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1. Introduction

Thisisan essay which takes asits jumping off point the free enterprise system. It then at-
tempts to evaluate the contributions of four distinguished scholars to monetary theory in
general, and to an evaluation of thegold standardin particular. | takefor granted the general
case for markets, competition, economic freedom.” The four individuals mentioned in the
title have been chosen because they arewidely believed to be exemplarsof thislimited gov-
ernment, free market, political philosophy - and are also opponents of the gold standard. It
isoneof the purposes of the present contributionto test that very proposition. Towit, itisan
attempt to see how consistent with their otherwise expressed principles of free enterprise
are their contributions to monetary theory.

Which monetary regimeis consistent with the free enterprise philosophy? In order to
answer that, wemust first be clear on what ismeant by thispolitical economic theory. Lais-
sez faire capitalism implieseconomic freedom and private property rights. Aslong asthese
arerespected, aperson may do whatever he wishes; there are no economic regulations, and
government islimited to protecting personsand property through courts, armiesand police.
Peopleare*“freeto choose” (Friedman and Friedman, 1980) withintheselegal constraints.

My argument is that the gold standard is the only financial arrangement compatible
with such avision (Mises, 1966, pp.471-478). Thisis because all that is meant by a gold
standard arethose monetary arrangementswhich arearrived at by freely choosingindividu-
als. However, it is a matter of historical fact that whenever societies have been “free to
choose” inthisregard (Menger, 1950, pp.257-285), they have alwaysevolvedtogold.®Itis
for this reason that an actual misnomer has arisen within the field of economics: athough
“gold standard” would appear to imply that the yellow metal has something to do with
monetary arrangements, thisisnot strictly true. In actual point of fact, the phrase* gold stan-
dard” now denotes whichever commodity emerges as money from the free interplay of
market forces. For example, if silver, or platinum, or some other commadity were to have
arisen asthe money as aresult of free market forces, there is not one advocate of the “gold
standard” who would be disappointed; thisis the case, because, literally, that is how the
phasefunctionsin our language: it refersto free market money, whatever itschemical prop-
erties.

Thismakesour quest at oncemoredifficult and easier too. Itisnow simplicity itself to
beabletodeclarethat all thosewho opposethegold standard (asdefined above) cannot pos-
sibly advocate free enterprise, at least in this one field. Thisfollows from the very defini-
tion. If all that gold standard means is marketplace money, and one opposes the gold
standard, then one cannaot without pain of contradiction assert that he favorsthe free opera-
tion of markets. Butitismoredifficult, too, if only for psychological reasons; opponents of
thisthesiswill feel victimized by sharp practice; they will chargedefinitional |egerdemain.
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But there is no way out of this contradiction. The gold standard advocate means no
moreby thistermthan “freemarket money.” Theproof of thisisin hiswarm embrace of any
other metal (or commadity) which comesto be used asthe money medium in the absence of
any government compulsion. To be fair to the critics, however, we now turn to a careful
consideration of their several objectionsto our thesis. We do not take up those emanating
from Marxists, Keynesians, others self avowed enemies of economic freedom. Rather, we
look at the critiques penned by scholarswho are associated with thisvery same perspective.
And not only arethe four scholars mentioned above associated with it: they are seen by all
and sundry as leading advocates, as foremost spokesmen, for economic liberty. All the
moredisappointing, then, that all four haverejected themarket’ schoiceinthisregard, infa-
vor of apanoply of idiosyncratic interventionistic monetary schemes.

2. Milton Friedman

Friedman (1960, p.4, emphasis added) starts out on ahigh note, fully justifying hisleader-
ship rolein thisfield. He states:

“The (classical) liberal is suspicious of assigning to government any functions that
can be performed through the market, both because this substitutes coercion for vol-
untary cooperation, inthe areain question and because, by giving government anin-
creased role, it threatensfreedom in other areas. Control over monetary and banking
arrangementsisaparticularly dangerous power to entrust to government because of
itsfar-reaching effects on economic activity at large- asnumerous episodesfrom an-
cient times to the present and over the whole of the globe tragically demonstrate.”

After ringing thisglowing endorsement for monetary freedom, one could almost infer
that he favors the gold standard. After al, he extols the virtues of the market and of free
competition, and asweknow, it wasthrough thisvery processthat gold “ beat out” all other
competitors. He forthrightly distinguishes between voluntary cooperation and coercion,”
and this, too, impliesthe gold standard, the only monetary system which arose through the
voluntary cooperation of the market.> Not content with merely atheoretical account of the
virtues of the gold standard, Friedman seemingly buttresses his case with an empirical his-
torical note, attesting to thetragic history of governmental (e.g. non gold standard) control.
What more could be said on behalf of gold in so short a statement? Nothing at all.

In the event, however, we are sadly disappointed. For after so promising abeginning,
our reasonable expectations that this is just the preliminary to a clarion call for market
money is dashed to pieces. Says Friedman (1962, p.40, emphasis added):

“The fundamental defect of a commodity standard (read gold standard) from the
point of view of the society as a whole, isthat it requires the use of real resourcesto
add to the stock of money. People must work hard to dig gold out of the ground in
South Africa- in order to rebury it in Fort Knox or some similar place. The necessity
of using real resourcesfor theoperation of acommaodity standard establishesastrong
incentive for people to find waysto achieve the same result without employing these
resources. If peoplewill accept asmoney piecesof paper onwhichisprinted ‘| prom-
iseto pay - units of the commodity standard,” these pieces of paper can perform the
samefunction asthe physical piecesof gold or silver, and they requirevery much less
in resources to produce.”
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Thisisvery disappointing, to say theleast. The argument as presented herein thetwo
guotes above amounts to the following syllogism:

(1) aringing endorsement of freedom
(2) aredlization that this freedom will cost real resources

(3) theconclusion that we should not indulge in such freedom after all, since it
costs something; instead, there is an option made on behalf of coercion, and
weareineffecttoldtoforget al about “ substituting voluntary cooperation for
coercion.”

