets.”’
{Those that held dollars, of course, got burned. They would have been wiser, as
was de Gaulle, to take our gold when they could get it at the bargain price of $33
per ounce.)

M) Page 37 . . . “"Thus, legislative action on the cover requirement, by
making it clear to the world that the Congress as well as the executive branch are
committing our total gold stock to international use, is necessary ro maintain
confidence in the dollar.”

According to Mr. Martin:

N) Page 39 ... “*Removal of this requirement would in no way reduce our
determination to preserve the soundness of the dollar. To achieve our goals both
domestically and intemationally we must pursue sound and equitable fiscal and
monetary policies. Whatever discipline gold imposes in this connection makes
itself felt from the fact of « decline in the gold stock rather than from the existence
of a reserve requirement, and this will continue to be the case.”” (Our gold stack
had been declining for [3 years. What “'discipline’’ did it impose?)

Q) Page 39. . . *Convenibility of the dollar into gold at a fixed price—3$35
an ounce—is a kevsione of the international monetary system and is a fupdamental
reason why foreign monetary authorities are willing to hold dollar reserves. The
role of the dollar as the major international reserve currency, together with the
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readiness of private foreign organizations and individuals (o hold dollar assets,
places the dollar in a unique position in international commerce and finance.
Prompt enactment of legislation to remove the gold cover requitement would
reaffirm to the world the convertibility of the dollar. At the same time it wonld meet
the long-run requirements for an expansion in note circulation commensurate with
steady growth in the economy.”’ (Since the dollar is no longer convertible,, what is
now the *‘keystone’’ of the *‘intemnational monetary system’'? Can you find
SHG-12%

0-1) Page 44 ...'*As astandard, gold is Jike feet and inches and yards and
cught not to change. I don’t know what the price of gold as a commodity in the
world would be today. [ personally happen to think it would be considerably less
than $35 an ounce.”’

P) Page46 ... Senator Proxmire: **[ would like to ask, apropos of a question
Senator Bennett asked: Isn’t it true, in view of the fact that estimated gold
production outside of the USSR, which is substantial there, is 1.5 billion, 1.4
billion, perhaps a little more than that, and that the nonmonetary uses are $500
miilion, that absent monetary use for gold, the price of gold would be very likely to
drop?

“If production exceeds demand, vnder these circumstances we have been
taught in economics courses that the expection is, as you implied, that the price
would go down.”’

Mr. Martin: *‘That is my judement, Senator, definitely.”’

{Here is Senator Proxmire inferring and Martin agreeing that the price of gold
would go down!)

On the Need to Remove the Gold Reserve Reguirement So That the Government
Could Be Free to Produce Unmoney

According to Senator Proxmire:

Q) also B), Page 24 .. !*But it would be meaningless and irrational to control
the U.S. money supply by the vagaries of the gold reserve.”’

R} also C),' ‘For the strength of the doilar will be found to rest not in an
arithmetical calculation but in the quality of the management of the money
supply.’” (It was the quality of that management that had already produced the gold
drain, silver drain, inflation and the need for these hearings.)

8) See (b

According to Mr. Martin:

T) Page39. .. The Chairman: **1 want to ask you a question based on the last
paragraph of your statement which L think is rather impontant and significant. That
is, ‘Convertibility of the dollar into gold at a fived price—335 an ounce—is a
kevstone of the international monetary svsrerr and is a fundamental reason why
foreign menetary authorities are willing to hold dollar reserves.”
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**‘Now, will the removal of this gold-reserve requirement change that i any
way?"’

Mr. Martin: “‘Quite the reverse. In my judgmeni, it will strengthen i’

The Chaimman: **In other words, it does not take it away. It makes available a
larger supply of gold from which they may expect to be able to exchange their
dotlars for gold, doesn’t it?”’

Mr. Martin: **That is right. That is the basis of what we calf the gold exchange
today, "’

On Preserving the Strength, Acceptability, and Character of the U.S. Dollar

According to Senator Proxmire:

Uy Page26. .. 'Ibelieve, indeed, that the best way to insure the safety and
stability of the dollar in the international system is to declare our tntention to
defend it. That is the purpose of the President’s balance-of-payments program. It

will be assisted by the action proposed in this bill.

*'We shall have fewer foreign demands for gold, not more, if we offer no room
for doubt about our determination to make availabie alt our monetary gold for the
sole purpose in which it is usable.”

V) See F),

W) Page29... "Ithinkitis most helpful that the Federal Reserve hus taken
the emphatic position they have taken in odvance of the President, because the
Federal Reserve is tecognized I think throughout the country, in the business
community and elsewhere, as a group of very responsible, highiv comperent
people who understand the situation. This is their business.

“*And it is the unanimous position, as [ understand, on the part of the Federal
Reserve. And [ think that should give the business community and the country
itself great confidence—that this isn’t a position simply taken by the President or
by Members of Congress. [t is one taken by the most responsible and competent
moiney managers that we have.”’

Accarding to Secretary Fowler:

X} Page 35 . .. '"We Americans have not used gold as a domestic currency
since 1934, Gold belongs in a nation's international reserves. The dollarserves as a
reserve currency to the world: the U.S. gold supply is available to convert dollurs
held by national monetary authorities at a fixed price. As such, i1 is one
cornerstone—and a very main cornerstone—of our internarional monetary
svstent.

**Removal of this requirement is also of key impoertance from the viewpoint of
the role of the doliar and of gold in the internationai monetary system.™

Y) Page 37 . . . “*In conclusion. T urge the committee (o consider and act
prompily on the gold cover tegislation betore vou in order that, domesticalty, we
can continue i be assured that the Federal Reserve will be able 1o supply
approprivte amounts of currency 1o meet e needs of ol growing economy for
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cash, and in order thar our policy of maintaining the gold-dollar relationship—one
of the major elements of confidence in the doliar and the intemational monetary
system—will not be open to question.’’

{Find Si1IG-11. As Fowler predicted—confidence in the dollar is not now
“‘open to question,’’ simply because there is so little confidence in it that needs
guestioning.)