L et usassumefor amoment, with Friedman, that freedom costsreal resources, at |east
inthe monetary field. Thisstill doesnot logically imply anything like (3) the conclusion of
his argument. For there are very different aternative resolutions of these propositions,
which make at | east as much sense as hisown. For example, what about “justice though the
heavensfall?’ What has become of “our lives, our fortunes, and our sacred honors?’ And
wherehasgone* millionsfor defense, not apenny for tribute?’ These, too, areequally valid
as conclusions of the Friedmanite premises. That he has not taken up any of themisirrele-
vant to his skills asapositive economist, but speaks volumesin termsof hisranking of the
importance of premises (1) and (2).

Nor need weresort only to philosophical notionsof freedom. Evenwithout theseargu-
ments, it still does not follow that just because a gold standard costs something, it is not
worth it and should therefore be eschewed. Cars, houses and sailing boats all cost “real re-
sources.” Doesthis mean we should never buy them? Not at all. The usual ways such mat-
ters are settled is to consider their costs as well as their benefits.

What, then, are the values of gold asamoney? Why should people pick it when they

e“freeto choose?’® Why should this be their choice when it “costs real resources,” and
there areall these cheap substitutes potentially available? To ask thequestioninthisway is
practically to answer it. They choose gold, they have always chosen gold, because even
though it is more expensive’, the credits derived more than make up for the debits. The ad-
vantages provided by gold vis avis other commaodity standards (malleability, portability,
high value per unit weight and volume, etc.) areonly thetip of theiceberg. Of far greater im-
portance is its superiority when compared to fiat paper. And here the record is clear.
Throughout history, andeveninthe modern era, millionsof peoplehavebeen victimized by
governmental fiat currency inflation®, even as Friedman has himself stated above.

Thepointis, goldislikeaninsurance policy. Just aslocks, fencesand doorsareused to
precludelossesfromtheft - eventhough they comeonly at the expenseof real resources, so,
too does the costly use of gold attain something desirable, namely, protection from statist
monetary depredations.’

So far, we have been assuming the truth of (2). It isnow timeto call thisassumption
into question. Much to the contrary of Friedman’ sassertion, itissimply not truethat agold
standard will be a debit, even in financial terms. Digging gold in South Africaand else-
where, and burying it in Fort Knox or similar places takes place anyway, whether or not
gold isthe money medi um.”® This metal isavaluable commodity, and will be sought after
whether or not it is used as money.™
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Let us now address ourselves to severa other problems with Friedman’s analysis.
First, fromwhose perspectiveisthe choice of monetary medium to be made? Friedman pre-
sumably speaks “from the point of view of society asawhole.” The obviousretort hereis
that from the economic perspective, only individual s choose, not societies as awhole, and
whenever individuals have been free to choose, they have selected gold from amongst all
market possibilities. Fiat currency, to be sure, has been imposed on societies, but never
freely chosen.

Theonly interpretation of Friedman’ sremarksthat islogically coherentisthat itisnot
fromtheeconomic perspective that the choosing of amonetary systemisto beattained, but
rather fromthe political. If thisisthe correct meaning, then thetruth of his statement cannot
bedenied. Wedidindeed choose paper money through the political system; itisundeniable
that our democratically elected representatives chose to rescind the market choice of gold,
and imposefiat currency inits place. But what doesthis have to do with freedom? Just be-
cause amgjority of the people elected representatives who choose a certain path does not
mean that this path enhancesliberty. Indeed, onemight go so far asto defend the very oppo-
sitethesis: that if ademocratically elected government made a given decision - of any kind
type or variety - it was probably counter productive to freedom.

Second, Friedman asserts that there is “a strong incentive for people” to find substi-
tutesfor gold money, sinceit costsreal resources. We have seenthefallacy of thelatter part
of thisclaim, but theformer isproblematic aswell. It impliesthat the masses of the people,
through markets, prefer greenbacksto gold. In actual point of fact, though, such adecision
wasnever madeinthismanner; onthecontrary, thiswasimposed from above, politically.

Third, he talks of “people accepting as money pieces of paper on whichis printed ‘I
promise to pay - units of the commodity standard’.” But this is entirely ingenuous. Of
course, they will accept a statist medium of exchange after legal tender laws require this,
and after gold hasbeenin effect outlawed asamoney. But thisisan entirely different matter
than the one addressed by Friedmaninthefirst (1960) quote above. There, hetalksinterms
of substituting coercion for voluntary cooperation, presumably allowing the decision asto
the money substanceto emanatefrom markets; here, he speaksof “ accepting” paper aspay-

ment under a political regime which compels such behavior and prohibits alternatives.

Even more egregious, thisstatement isentirely compatiblewith thegold standard! For
no one definesthisinstitutional arrangement in such away asto preclude people from car-
rying around in their walletswarehouse recei ptsfor specific amounts of thismetal. E.g. un-
der a full robust 100% gold standard, people could still conduct business with checks,
plastic credit cards, or folding money, or any other convenient substitute. Thepointis, all of
these transactions would be in terms of gold; this metal would underlay al commercia in-
teractions, evenif itsactual useismainly implicit. Under thisinterpretation, Friedmanisin-
comprehensibly attacking thegold standard by praising oneparticul ar aspect of it.*> Thus, if
all that ison hismind isthe saving of resources, our economic freedom need not be pillaged
in order to accomplish thistask. All we need do isreinaugurate the gold standard, and con-
tent ourselveswith thefact that various money substituteswill undoubtedly beemployed as
attributes of it, thus obviating the need for digging up excessive amounts of gold.

In addition to the fame he has garnered as an opponent of the gold standard, Friedman
hastaken ahigh profilein support of flexibleexchangeratesbetween different currencies.
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In contrast, afull worldwide gold standard implies fixed exchange rates. In this sce-
nario, the namesof the national currenciesindicate, merely, thedifferent numbersof grams
of the precious metal embodied in them. For example, the pound might be four grams of
gold, the dollar two grams, and the yen one gram. If so, there is an unambiguous, totally
“fixed” exchange rate between them al: theratio of 4:2:1. That is, the pound is twice as
valuable asthe dollar, which in turnisworth two yen; and of course four yen trade for one
pound.

Itissometimes objected that thiswoul d be akinto price control, wherethe price of one
commodity is“fixed” in terms of another, or of money. But nothing could be further from
thetruth. Thereasonfor the“fixity” in price controlsisdueto legislative enactments. If sil-
ver must exchangefor gold at therate of 16to 1, thisisbecause of unwiseandinvasivelaw,
not any natural requirement. But afixed gold exchangerate comes about for entirely differ-
ent reasons. It is because the various national currencies are simply the names of different
amounts of gold; thefixity, here, isengendered by thisfact, not man madelaw. Itisasnatu-
ral asthefact that nickels, dimesand quarterstrade at fixed rateswith one another, that feet,
yards and miles are al inextricably tied up with one another in fixed proportions. The
former is clearly aviolation of market freedom; not so the latter.

Oneproblem with flexible exchangerates, therefore, isthat they cannot be made com-
patible with a worldwide gold standard, which requires fixity, not flexibility. Another is
that they lower the barriers against inflation. Gold, of course, istheinflation fighter par ex-
cellence. Sinceitisvirtually impossibleto counterfeit thismetal, at least in the modern era,
the stock of money under thisstandardisfixed, apart from new mine production. Thisholds
true apart from this consideration. Even in the absence of a pure gold standard, fixed ex-
change rates provide some insurance against inflation which is not forthcoming from the
flexible system. Under fixity, if one country inflates, it fallsvictim to abalance of payment
crisis. If andwhenit runsout of foreign exchange holdings, it must devalue, arelatively dif-
ficult process, fraught with danger for the political leaders involved. Under flexibility, in
contrast, inflation brings about no balance of payment crisis, nor any need for apolitically
embarrassing devaluation. Instead, there is arelatively painless depreciation of the home
(or inflationary) currency against its foreign counterparts.®

3. Robert Mundell

How does Robert Mundell fit into the gold standard picture? Strictly speaking, he does not
fitinatall. Heisnot particularly known for hisviewson thissubject, and spendslittleof his
intellectual capital onit. Thisisnot to say heeschewsit totally; onthe contrary, hisviewsin
thisregard aretypical of most mainstream economists: he rejectsthe monetization of gold,
contenting himself with attempts to bring greater accountability to a system that has long
since been wrenched out of the hands of the market, and given over to the tender mercies of
the political system. In his particular case he advocatesthe “gold pricerule” whichissimi-
lar, ineffect and inintention, to Friedman’s3% “rule” for thefed. That is, itisan attempt to
obviategovernment’ snatural tendency to inflate, without setting up a separation of money
and state, aswould exist under apure gold standard. If thiswereall therewastoit, hewould
not have been included in the present work.

Thereason he isworthy of this dubious honor - apart from the fact that like the other
three, heisnoted for ageneral stanceon behalf of economicfreedom-ishiswork inthethe-
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ory of optimal currency areas(Mundell, 1961).* That i, the question of what geographical
zone is appropriate for each type of money.

In hisview, the“optimal currency area’ isnot thewholeworld. Onthecontrary, it en-
compasses far less territory than that. Right off the bat, that puts him in conflict with the
gold standard view, which of course sees the optimal currency areafor gold as the entire
globe. Thus, not only should not theworld be on thegold standard for Mundell, it should not
operate on the basis of any one currency, no matter what it is, whether or not it isgold. We
need, in hisanalysis, many currencies. But not competing ones, the Hayekian perspective.
Instead, each one should be supreme, without its own area.

How does he arrive at this conclusion? He starts of f with an initial assumption of full
employment and equilibrium in the balance of payments. Then he positsashift in demand,
say from country B to country A (Mundell, 1961, p.658). In his Keynesian model, this
causes unemployment in B and inflation in A.*> As aresult, there will be a flow of funds
from B to A; B will bein balance of payments deficit, A in surplus.

To correct unemployment in B, there should be an increaseinitsmoney supply.’ But
thiswould aggravate inflation in A. So slower or zero monetary growth isindicated there.
Or, best of al, afal inthevaue of B’'s currency, and arisein that of A's.