According to Mr. Martin:

Z) Page 39 . .. “'Prompt enactment of legislation to remove the gold cover
requirement would reaffirm to the world the convertibiliry of the dollar. At the
same time it would meet the long-run requirements for an expansion in note
circulation convmensurate with steady growth in the econony.”’ (Can you find
SIG-127)

Within months after this legislation was passed there were runs on the dollar in
Europe. Americans, for the first time, suffered the indignities of finding American
currency less than acceptable. The dollar’s convertibility ended on April 15, 1971,
with the dollar being devalued on December 18, 1972, and on February 2, 1973,
and the dollar has grown steadily weaker on the international market ever since.
Yet look at the rosy pictuce U.S. monetary “‘experts’” were painting if only the
dollar’s domestic link with gold were terminated. Incredibly, these gentlemen
were advocating the production of US unmoney to replace U.5. currency on the
assumption that such domestically worthless unmoney could accomplish a monet-
ary miracle. In essence, they were telling the American public they could, in a
monetary sense, fashion a ‘‘silk purse out of a sow’s ear.”’
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ADDENDUM

After 250 review copies of The Biggest Con were sent out to the media in
March, 1976, 1 sat back to await the explosion I thought must surely follow a
disclosure that the Federal government fraudulentdy reports only 10 percent of
its debs.

However, not uncil July 7¢th did a major financial news source offer any
comment. On that day, the Wall Sureet Journal stated in a lead editorial cap-
tioned ‘‘In Hock To The Hilt” that my calcularion showing the national debt
approximately equal to all of the nation’s real wealth, was *‘hard to tefute.””’
Despite the obvious ominous implications in this, coming as it did from such a
respected and influential newspaper, the only media reaction to it came from
Time-Life's syndicated TV financial news supplement, ‘‘Money News Inserts,”’
who filmed 2 40 minute interview concerning my charges; however, it took the
producer over a2 month to get a responsible government official to view the
film.

Finally, Assistant Secretary of the Treasury, Robert Gerard, was assigned the
task of viewing and responding to it. In his filmed reply, seen by over
10,000,000 Americans on over 50 TV scations around the country, he said:

*“There is a lot of substance to Mr. Schiff's concern. Clearly the public
and the government is not aware enough, not in enough control of the
commitments that are being made in the public’s behalf.”’

I was nonplused when 1 heard this since how could the public be *aware
enough’’ when the government deliberately keeps it in the dark concerning
goveroment expenditures and liabilities?

But, Gerard avoided answering my main charge. I would have sought a

direct answer to the quesuon:

"“Which figure more accurately reflects the government’s debt — $5
trillion, as [ allege, of $500 billion, as the government alleges?”’
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Summary Statement of Linbilities and Other Financial Commitments
of the United States Government ae of June 30, 1974 — Centinued

PVE

{In Millions)
Maximum theoretical
Section Deucription meadure of
contingency
. Contingencies:
Government guarantees, insuring private lenders against losses (Schedule 8. .. ......................... ... $159,754
g}
Insurance commitments (Schedule 3). .. ... ... . e 1,040,805 s
"
Actuarial status of annuity programs (Schedule 10). . ... .. .. e - F
Unadjudicated claims (Schedule 11}. .. .. ... ... ... ... ... ..., e e e e 7.333
International commitments (Schedule 12). ... ... ... ... ... ... . ... ... e e 9,788
Other contingencies not included above (Schedule 13). .. ........ .. ... . ... ... o 19,165

Note: The data presented in this report were compiled from reports submitted by the agencies in accordance with Department Circular No. 966,
Revised, dated December 20, 1972, and Treasury Fiscal Requirements Manual Transmittal Letter No. 95. In several instances incomplete
data have been submitted by certain agencies since their aecounting systems have not yet been developed to the point where they are able
to provide the required information. In other instances the data furnished were on the basis of estimates by the reporting agencies.

* Becsuse the various annuity programs have been computed on ditferent wctuarial buses, a totat has not been computed. Details of individual programs are given in schedule 10,
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Although Gerard avoided answering this directly, he obliquely conceded that
my figure was the correct one.

Updating the “Public Debt”

On page 88, | stated the government’s claim thac is was *'.._not possible ro
compuze a total”’ in connection with the government pension Labilities was
“sheer rubbish.”" So, | wrote Secretary of the Treasury William Simon, and
demanded to know ‘‘what the current unfunded liabilities of all the govern.
ment’s crust funds are — in total!”’

In a lewer dated November 12, 1974, Mr. Gustavo Mercanti of che Treasury
Department responded:

“In regard to annuity programs, thete is nothing to prevent us from ad-
ding up the net liabilities of 2l! of the systemns, even though they are not
on @ wniform basis. As of June 30, 1973, this total was $578,035
mitlion.”" (emphasis mine)

Thus, even though all government Summary Statemenss, to and including
fiscal 1973, claim that totals "‘could not be calculated,”’ here Mercanti
unabashedly admits that such claims were indeed false and supplies the misiing
toral,

So, after I called the government's attention to its ludicrous claim, it stop-
ped making 1t — and switched to making another. Figure 43 is page 3 of the
1974 Summary of Government Liabilities. Note how the old claim was changed
OF

“‘Because the various annuity programs have been computed on different
accuarial bases, @ total bas not been compuied.’’ (emphasis mine}

This false claim also appears in the 1973 and 1976 reports, while the three miss.
ing totals were $1.717, $2.593 and $4.638 urillion respectively and were given
to me {because [ specifically asked for them) with the reports themselves. Figure
44 1s the letrer [ received with the 1976 report.

All the above totals, of course, understate government diabilities due to the
fictitious interest assumption. A mere realistic picture of government liabilities
as of September 30, 1976 will be found (n Figure 45 which shows government
bonded and statutory debt at §8.603 tnllion, somewhat higher than the $6 34
biltion debt the government claimed. The goverament now reports only 8 pet-
cent of its debts as opposed to reporting 10 percent in fiscal 1973, as shown in
Figure 15.