To the unreconstructed Keynesian, this represents no problem at all. With their keen
insights into the workings of macroeconomics, money manipulation, fine tuning, flexible
exchange rates, al is solved.

Now suppose that the world consisted of only the US and Canada (Mundell, 1961,
p.659). Again, Mundell posits a situation of initial full employment, and balance of pay-
ment equilibrium, thistime between thedifferent regionsof thetwo countries. Asbefore, he
then assumes a shift in demand. This is not from one country to another, but rather from
goaods produced in the western part of both countries to goods produced in the east.

Theanalysisflowsaong familiar channels: asaresult of thisdemand shift, there will
beunemployment inthewest, andinflationintheeast. Therewill beaflow of bank reserves
fromwest to east. Thewest will bein (internal) balance of payments deficit, the east in sur-
plus. To correct unemployment in the west, an increase in the money supply would be
calledfor. But thiswould just exacerbate theinflation in the east. Unlike the previous case,
thereisno solution for Mundell. Except, that is, if currency istailored to regionswhich are
economically significant, not nations, which need not always be. To wit, thereisasolution
if the east and the western zones each have their own separate currencies. Then, the twin
scourges of unemployment and inflation can be solved asthey were before, through the use
of monetary and fiscal policy and flexible exchange rates.

Having presented thismodel, et us now consider afew of itsdrawbacks. First, how is
theregion to be defined? Mundell doesthisin terms of aplace within which thereisfactor
mobility, and outside of which thereis none. But regions so defined continually change.*’
That is, relative prices, new discoveries, innovations, the supply and demand of comple-
mentsand substitutesarein acontinual flux inthereal world. If thereareto be separate cur-
renciesfor each region, and the regions keep changing, the implication would appear to be
that the currencies, too, should continually bealtered. This, however, appearsmoreasarec-
ipe for chaos than a serious suggestion for a new monetary policy.
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Further, in one sense government isthe main or only source of factor immobility. The
state, with its regulations, required specifications, “buy local” requirements, licensing ar-
rangements - to say nothing of explicit interferences with trade - is the prime reason why
factorsof production arelessmobil ethan they would otherwise be. In abygone erathe costs
of transportation would have been the chief explanation, but what with al thetechnological
progress achieved here, thisisfar lessimportant in our modern “ shrinking world.” If thisis
S0, thenunder lai ssez-faire capitalism, therewould bevirtually no factor immobility. Given
even the approximate truth of these assumptions, the Mundellian region then becomes the
entire globe - precisely asit would be under the gold standard. (Here factor immobility is
being defined as essentially government prohibition on trade).

Thereisan entirely different sense of factor mobility, however. Lying at the opposite
end of the spectrum from the previous one, here it consists of the fact that costs (mainly
trangportation costs) render factors immobile, geographically. Based on this assumption,
eachindividua personwould haveto be defined asaseparate region. Thisis so because by
definition heistheregionwithinwhich thereismobility, and outside of which thereisnone.
What istheimplication of this second model ? I there are supposed to be as many different
typesof currenciesasregions, and if each personisaregion, thentherewould haveto beas
many currencies asthere are people - a separate type of money for each person. The prob-
lemwiththis, of course, isthat it would bethe end of money asweknow it. A world with six
billion different currenciesis, in effect, aworld with no money at all. Under these condi-
tions we would fall back to asituation of barter.

Mundell himself sees this problem.™ But rather than shrinking in horror from either
scenario (especially thelatter) he proposeswhat all economistsin good standing in the neo-
classical school would propose- acost benefit analysis. If the primary goal iseconomic sta-
bility, then the number of currencies should belarger; if it isthe use of money asamedium
of exchange, then the fewer the different numbers of currencies the better. So, what is the
optimal number of currenciesfor the world? Mundell does not vouchsafe us a specific an-
swer to thisrather important question. Reading between the lines, one getsthe feeling that
thisnumber should liefor Mundell somewherein between several dozen to afew hundred,
but as he never specifies, thisis at best an educated guess.

So far, we have accepted the stability argument; the quaint Keynesian notion that
monetary and fiscal policy can lead usto the promised land. Actually, however, the charge
that Keynesianismisdead fromtheneck upishardtoresist. Andthat it waskilled of f by the
spectre of inflationary recession. For inthisworld view, the antidoteto inflation isto draw
down expenditure, whether by fiscal or monetary policy. The cure for unemployment, on
the other hand, isto increase general spending. What happens if there is both unemploy-
ment and inflation in the system? Stepping on thegaswill solvetheformer problem, but ag-
gravatethelatter; hitting the brakeswill have the opposite effect. The wonder of the matter
isnot that Keynesianism has foundered on this particular set of shoals, but that it continues
to enjoy aghoulish existence despite the foregoing. With the best will in the world, mone-
tary and fiscal policy arejust not uptothejob. Ratherthan anti-cyclical, bureaucraticinter-
ference with the market has been pro-cyclical.® Nor can we rely on the best will in the
world, asthe Public Choice School (Buchanan, 1975; Buchanan and Tullock, 1971) hasso
vaiantly taught us. For CIVI| servants, not only private entrepreneurs, can be expectedtoin-
dulgein “rent seeking”® at the expense of the public good.
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A further problem with the Mundell model isthat it is open to a possible reductio ad
absurdum rejoinder. At present, no one worries about “ balance of payments’ problem be-
tween New Y ork Stateand New Jersey. Nor between Californiaand Maine, nor Oregonand
Florida. But with the advent of the Mundellian perspective, this would no longer be true.
Now, we can add thisworry to all the rest which plague mankind.

4. Fredrich Hayek

Hayek (1976) opposes the gold standard. This, indeed, is puzzling, since he has several
goaod things to say about this system:

“...sgnificantly, it was only during the rise of the prosperous modern industrial sys-
temsand during the rule of the gold standard, that over aperiod of about two hundred
years...priceswere at the end about where they had been at the beginning (emphasis
added)” (1976, p.9).

“With the exception only of the 200-year period of the gold standard, practically all
governments of history have used their exclusive power to issue money in order to
defraud and plunder the people.” (1976, p.16)

Why thisrejection? 1t would appear that thisisout of acounsel of despair. Itisnot that
he specifically opposes such asystem, so much, asit is based on afear that it would not be
allowed to function due to the political redities:

“1 do not believe we can now remedy thisposition by constructing somenew interna
tional monetary order, ... or even an international agreement to adopt a particular
mechanism or system of policy, such asthe classical gold standard. | am fairly con-
vinced that any attempt now to reinstate the gold standard by international agreement
would break down within a short time and merely discredit the ideal of an interna-
tional gold standard for even longer.” (1976, p.15)

Unfortunately, Hayek does not realize that the political impossibility of a gold stan-
dard - duein part to arent seeking desire for inflationary policies - would tend to apply to
any other scheme addressed to this end, and for the same reasons. To wit, if the politically
powerful desireinflation, and are able to quell the gold standard on this ground, then they
would likely be able to obviate any other system, such asthe one now proposed by Hayek,
which had the same effect.

Another problemisthat Hayek doesnot appreciatethefact that if those such ashimsel f
whowould advocategold (but for itsexpected political impossibility) refrain from doing so
on this ground, then they themselves render such an occurrence less likely.

Hayek (1976) repudiatesgol d for thesereasonswhich, perhaps, may best be character-
ized as psychological. That is, he implies that there is something problematic about “dis-
credit(ing) the ideal of an international gold standard,” and that it would only break down
dueto lack of widespread appreciation for it.

But in his 1990 work herejects gold on more sharp and forceful grounds: the govern-
ment cannot be trusted to run the system, and it not worthy of being runinthefirst place. He
states (1990, p.110):
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“Most peopletherefore now believethat relief can comeonly from returning to ame-
tallic (or other commaodity) standard. But hot only isametallic money al so exposed to
therisksof fraud by government; even at itsbest it woul d never beasgood amoney as
one issued by an agency whose whole business rested on its successin providing a
money the public preferred to other kinds. Though gold isan anchor - and any anchor
isbetter than amoney | eft to thediscretion of government - itisavery wobbly anchor.
It certainly could not bear the strain if the mgjority of countriestried to run their own
gold standard. Therejust is not enough gold about.”

Thereareseveral problemswiththisanaysis. First, whileit |sundoubtedlytruethat
metallic money (is) al so exposed totherisksof fraud by government,”# weshould also rec-
ognizethat metallic money isin far less danger of debasement than anything el se - particu-
larly Hayek’ sown suggestion of amarket basket of fiat currencies. Debasement might have
worked for theking several centuriesago, but what with the modern science of metallurgy,
the treasury will likely bein astraight jacket asfar as this scam is concerned.

Second, Hayek is wrong in implying that gold is not “issued by an agency whose
whole business rested on its success in providing a money the public preferred to other
kinds.” Our Nobel Laureate presumably supposes that a gold standard must be adminis-
tered by government. Nothing, however, could be further from the truth. While it can of
coursenot bedenied that historically the state hasindeed achieved control over what passed
for agold standard, thisisby no meansnecessary. That is, itisentirely possible, and plausi-
ble, for the whole industry - from mining to minting, from banking to warehousing, from
certification to providing brand names - to berun privately. And thisis precisely the public
policy aternative to his “competing money” system.

Third, thereisno minimal requirement with regard to the number of gold ouncesavail-
ableto serveasthemoney. Thereisthusno“strain” that “ could not beborne,” if not only the
majority of countries, but the entireworld, with Marsand Venus tossed in for good meas-
ure, decided to embracethegold standard. All that would occur isthat thevalue of each gold
ounce would risein value, until, in equilibrium, the monetary needs of the entire commu-
nity could be satisfied.

Instead of the gold standard, Hayek proposes® the elimination of legal tender laws
(1976, pp.17-19), coupled with competition between the present statist currencies, and a
new oneto be called the “ducat” (1990, p.46)

Noonewhofavorsfreedominthemonetary areacan disagreewith Hayek’ scall toend
legal tender laws. Thesearean affront to our rightsto contract. If | purchaseacow fromyou,
and promise to pay you two ounces of gold, under this enactment | may break our agree-
ment, and forceyou to accept i nstead somefiat coinsof therealm, which arelegal tender for
all debts public and private. Under strict legal tender laws, you haveno right to insist that |
honor our contract and pay you back in gold.%

But thisstepisonly necessary for monetary liberty, not sufficient. And, asit happens,
accomplishingitwill do very littlefor the ultimate goal. Why isthis? It is because this pub-
lic poli cy, recommendation fails to incorporate the insights of Mises' (1912) regression
theorem.?* In that view, money must originally have been acommodity, highly valued for
reasons other than its ability to transact business. It wasinitially accepted asamoney inre-
turnfor goods other thanitsability to transact business. It wasinitially accepted asamoney
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in return for goods or services only because of the well founded expectation that when the
recipient wished to turn around and buy other items with the good he hasjust received, he
would be ableto do just that. Without this assurance, no one would accept theitem in pay-
ment for parting with the good or servicein question in the first place. And what explains
thispattern of trust, or acceptability? Thefact that the (soonto be money) commodity wasin
wide use on the basis of its own merits as a consumption item.”