349



¥id 8
IGIDIANT ATIYNIWIND N338 SYH VD0 INTWNIIAOD INO LON ¥vd OS n:.&( GIMO ATIVNLOV 11 IVHM H_O.hZuU .
. A1ILVWIXOBIAY 40 S1830 OL QILLIWAY ATNO INIWNBIAOD '$'N FHL “L¥043Y IHL 40 31va IHL 40 SV 'SNH1

00'D00'000Z0LPEY § © 0 T SemIgep S 2101 dy) eys patjchw yuawuiaaad syl '9//0£/6 10 SV

00000000/ 008'08'g § -+ e ORI e e e tea e v s 1ey)
SE00'E § e {AiopniDgs § papueq} JuaFUNUOD PUR PApURJUN “PIPUNY ST U JO qap jT10)
0goB  § e (111 UOUIAG WWO) £'8PTs SE || uodaAg pue 2’866 ¢ SE | UONII5 Ul UMOYS Sy

puny AJEIBUCK [EUCHEUIIL| PUB a1gnd ayl 01 Buamo SIgap 12410

m.manh w ...... dtbrmaLpEnLEnnTE .
GG g e e . q
sieadde pue Uo1|IAEEZss! QUOE WY JuO JJUIS Al|Iget| Juadiad O AWNSY
(£ 1 3INPAYIS) SAOQE PAPN|IUL JOU $31DUBTUNUOD JBYIO
N-OF w YT ITTEr TS Hbaaanen wr asrmaarea HbamapLasannnTy TTTTERTEr Ty IETTETIEE T FtradsrasnnnTy >.:_-Dm__ ﬂ-h@tha 8_. wE._Jmm<
w (Z1 IPPIYIG) SIVBUFLWED JEUMIBULIL)
- o.h ﬁ ...... P T T LT TR e Favaaerer T T 4raaann dammnTan co_:-ﬁﬂ FQWP* uo >u-——ﬁm—- ucmu.-& O.un UEJMM(
m {11 2]nPayds) swite|d pAsnipeun
o0 0269 § ORI BUUURTP ORI 9181 '0C 10qUIB}dBS 1O SE PRIBA0D IS0 S0} SHIFU
. aimny Aed o) pasnbar saxel 2)0IN} JO JUNOWE {R10] 3Y) $)33]43) n3y sy
‘3404313Y} BIUISEI Y| JUAISIXBUOU DU | SIAI53L,, BDUIS SUoNdWNSSe 15313Ju1
AUR SAlRUNLNS PUE (UOH[1G E0Ls Ajaewixosdde) play spuoq wawui3A03 (B
(SUOTIE[NIED JUBLWIAINSI WAL JO UONCADIXD Y YUMm) spaedaisip anBy siyp
. (01 3npayds) swesBoid AWNuUE JO SNIBIS [RUEMLDY
g §o seernmessianinye 02 378 JO UOI[HIO |'6Z9'L $ UO 550| 1uadsad § B |0 uondwnsse uy
e ¢ st )40 O 116293 *m_ 3|NPaYDIS) SHUSUNILILIOD IDURINSUY
ogL ¢ s sasURIENS 1G3P JO UOING 9°06L$ UO 550 1wadsad g € 4O cEEM.:&m Uy
ajn sass0| 1swede siapua| aeaud JuLnsul ‘$adJURIENE JUIWLIIAOT)
(8 2ATp24s) e it satuaduiuod
{SNCITU9 NI ALINEYIT NOILIN IS0
SAIAVAXYL 40 ANSYIW F18YNOSYIY
ARINIIY I 0] PAIUNSSY UOHPULION WOy Al
YIS 'y Wy Aq pasedad sy NOILLYIS

8086 4O SV INIWNUIAOD SN IHL 40
SINIWLIWWOD TVIONVNI ¥IHL0 GNY SIILITIBYIT JO AHYWWAS LSINOH ATNO IHL

FISCAL SERVICE
BUREAY OF GOVERNMENT FINANCIAL DPERATIONS

@
=
-
w“l
-
w
]
& =
LT
T8
.l“_ o
- - ‘ 13
B £ - = u.a..m
& B A%
- = o~ HO
=1
= - Nay
g ER
L
£ gk u
V,,\,/_DS m
& N
K4 [
3

WASHINGTON. D.C 20226

-
14
2
w
o
w
i
e
[ 1]
4
-
L
(o)
[
r4
w
b
-
[+ 4
a
[N
Lt
(a]

A statement for the fiscal year 1976 was not prepared due to the
Ketp Ereedomn in Your Fasure With US. Savings Bonds

change in the flgcal year to October 1 through 3eptember 30, commencing
These annuity programs ere computed on various actuarlal beses, so

In respenge to your letter of March 1%, we are enclosing a copy
a total has not been included in the statement.

of @ Statement of Liabilities snd Other Financlal Commitments of the

Inited States Government as of September 130, 1976,
The total actuarial deficit of the annuity programs shown in

Schedyle 10 (pages 22-24) amounted to 34,638,727 million.

with the fiscal year 1977 (Qctober 1, 1976, through September 0, 1377).
total of the amounta reporied by the various egencies,

Mr. Trwin A. Schiff, €.L.0.

P. 0. Box 5303
Hamden, Connecticut Q6518

Dear Mr. Schiff

Enclosure
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A Doubling of Social Security Liabilities

The 1976 statement admitted Social Security liabilities of $4.148 crillion,
which, when adjusted to eliminate the interest assumption, brought Social
Secunty liabilities alone to about $6.8 crillion, which is 4 sum far greater than
the combined toral of all the nation's real weaith. Who will seriously suggest
that such a staggering liability can be paid off in meaningful purchasing
power?

After finishing this addendum and only days before turning it over to the
printers, President Carter proposed sharply higher Social Security taxes to keep
the System from going broke, and stated that unless the Administration’s pro-
posals were adopted, the money in the OASDI Trust Fund would “‘run out in
1983."" What Carter should have told the American public is that the System is
already broke and that the *‘trust funds’’ are a mirage. Undoubtedly, the
*'running out of money in the early 1980°s’” bit is used to give the public a false
sense of security by implying that “trust fund®’ deficiencies can be corrected
with some slight increases in taxes.

In addidion, Carter’s attempe to soften the blow of higher Social Security
taxes by implying that they would be paid largely by *‘employers’” is, of course,
ridiculous since, as alteady explained, &/ Social Security taxes are paid by
employees since they are an indirect labor cost. So, all new Social Security taxes
will come directly out of the hide of the American worker-consumer no marter
how politictans attempt te disguise it. The fact is that no amount of tax in-
cteases can make the Social Security System viable, since the amount of taxes re-
quired to do so would themselves collapse the economy and terminate the
government's ability to collect any taxes at all.