States Rothbard (1981-1982, p.9):

“...Hayek’s plan ignores the most fundamenta part of Mises' regression theorem:
that nothing ever becomes money out of theblue; that it can only emergeasmoney as
aunit of weight of auseful market-produced commodity; almost aways either gold
or silver. Once the public becomes accustomed to the dollar or pound as a unit of
weight of gold, then the government can sever the accustomed namefromitsbasein
themarket-produced commodity, and seizethe monopoly of supplyingit asafiat cur-
rency - with results that we know all too well in the 20th century.”

The key element of money (“moneyness’) is this pattern of trust, or acceptability.
Without it, nothing can be money, beit ever so attractive, and imbued with thefiguresof no
matter how many princes or presidents. With it, practically anything® can be money, no
matter how modest and unassuming. Once thisfaith or credence has been established, it is
very hard to break it.”

L egal tender and other statist lawswere undoubtedly instrumental in the past in break-
ing the link between the commaodity gold and the “moneyness’ it once had. But it does not
follow that rescinding thislaw now will succeed in turning back the clock. On the contrary,
once acceptability of afiat currency has been attained in thisway, legal tender laws are no
longer necessary to maintainit. Money hasalifeof itsowninthisrespect, barring extraordi-
nary circumstances, such as hyperinflation.

Thereason weall accept US currency today isrot dueto thelegal tender law. It isbe-
causeof itspresent “moneyness.” weall havethefirm convictionthat if weaccept it, others
will, too, whenit comestimefor usto spendit. If thelegal tender law were rescinded tomor-
row, US currency would likely still circulate as a money.

L et us now consider the second aspect of Hayek’ s proposal, competition between fiat
currencies, up to and including the“ducat,” abasket of other fiat currencies. Thereis, to be
sure, nothing wrong with competition. If anything, thereisfar too little of this precious ac-
tivity, and more can well be preferred to less. But what is needed ismarket competition, not
competition between fiat currencies. For economic liberty consists of private individuals
competing against one another; it hasnothing to do with rivalry between states, or statistin-
stitutions such as fiat currency.

States Rothbard (1981-1982, p.9):

“(Hereis) the major flaw in Hayek’ s scheme: Not just that no one would pay any at-
tention to these currencies, but that the scheme leaves the really important current
moneys, dollars, pounds, etc., in the hands of monopoly government. Hayek’ s‘ dena-
tionalized money may allow for freedom to produce such trivial paper tickets as
‘Hayeks and ‘Rothbards’, (‘Ducats') but it would disastrously leave real money:
dollars, pounds, etc. safely nationalized and monopolized in the hands of govern-
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ment. And so inflation would proceed unchecked uponitsway” (materia in brackets
supplied by present author).

It cannot be denied that the Catholic notion of subsidiarity, or decentralism, or federal-
ism, has arole to play; but only within political institutions. That isto say, for any given
level of governmental intervention, itisbetter that it take placeat thelocal than at the central
level. Thisisbecause peoplecan always* votewiththeir feet” if acity or state becomesabu-
sive, but findit far moredifficult tomovetoadifferent country if victimized at that level.

For example, it would enhanceliberty by not onewhit should the government create a
second wholly owned post office, to compete with the first. Customers may possibly re-
ceive better service, but that is an entirely different matter. The same applies to a school
voucher program whose only effect isto promote competition within the public school sys-
tem. Again, theremight conceivably beagainin efficiency from such an enterprise, but this
can have nothing to do with free markets, since by definition such institutionsarein no way
involved.

Hayek’ s suggestion is subject to much the same criticism as were flexible exchange
rates. Thesimilarity isthat in both casestrade and competition are supported. But these phe-
nomenaare only necessary, not sufficient, for afree market. Also required isan underlying
set of legitimate property rights. One might as well advocate trade in stolen goods. This,
too, would increase utility in the sense that this term is used in welfare economics. But it
would not augment liberty. On the contrary, heightened efficiency would reduce it; for if
theremust betheftinthisworld, at least it should be allowed to be asinefficient aspossible.
Thepointis, fiat currenciesare not themsel ves aspects of markets; they are not derived, nor
deriveable, from voluntary choices of consenting economic actors. They are, rather, im-
posed from above by the political system. Assuch, tradeinthem, no matter how salutary on
other grounds, cannot be counted as an aspect of economic freedom.

Hayek’ s competitive ducat system may in some practical ways be preferable to pres-
ent institutional arrangements. It will not increase freedom, but it may enhance consumer
satisfaction. But clearly itisinferior to gold on both counts. Thismetal waschosen, not im-
posed by fiat; it istherefore compatible with free enterprise. And the fact that gold passed
themarket test of competition - something that cannot be said on behalf of any of these other
aternatives - suggeststhat it is preferable on merely pragmatic grounds as well.

5. Alan Greenspan

Thiseconomist presentsthegreatest challengeto our thesis: that thefour scholarsnamedin
thetitleof thispaper do not consistently maintain their adherenceto free market principles,
at least when it comes to gold. The reason for the difficulty is that Greenspan (1966) is,
seemingly, an enthusi astic supporter of the gold standard. Based on direct citations, heisas
good on gold asit ispossibleto be, at |east from a strictly economic perspective. Itisworth
guoting him at great length on this point, to show just how keen is his appreciation of the
gold standard, and of its connection between gold and liberty:

“Anamost hysterical antagonism toward the gold standard isoneissuewhich unites
statists of all persuasions. They seem to sense - perhaps more clearly and subtly than
many consistent defenders of laissez-faire - that gold and economic freedom are in-
separable, that the gold standard is an instrument of laissez-faire and that each im-
plies and requires the other.” (p.96)
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“When goldisaccepted asthe medium of exchange by most or all nations, an unham-
pered free international gold standard servesto foster aworldwide division of labor
and the broadest international trade. Even though the units of exchange (the dollar,
the pound, the franc, etc.) differ from country to country, when al are defined in
terms of gold the economies of the different countries act asone- solong asthereare
no restraints on trade or on the movement of capital.” (p.98)

“But the opposition to the gold standard in any form - from agrowing number of wel-
fare state advocates - was prompted by amuch subtler insight: therealization that the
gold standard isincompatiblewith chronic deficit spending (the hallmark of thewel -
fare state).” (p.100)

“Thisisthe shabby secret of the welfare statist’ stirades against gold. Deficit spend-
ingissimply aschemefor the‘hidden’ confiscation of wealth. Gold standsintheway
of thisinsidious process. It stands asaprotector of property rights. If onegraspsthis,
one has no difficulty in understanding the statist’ s antagoni sm toward the gold stan-
dard.” (p.101)

It might be possible to find a more ringing endorsement of the gold standard, and in
particular atighter linkage between it and economic freedom, but one would haveto delve
deepinto theliterature to find it. For our purposes, we may take his statements as quite de-
finitive: the gold standard enhances economic wellbeing, is necessary for economic free-
dom, and is cordially hated and detested by people who oppose liberty and prosperity, and
for those very reasons.

How, then, can we account for the fact that Greenspan has been Chairman of the Fed-
eral Reserve System for many years, and not onlg/ do we not yet have agold standard, we
have absolutely no movement in that direction?’

In this context Rothbard’s (1987) analysis of this puzzling situation has the ring of
truthtoit. Inhisview, Greenspan does favor gold and lai ssez-faire capitalism, but only ona
high philosophical level where hedoesnot haveto do anything about it; in contrast, he does
not championit asapractical matter, for then hewould be called upon at | east to show some
evidence of his beliefs. States Rothbard (p.3):

“Greenspan’ s real qualification isthat he can be trusted never to rock the Establish-
ment’ sboat. He haslong positioned himself in thevery middl e of the economic spec-
trum. He is, like most other long-time Republican economists, a conservative
Keynesian, whichin these daysisamost indistinguishablefrom theliberal Keynesi-
ansin the Democratic camp... Which means that he wants moderate deficits and tax
increases, and will loudly worry about inflation ashe poursonincreasesin themoney
supply.

“There is one thing, however, that makes Greenspan unique, and that sets him off
from (the) Establishment ... And that isthat heisafollower of Ayn Rand, and there-
fore‘philosophically’ believesinlaissez-faireand eventhegold standard. But as The
New York Times and other important mediahastened to assure us, Alanonly believes
inlaissez-faire ‘on the high philosophical level.” In practice in the policies he advo-
cates, heisacentrist like everyone else because heisa '’ pragmatist.’...

“Thus, Greenspanisonly infavor of thegold standardiif all conditionsareright: if the
budget is balanced, trade is free, inflation is licked, everyone has the right philoso-
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phy, etc. Inthe same way, he might say he only favorsfreetradeif all conditionsare
right: if the budget is balanced, unions are weak, we have a gold standard, the right
philosophy, etc. In short, never are one’s * high philosophical principles applied to
one’ sactions. It becomes almost piquant for the Establishment to havethismaninits
camp.”

Of course, there are other possible explanations of this phenomenon: Greenspan has
changed hismind about the efficacy of gold (but then, why not share hisnew reasoning with
the world?), he still advocates this monetary standard, but deemsit so politically incorrect
asto not befeasibleevento attempt toimplement it (but who better than the Chairman of the
Fed to do this?), he hasfallen under the sway of theinsidethe beltway types, heregardshis
early flirtation with gold asayouthful indiscretion. But all of thisisspeculation. Perhapshis
autobiography will one day clarify this matter.

6. Conclusion

We have considered the views of four economists usually associated with the free enter-
prise system. We have found that despite this background, none of them have consistently
applied that theory to the question of the money medium. That is, all have rejected thegold
standard - on one level or another.

Before calling into question their positions, we must address ourselves to one addi-
tional issue: have any erstwhile champions of capitalism seen their way clear to applying
these principlesto money?1f not, then thefailure of thesefour is perhaps more understand-
able; perhaps there is something about gold which renders the usual capitalist principles
somehow inapplicable.

Unfortunately for this thesis, there are indeed economists who have championed the
market in other areas, and nonethel ess carried through consistently with regard to monetary
policy. They have supported it, and not as a theoretical curiosity, but rather as aliving,
breathing vital aspect of political economy.