As explained on page 302, the Social Security “*chain letter’” hassimply run
out of chain, and this must be recognized before politicians are allowed to do
even more damage to our economy by throwing even more good money after
bad in a vain attempt to save their fraudulent scheme. By proposing that Con-
gress adopt higher Social Security taxes to ‘‘protect the System’s integrity,”’
Carter is essenually sending Congress on a fool's errand — which, come to
think of i, is noc exactly an inappropriate errand for the U.S. Congress,

As pointed out earlier, there will be hdrdships and disappointments con-
nected with the termination of Social Security, but this is the price that the
American public is going to have 1o pay for being so gullible as to believe that a
collection of irresponsible, self-serving, parasitic poltticians could actually
fashion a magic scheme to make it socially secure. And, if the experience will
have taught the American public that it should never again look to the politi-
ctans for economic panaceas. then at least some good will emerge from the in-
evitable debacle.
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Federal Estate Taxes

On page 153, | pointed out how Federal Estate Taxes were ‘‘one of the most
destructive economic forces in American life’’ and, on page 33, how inflation
had ‘‘lowered’” the estate tax exemption from $60,000 to $12,000. The rates,
shown on page 153, have been superseded by the Tax “‘Reform”” Act of 1976,
A new unified estate and gift tax schedule replaces the old $30,000 lifetime and
$60,000 estate tax excmptions (while merging in cumulative lifetime taxable
transfers — gifts), and establishes exemptions that increase from $120,000 in
1977 to $175,000 in 1981. This may take some of the tax pressure off family
farms that were being clobbered under the old exemption but estate taxes will
still be as destructive as ever to family run businesses. [n any case, given our 17
cent dollar, the current Federal Estate tax exemption will stifl be effectively
lower than the $60,000 exemption established in 1947,

Government Report on Adolescent
Education Confirms Author's Contentions

On September 23, 1976, the Office of Health, Education and Welfare
released the final report and recommendations of The National Panel on High
School and Adolescent Education — a 142 page effort entitled ' The Education
of Adolescents.’

In essence, the report uncovered nothing that many of us did not already
know. But, what is important is that its conclusions were developed not by hard
nosed lay people who had for so long been critical of the waste (both in money
and manpower) in our public school system, but by a panel of founcen
educators backed by a government staff.

This report, in actuality, is a condemnation of our compulsory high school
system, and practically calls for the closing of all public trade schools. For exam-
ple:

“*Investigators report that the graduares of vocational programs tend not
to be employed in the ficld of their training, that their earnings do not
exceed those of nonvocational students, that materials and equipment us-
ed and skills caught in vocational courses tend to be out-of-date, and that
lictle effort is made to relate training 1o job needs or to provide help in
placement. Little recognition seems to have been given to the fact that 50
percent or morte of the high school population is aiready in the ‘labor
force.’ The evidence indicates that youth are employed heavily in part-
tme and entry-level jobs. The subtle mechanisms which accomplish this
huge job-finding and placement task seem to be informal, through social
and familial grapevines, rather than through the ministrations of either
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school guidance agencies or the U.S. Employment Service. The lacter
claims responsibility for "less than 1 percent of the job placements for
employed youth.” ™ (P.6)

*‘Given the startling poor results found by cost-benefit studies of conven-
tional vocational education, the Panel recommends that Federal and
State subsidies for inschool shop classes be made transferable at local op-
tion to various on-the-job training, job placement, and job subsidy pro-
grams.”" (P.11)

“The Panel recommends the creation of a community career education
center. This agency would be the vehicle for new forms of vocational
education such as reducing emphasis upon job training in the high school
and incteasing work experience, on-the-job training, job finding
resoutces, and career information activities, all located and carried on in
the community.”’ (P.11)

But, U.S. to Get More of the Same

S0, even though the Panel established that formalized, vocational programs
did not work, while the "*subtle mechanisms'' and *‘informal’’ conditions of
the marketplace did (i.c, the market forces of FEAC). the Panel could not break
itself of the habit characteristic of ''government panels’” which is to always
recommend new government programs (o replace old ones that don't work.

Cleatly, what all its findings pointed to is if America is to have enough skill-
ed citizens, they can only be realistically trained and developed within the rich
diversity of the community and not in unresponsive and inefficient schools.
Both the nation and its adolescent population would be far better off if
millions of so-called ‘‘students’’ left school and integrated into society where
evidence shows they have a much better chance of acquiring saleable skills.
Such a program would also bring relief to taxpayers now staggering under rising
property taxes, largely due o “‘educational’’ costs.

Naturally, in order to be able to integrate unskilled and unirained
adolescents into the community, anificial batriers to employment and training
must be removed. The report recognized this and so called for:

*'...the removal of those regulations, except for safety and health regula-
tions, including tax and insurance penalties, that handicap and limit the
employment of adolescents.”’ (P.11)

Now, after such an observation, | fully expected the report to call for some
modification of the minimum wage law, at least as it applies to juveniles, but

no, | was to be spared this lapse into sanity since the report went on to state:
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“*The Panel does not urge the special reduction of the minimum wage
law. Using youth to displace the marginally employed, the old, the han-
dicapped or as a competitive source of cheap labor is a disservice to both
the economy and to education.”” (P.11)

So, after specifically calling for the removal of legislative barriers that in-
terfere with the employment of youth, the Panel recommended the retention
of the one barrier most destructive to their employment and training.

Towards A Lower Living Standard

As the nation continues to experience sharply higher encrgy costs, food
costs, housing costs, medical costs, etc., etc., and the continued deterioration
in public services [For example, while the Post Office now delivers less mail
than it did in 1974, Gaylord Freeman, Chairman of the Commission on Postal
Setvice, announced on April 29, 1977 that six-day mail service is row 2 ' luxury
that the United States could no longer afford,”” and predicted higher rates,
higher subsidies and decreased service. Of course, it’s a government operated
postal monopoly that the U.S. can no longer afford, while, if mail delivery is
not opened to private enterprise, it may be that sending letters may soon be a
luxury enjoyed only by the rich.], it fruitlessly seeks explanations for each
sepatate phenomenon,

What is really happening is that Americans will be spending mote and
more of their incomes on necessities, i.e, food, shelter, fuel, uulines, (and, yes
— taxes), leaving less to spend on comforts and luxuries. This is merely a
manifestation of the voyage that the nation is now taking to ever lower stan-
dards of living, GNP figures will, of course, continue to rise (since they make
no distinction between dollars spent on necessities or those spent on comforts
and luxuries), and will be offered as continuing proof of America’s ‘growth.”’

And Here's Why

Government expenditures, as discussed in pages 145-147, continued to
grow — climbing in 1975 to $585.3 billion or 38.6 percent of our $1.516
triltion GNP; thereby 1nceeasing their economic bite by an additional 13.5 per-
cent int only three years. But, to get a berter understanding of the ominous
growth of governmenr expenditures, please refer to Figure 27 on page 146. The
tozal 1975 GNP value of those listed economic groups was $514 billion, s0 1975
government expenditures of $585.3 billion exceeded the total product of these
industries {(note that the 1972 government expenditures dida’t quite equal
them) by $71.3 billion or 14 percent! What this means is that berween 1972
and 1976, government gobbled up another economic group, Contract Con-
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struction ~~which, in 1975, contributed $66.5 billion to the GNP, So, now you
can add the sixth group labeled ‘F — Contract Consuruction'’ to the economic
groups listed on page 146 ~- and ponder the fact that government in the U.S.
now takes all that productivity and more. What economic group will be
swallowed next? There really aren’t too many lefe.

When, oh when will America realize that all of its troubles stemn from the
simple fact that the cancerous growth of government is simply destroying its
power to produce.

The Energy Crisis

It took an Arab oil embargo to get the government’s attention concerning a
problem that had been brewing for ovet 20 yeats — namely the nations dwindl-
ing energy reserves. Well, how has the problem improved in the three years
since Washington came out of its stupor and officially “*addressed’’ itself (o the
problem? Well, while in 1973 we imported approximately 36 percent of our oil
needs and produced an average of 9.187 million batrels of oil a day, in 1976 we
impotted over 42 percent and were producing only 7.79 million barrels a day as
of January 1977 (even though oil prices had quadrupled). I suppose only a cynic
wouid ask *‘Could the situation have gotten any wotse even if our government
had not, in the interim, spent a penny of the people’s money on its many
energy invescigations, reports, hearings, surveys, and on the Federal Energy
Administration?”’

In addition, the hardships and dislocations occuring in the winter of
1976-77 from lack of natural gas were clearly predictable. The severe shortages
predicted for the winter of 1975-76 (see pages 204-205) did not fully
materialize uncil che following wincer, when many politicians, bureaucrats and
newscasters actuzlly sought to pin the blame for the *‘shortage’ on gas pro-
ducers and the consuming public rather than the Federal government, Gas pro-
ducers were accused of “*withholding supplies”” while consumers were accused
of using narural gas wastefully. It is incredible that the government is still able
to escape the blame for the shortage that ic alone caused. When government of-
ficials complained that natural gas was being “‘wastefully’’ used, as in the
heating of boilers for instance, it should have been forcefully pointed out that
it was precisely because government kepe its price artificially low thac it was us.
ed for these purposes while these same low prices discouraged the development
of new reserves. The nation, of course, has been led to believe that the OPEC
cartel is responsible for the sharp increase in oil prices — but natural gas prices
have risen even more than oil — and it's our own gas! So, who do we blame for
thar?

If one thing can be proven with absolute certainty, it 15 that the Federal
government created the natural gas shortage and thac it is responsible for ali the
hardships and dislocations this is causing.
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The Carter Administration — The Fleecing Continues

Jimmy Carter won the Presidential nomination by campaigning against the
Washington bureaucracy; however, once in office he proceeded to enlarge
upon it. His withdrawn $50 tax rebate was cut from the same fraudulent
political cloth as was Ford’s (discussed on page 206). He now promises to give
us national health *insurance’’ which will, of course, not be insurance at all
and will prove to be no better at delivering health care than the U.S. Postal Ser-
vice is at delivering mail. Carter’s proposed restrictions on hospital charges to
combat ‘‘inflation’’ is indicative of eithet a misunderstanding of inflation or a
willingness to deceive the public, And, if price controls on medical costs could
effectively fight inflation, why not controls on everything? Indeed, why not
controls on government spending, especially on the salaries and pension costs
of Congressmen?

But, while { cannot get into an analysis of why medical costs are rising faster
than other expenses (though some considerations are: the inefficiencies created
by the increasing incidents of third party medical payments, sharply higher
labor costs, extensive pilfering of hospital equipment and supplies, added ex-
penses because of greater preoccupation with malpractice), it should be pointed
out that one of the main reasons is the impact of government programs such as
Medicare and Medicaid. Carter’s attempt to deal with “inflation’” by the
simplistic method of slapping on price controls shows that he only means to
deal futilely with symptoms while allowing underlying causes to deteriorate.

Carter’s Energy “Program” or Let's Make Matters Worse

It would be redundant for me to take Carter’s energy program apart point
by point since my specific criticism of Ford’s program applies with equal force
to Carter's — since while specific provisions of both programs mighe differ,
their basic thrusts are the same. That is, they both seek to reduce demand for
oil and gas while providing no realistic provisions for increasing supplies. And,
both seck to insancly tax away tncreases in profits that higher oil and gas prices
would create.

The real tragedy of Carter’s program is the willingness it revezled in so
many o believe that planning by bureaucrats (i.e. socialism) can solve 2 fun-
damental economic problem more effectively than Ametica's traditional free
market system — relying upon the forces of supply and demand, profit and
economic self-interest. And, if government can handle our energy needs better,
why not foed, clothing, health care, etc.. exc.? (Bur it can’t even deliver the
mail!) What is so frustrating in this is chat ic is patently ridiculous to even
believe that a government that created our energy mess is even remotely
capable of solving it
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The only value to Carter's energy program is that it did impress the
American public that the energy crisis is real and not something dreamed up by
the oil and gas companies to force higher prices.

The $64,000 Question

The question that needs answering is why did it take a lone Presidential
voice to suddenly call the nation’s attention to a problem which (in the
President’s words) ‘“has not yet overwhelmed us'' but could if *'we do not act
quickly.”" How could ‘‘our rapidly shrinking reserves’” so suddenly have
created elements of *‘a national catastrophe’’ if not attended to *‘without fur-
ther delay’’ requiring attention ‘‘the ‘moral eqivalent of war.” " How could 2
sitvation of such immense gravity and peril have developed apparently
undetected and unnoticed by a Congress with its economic and energy commit-
tees? How could such a situation have developed, apparently unnoticed by ail
the economists, expents and statisticians in Washington? How could it have
developed undetected by the nation's media? It is as if the President came
before us on April 18th and shocked the nation by informing us that there was
indeed an elephant in everybody’s living room.

Can We Learn A Lesson From A City Besieged?

Finally, President Cartet’s statement that he would not allow profiteering
in connection with the energy shortage reminds me of an incident involving a
medieval city under siege.

An encmy force had encircled and blockaded it and, consequently, its food
supply was exttemely low. Soon food was being smuggled in because of the
high prices that could be charged. When word of this reached the reigning
Duke, he decreed that he would “‘not allow food profiteering because of the
city's food shortage’ and thar those caught would be arrested and executed.
Well, this eliminated food profitcering, but i also climinated food from being
brought into the beleaguered city, since it had only been the prospect of big
profits that induced smugglers to accept the risk of bringing it in. With sources
of food now cffectively eliminated, the city was casily statved into submission.

President Carter’s concern with *'profiteering”’ due to the energy shortage
will prove just as foothardy and counterproductive as the Duke's

The Myth of Carter's “Jobs Program”

Caping a front page story in its May 14, 1977 issue, the New York Times
proclaimed...*'Carter Signs Bill for Public Works and Creation of One Million
Jobs.”” This kind of **reporting”” was no doubt duplicated in papers across the
country, while similar claims were undoubtedly made by the nation's
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newscasters. Is it any wonder then that the American public is largely ignorant
concerming the real impact of government economic meddling — since not on-
ly will Carter’s '‘jobs program’™ not create, on balance, any new jobs but it will
actually dersroy jobs and lower the nation’s standard of fiving.

The reason is quite simple. The $13 million that the government will spend
creating ‘‘jobs”’ must obviously be taken out of the private economy, so that's
$13 billion private citizens can't spend for such things as: automobiles,
clothing, houses, furniture, plant expansion, etc., etc. -—— which obviously
destroys jobs in these areas. Carter’s “'jobs program’’ merely shifts an addi-
tional $13 billion of spending from the public to the government. The reason
the government is able to fool the public concerning its ability to create *‘jobs’”’
is that those put to work by the government on such meaningful projects as rak-
ing leaves, washing post offices, etc., etc. are highly visible while those rbrown
out of work because of the impact of governmeni taxation are largely invisible,
The government, of course, loves to call attention to the employment it says it
“‘ereates’’ when it rpends the public’'s money, but ignores the unemployment
it creates when it fzées the public's money.

Now, some will argue thac the government can finance these “'jobs™ by
borrowing or deficit spending in lieu of direct taxation and thus it need not
cause a $13 billion shrinkage in private spending. Such reasoning, however, is
fallacious, First of all, if the government borrows the $13 billion (without ac-
cwally printing it), it will sull draw $13 billion out of the private economy and
so again the government simply spends what it has prevented private citizens
from spending. In addition, such borrowing would put upward pressure on in-
terese rates (by increasing the demand for borrowed funds) which would have a
depressive effect on business expansion and the ability of the private sector to
sustain and create real jobs.

If., however, the government simply printed the $13 billion (creating
“‘jobs’’ by naked inflationary financing), the government would, by forcing up
prices, simply lower the purchasing value of all savings and unmoney in the
public’s hands. With its unmoney and savings now worth proportionately less,
the public can only buy /esr, thus again the government has precipitated a
decrease in private employment. The destruction of jobs by the government
will, in every case, be the same, only achieved differently depending on what
mix the govetnment uses to finance the $13 billion expendiure.

If the government, while attempting to create jobs, merely destroyed as
many jobs as it ““created’’ that alone might not be so bad — the real wagedy is
that the government will actually destroy more meaningful employment in the
private sector then the uneconomic employment it **creates’™” in the public sec-
tor, and will thus fower the nation’s standard of living. The reason is again
quite simple. For the government to merely collect for and administer chis $13
billion “*jobs program’” will itself require the expediture of many miilions if
not billions in government bureaucratic salaries and overhead — so. right off
the bat there is real economic loss as useful, economic, private employment s
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IRWIN A, SCHIFF FINANCLAL PLANNING

SPECUALAZING W Tial BaLTEAED atb DOLLAN HEDOE IWESTHENTS

Movember 23, 1976

Mr. Fussell L. Munk
Assiatant General Counsel
Cupartment of the Tressury
0ffice of the Ganaral Counsel
Mashiogton, 0.C.

Dear Mr. Munk:

I am still coofused concerning whether or not I earp eny mcney which can b
lewfully taxed under the IRS Code as presently written. Sisce I have not
raid any Federal incosme taxes since 197h because of this confusion, I would
1like to get thia settled to zes if I incurred any tax liebility for 1976.

Is it the Tressury Dspartment‘s contention that m discontinued promise to puy
doilers are dollurs themselves? Ig it the Treasury Department's view that
Federsl Resarve notes are, in fact dollars? May I plense have & siople yes or
wo ansver to this question?

T call your attention to Section 314, Title 31 of the 0.5, Code vhich defines
s dollar ip terms of gold and the duty of the Secretary of the Treasury to
aaintain such parity. I esk you now how has the U.5. Tressury oeintained the
“parity" required by law?

T mlec call your atisntion to the attached letter I recently received fram Mr.
Horman Bernard, Special Asgistaot to the Board of Governors of the Federal
Feserve, Please oote that Mr. Perpard states that "the value of & dollar mwans
what the dollsr will buy." If thia is true, then it is iopossible to define 8
dollar in abscluts tarms since prices Tluctusta, and if wea have o Tluctuating
dollar, how cap wealth be realistically, consistently, and fairly measured! Do
you coocur with Mr. Bernacd that a dollar capnot oow be defioed io sbeolute and
definitive tarms?

In the fioel analysis, I would like to know what exactly a dollar sigo means as
it appears on Internal Revemue forms 100! If it does not mean constitutiopally
defiosd doliars but Federal Reserve notes, then vhy should dollar sigos appear?
Why not anotper deaignation? FAN's--for iostence.

I would like @ clear and direct answer to this questlom since if the U.5. Tres-
sury cannot defips a dollar as cpposed to s Federa)l Reserve note, then no American
can logically and lawfully compute any tax forBe=be it Federal ipcoge tad, estate,
ot gift, thet requests information io dollar totals.

Now==after dafining s dollar for ms, please tell me where I cap get onat

Very tr U
. +
Irwin A. BehiYr
IAS e
Eoclogure
LD T AV, ST S, HASDEN, COMMETHCUT B HO) 2 -1d7s

Figure 46
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DEPARTMENT OF THE TREASURY
QFFICE OF THE GEMERAL COUNSEL,
WASHINGTON. B & 10220

FEB 18 1977

Dear Mr. Schaff:

This is to respond to your letter of November 23, 1976
in which you request a definitien for the dollar as dis-
tinguished from a Federal Reserve note.

Faderal Reserve notes are not dellars. Those noktes
are depominated in dollars, which are the unit of account
of United States money. The Coinage Act of 1792 established
the dollar as the basic wnit of United States currency. by
providing that "The money of account of the United States
sliall be expressed 1n dollars or units, dimes or tenths,
cents, or hundredcths .." 31 U,5.c. § 171,

The fact that Federal Reserve notes may not pe con-
verted into gold or silver does not render them worthless,
My, Pernard of the Federal Reserve Board is gquite correct
in stating that the valoe of the dollar is its purchasing
power. Professor Samuelscon, in his text Economics, hotes
that the dollar, as our medium of exchange, 1% wanted not
for its own sake, but for the things it will buy.

Finally, I must inform you that there is no legal basis
for an arguement that a taxpayer need not file a return of
his income, expressed in dollars, on the ground that Federal
Resarve notes are not “"dollars® or that oniy gold and silver
coin are lawful money of the United States for tax or other
purposes. See Kell v, Wayzata State Bank, 1%7 F, 24 124, 127
{8th Cir. 1968)7 Horne v, Federal Reserve Bank of Hinneapolis,
344 £.2d 725-29 (§th Cir. I965T.

I trust this information responds to your inquiry.

Sinceraly yours.

iy . C .
ER ‘/.J'fl/-’ % ' /
'Russell L. Munk
Assigtant General Counsel

Mr. [rwin A, Schiff
P.D. Box 5303
Hamden, Connecticut 08518

{This two page lecter was shonened to anc page.)

Figure 47
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sacrificed for largely useless, bureaucratic employment. In addition, practically
all government created “‘jobs'' will be of a marginal, uneconomic ‘‘service’’
type while the type of employment that government taxes destroy is of a more
economic and productive nature related to satisfying real economic need and
involving productivity capable of being exported. Will anything be produced
by government created ““jobs™ that can be used, for instance, to help fight the
nation’s balance of payments problem?

In passing it should be noted how easily the New York Times was fooled by
government PR claims, so that it could uncritically report that Washington
could indeed create “"one million jobs."" You might think that so influential a
paper would have at least realized that since the average U.S. industrial worker
is supported by $37,929 of capital’ — it would require a capital imvestment of
approximately $37.9 billion to create and swrfarm one million legitimate jobs
and not a relatively puny, one shot, expenditure of §13 billion (and, remember
that's gross spending, not mes invesiment) the government claims will do the
job.

The above figure alse cxplains, of course, why America is suffering from a
high level of unemployment. The capital really needed to support real employ-
ment is simply being taxcd away by government in order to fund a variety of
wasteful and, in many cases, asinine (such as the *‘jobs program'") government
projects. (For more on government created *‘jobs,’” see pages 177-178.)

In the final analysis, Carter's claim that his economic ''stimulus’™ program
will create ““one million new jobs’* should be filed with such other government
claims as: “*Social Secutity is soundly financed’’ and ‘‘our Vietnamese involve-
ment will only cost $15 billion.

The Tax Rebellion Grows

America is certainly not lacking in organizations and publications seeking
to promote limited government and individual responsibility, but, despite the
efforts of such organizations, the nadon still relentlessly moves towards the
cliff’s edge. It may indeed be too fate to educate sufficient Americans to vote
responsibly, since the government has created so many vorers with a vested in-
terest in government handouts that responsible voters may, indeed, be licked ac
the polls even before they start.

It may be thac the one stand that understanding and patriotic Americans,
who have a clear picture of whete the government is waking us, can take, is to
stmply dig in their heels and say, ‘‘Nothing doing, we’re not coopetating in
out nation’s destruction.”

If the country is to be spared the fare of England and lwaly (and ancient
Rome) it may be because of the growing army of tax rebels — now numbering
in the millions. It may be that only when Washington politicians see crystal
clear evidence of growing legal defiance and legal rebellion amoung more and

YAccording to the 1976 Fortune survey.
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/N A SCHIFF FJNANCW. PLANNING

HPECIALLMG i TAK SHEL TERED AraD O AR HEDGE Sevg 5 TENTS

April 15, 1977
Diptrict Director
Ioteraal Teveous Service
North Atlmantic Region
Andover, Massachusettea 01899

Dear Mr. Director:

The attached lettar from Mr, Russelj L. Wunk, of the Treasury, establishes be-
yood question that I am not required to file & rsturn; but, I'm doing 5o anyway
80 the govermeent can have the benefit of my thinking.

Please note that Mr. Munk clearly otates "Federal Reserve notes are not dollars,”
Bowever, page 5 of “Your Federal Income Tax, 1577 Edition" statea:

"k single individual must file & return if he or she hed $2,450
(dellars) or more groes income for the year,"

Sipte I only earned Federsl Reserve potes, I obvicusly did not receive the re—
quisite pumber of dollars requiring me to file., In sddition, I would point out
that the last paragraph of Munk's letter i3 meraly rebutable opiniom, sipte the
canes cited are no more applicable they i3 the mondtory understaoding of 8 Paul
Seauelscn.

Purtber, Mr. Muok's observation that Tthe valus of the doller ie 1ts puarchasing
Power" flluatrates hovw the govermuent violatea the {onstitution which states
that the valus of money Is to be regulsted by Congreas-—pot the markstplaca,
Wow, while I 419 oot earn any dollers, I did sern som= notes of the Federal
Feperve, and, according to the sbove TRS mapual, the FALT market value of “notes
of other svidences of indebtedpeza,,.is usually the best anount you cap get frow
++:A Dank or other buyer of such paper.”

Therafore, oo December 8, 1976, 1 went directly to the Feders) Reserve Bapk of
How York and requested toat my Faderal Reserve notes be redeemed Tor lewful
dollars as defined in Sections 310 and 821 of Title 31 of the 4.5, code. They
Telfuged sod offeresd only to exchapge them for other notes. Thus, ons must con-
clude that Federal Regerye potes have no determinable, real dollar, market value.
I sdmit that private cltizens did give me goode aod services For theme poteg, but
T doo't smea how one cap lipt on a 10O ell the gooda end ssrvices received for
ontes woen the return itself insietg that incowe be shown io dollars snd not In
goods and gervices, I sk also st & logs toe understand how goe would convert
gooda and pervices received for aotea into a dollay total. What kind of doliars
would one uset Gold dollars or silver dollars? And, how would their values he
d=tarmined?

1 will be pleassd to refile if you can show me bow ootes, themsslves nefthar rse

Lle 1pn or sxek ble for deliars, can be converted into dollars apd thos
taxable according to the IRE reguletion cited above.
oy t 'y

rwip k. Schlrt
IASfve
Enclogurae

Tald e ingr A ViR, SHH 304, N, COMMECTICUN SH5HE - 2R3 T8 10

Figute 48
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more Americans will it even begin considering reversing the nation's disastrous
course.

Tax rebels received some powerful new ammunition when I received a lerter
from Russell L. Munk, the Assistant General Counsel of the Department of the
Treasury (see Figures 46 and 47), officially admitting that ‘‘Federal Reserve
notes ate not dollars,”’ The implication of Munk’s admission is contained in
Figure 48, the covering letter for my 1976 income tax return.

If you are convinced of the growing danger to our nation from the relentless
growth of government, you should seriously look into the tax rebellion move-
ment; since, while the situation isn’t hopeless yer, it just soon might be,

Figure 49

Julliard v. Greenman
110 U.S.,421 [1884]

Dissenting Opinion: Field J.
Final paragraph . . .

From the decision of the court I see only evil likely to follow, There have
been times within the memory of all of us when the legal tender notes of the
United States were not exchangeable for more than one-half of their nominal
value. The possibility of such depreciation will always attend paper money. This
inboen infirmity no mere legislative declaration can cure, if Congress has the
power to make the notes a legal tender and to pass as money or its equivalent,
why should not a2 sufficient amount be issued to pay the bonds of the United
States as they mature? Why pass interest on the millions of dollars of bonds now
due, when Congress can in one day make the money to pay the principal? And
why should there be any restraint upon unlimited appropriations by the govern-
ment for all imaginary schemes of public improvement, if the printing press can
furnish the money that is needed for them?
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IRWIN SCHIFF has written and produced numerous books. tapes and pack-
ets designed to help Amertcans deal with the IRS and frustrate its attempts to ille-
gally take their property. In 1996 the IRS {actually it was the federal goverament
that did it} seized over 3.000,000 paychecks and bank accounts. All of these sei-
zures were illegal. since the IRS is purely an administrative agency without any
seizure powers whatsoever. The IRS is not given any enforcement power in the
Internal Revenue Code - s¢ where would it get its setzure authority? The author
believes that if you follow his procedures and know his material you can avoid
paying income taxes and also avoid the kind of illegal IRS harassment suffered by
mitlions of Americans in the past, most of whom filed traditional returns and paid
billions in income taxes they never had to pay.

As a result of the highly publicized Senate hearings held in the summer of
1997 which revealed wide scale IRS abuse, Congress was compelled to do some-
thing. They passed new laws designed to stop the kind of IRS behavior revealed in
those hearings. These laws became effective in 2000 and can stop the IRS cold if
you know how to use them - especially in conjunction with other procedures devel-
oped by Mr. Schiff. These new taws - and how to take advantage of them - are
covered in “Schiff Reports” #5 & #6. The Schiff Reports consist of 6 tapes and
numerous documents designed to protect you from IRS harassments. They enable
Mr. Schiff to update us material to reflect improved procedures and to adjust to
new laws and new IRS procedures designed to circumvent those laws. The IRS is
determined to continue its practice of extorting income taxes from the American
public (knowing that Congress and the courts will stifl 1ook the other way) - regard-
less of any laws passed by Congress to allegedly stop such practices.

In order to lead a confident income tax free life Mr. Schiff recommends that
you have as a minimum:

The Federal Mafia ($38.00); The Great Income tax Hoax ($28.00); the 3
142 hour video seminar, Secrets te Living an Income Tax Free Life (3151.00)
Schiff Reports #5 & #6 ($85.00 each); the Internal Revenue Code, color tabbed
and highlighted so you can beat IRS agents to death with the law itself ($75.00);
and the Audit Packet. ($55.00). In the event that the IRS is now threatening to
seize your property. you should also order the Lien & Levy Packer ($55.00). In
any event, you can call FREEDOM BOOKS at 1-800-829-6666 and someone wil
direct you to the material you need. Or write FREEDOM BOOKS a1 344 E, Sa-
hara Ave., Las Vegas, NV 89104 for order forms Listings all the books and tapes
available.

Also. all of our material is displayed on our web site (at
www.paynoincometax.com) and you can order on line.

So get this material. Leaen 1t. And you too can begin leading an income tax
free life.



Other Books, Audio and Video Material by Irwin Schiff

THE FEDERAL MAFIA is the latest of a series of books written
by Irwin Schiff which expose how the Federal Govemment has been
criminally extorting income taxes from the American public. In this
book Schiff reveals how every aspect of the Government’s collection
of this tax is based on fraud and deceit. He also explains how you can
not only stop paying this tax, but also how you can get back all the
income taxes you might have already paid - both Federal andstate.
The book reveals a secret that the Federal Government has managed
to keep hidden for over 50 years: the taxes taken from your pay-each
week are not income taxes, but represent an unapportioned direct
tax on your wages, which would be unconstitutional, if not for the
fact that, by law, such taxes must be refunded to you as covered in
this book and attachments. 304 pages, $38.00
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Irwin A. Schiff was born in
New Haven, Connecticut in
1928, and is a graduate of the
University of Connecticut,
where he majored in economics
and accounting. After serving in
the Army Finance Corp, he
entered the life insurance field.
He carned a C.L.U. degree in
1958, opened his own agency in
1960, and became a licensed
(N.A.5.D.) securities salesman
in 1962, His extensive business
and financial dealings afforded
him ample opportunity to view
first hand the distortions, the
incfficiencies and the hardships
caused by government regula-
tion, taxation, and economic in-
erference.

In 1968, he testified before the Senate Committee on Banking and Curten-
cy opposing removal of gold backing from U.S. currency. His testimony (see
Appendix B), while diametrically opposed to that of all government witnesses,
proved to be dead right, while those of government “*experts’” proved to be
dead wrong.

Growing increasingly fearful that irresponsible policies pursued by
Washington politicians could only lead to economic and social disaster, he
dectded, in 1974, to write a book explaining why and offering solutions to pre-
vent it.

However, based upon the extensive nature of the Federal government's
criminal activities and the extent to which it was subverting the American
economy, he decided in 1974 that he could no longer pay Federal income taxes,
since to do so would make him an accessory to such criminal and subversive
acts. The reader may judge whether the facts he presents suppott that decision.