Managerial Finance 28

Endnotes

1. I would like to thank Masudul A. Choudhury, and Lawrence M. Parks for helpful com-
ments which enabled meto improvethis paper. All remaining errorsare of course my own
responsibility.

2. For adefenseof thisposition, see Friedman, 1962, 1980; Mises, 1966; Rothbard, 1962.
3. And sometimes to silver, for smaller denominations.

4. Themost important distinctionin all of political economy, onewhich, unfortunately, es-
capes the notice of many commentatorsin thisfield.

5. See Mises (1912) for the view that fiat currency must arise through coercion.

6. Thisisaphrase paradoxically popularized by Milton Friedman. Paradoxically, inthat he
refusesto apply it to the field of money.

7. We shall challenge this assumption, or stipulation, below.

8. The German hyperinflation of the 1920s was perhaps only the most egregious example.
See Friedman and Schwartz, 1963; Mises, 1966; Rothbard, 1983; Hoppe, 1993.

9. Isour lineof reasoning guilty of violating thefallacy of composition? An objectiontothe
thesisadumbrated here might be posed asfollows: “Y es, yes, you have shown that the gold
standard hasreal benefits as an insurance policy against government monetary profligacy,
which hasunfortunately characterized the history of virtually al nations. However, thatisa
matter of macroeconomics. Society asawhole would be better off with agold standard. But
asfar as each individual is concerned, he has no such reason to favor the ‘barbarousrelic.’

On the contrary, the typica economic actor rationally prefers fiat paper to commadity
gold.”

Thereply is very straightforward. If this charge were true, the market would never
have originally migrated to agold standard. Instead, we would have moved directly to fiat
currency.

10. I owe this point to Roger Garrison.

11. True, as amedium of exchange will increase its value over and above what it would
have been for purely metalic use (jewelry, dentistry, etc.). But this cannot be used to deny
the proposition that vast amounts of the yellow metal will still be dug up and then reburied,
whether or not itisused asmoney. Thisassumesnot only that goldisnot used asmoney, but
alsothat itisnot expected in thefutureto be used for thispurpose. Further, itishighly prob-
ablethat weregold’ s“moneyness’ to be ended entirely, therewould be at |east atemporary
end to the mining of this metal, as the some 135,000 tonnes now above ground could be
used for other purposes. (I owe these latter two points to Lawrence M. Parks).

12. Tobefair to him, it must be conceded that the use of substitutesis compatiblewith prac-
tically any monetary regime. But it cannot be denied that this also applies to gold.
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13. True, thisaso hasits political and economic costs, particularly for those who seeacon-
nection between the prestige of acountry and the value of its currency in foreign exchange
markets. These costs, however, arenot sharp and painful; they do not constitutea“ crisis.”

14. His purpose here was to criticize flexible exchange rates, not the gold standard, but his
analysis is nonethel ess germane to our present concerns.

15. For acritique of the Keynesian system, see Hazlitt (1959).

16. Objections might be levelled at the claim that thisis Keynesian and not “monetarist.”
Although most debates on thisand rel ated topicsin the professional literature have been be-
tween thesetwo purported school sof thought, nothing of thekind istrue. But both monetar-
ists and fiscalists employ the Keynesian model of aggregate demand. Therefore, these
controversies are more of an internecine battle than a disagreement between two separate
philosophies. AsFriedman himself says, “weareall Keynesiansnow” (cited in Samuelson,
1970, p.193).

Asit happens, Friedman objectsthat he hasbeen quoted out of context (personal corre-
spondence). His full statement on this matter as follows: “If by Keynesianism you mean
public policy prescriptionsof big government budgets, deficit spending, etc., thenthereare
great differencesbetween wemonetaristsand the Keynesians; but if you mean utilization of
the sametools of economic analysis, then we are all Keynesians now” (paraphrase, based
on personal conversation). For some purposes, one isinclined to take the Friedman sidein
hisaltercation with Samuel son. But for our public policy purposes, thealternativeview has
its attractions.

17. Mundéll, 1961, p.662 sees this as a problem, but contents himself with an appeal to
“commonsense.” One problem with his analysisis that the decision asto how many “re-
gions’ there are, and hence how many currencies would be in existence, is not one to be
made by the market. Rather, the unspokenimplicationisthat it would be made by Mundell,
or aband of economists, or politicians, or perhaps by the entire economics profession. Itis
likely that if the choice came down to amarket or political decision, Mundell would opt for
the latter.

18. StatesMundell, 1961, p.660, “...the concept of optimum currency areas helps usto see
that the conflict...between Meade, who sees the need for more currencies, and Scitovsky,
who sees the need for fewer...reduces to an empirical rather than atheoretical question.”

19. Itwasfor thisreason that Friedman penned hisfamous aphorism, “rulesnot authority in
monetary policy” aspart of hispublic policy suggestionthat thefed belimited toincreasing
the money supply by 3% annually. See also Simons (1936).

20. See Krueger, 1974; Posner, 1975; Tullock, 1967, 1980.
21. It would seem that nothing is free of this particular risk.
22. See also Hayek (1948).

23. From time to time gold clauses become legal, as do futures contracts which allow for
gold delivery. This complicates the situation somewhat. (I owe this point to Lawrence M.
Parks).
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24. For critiquesof thistheorem, seePatinkin (1965), Anderson (1936) and Ellis (1934); for
replies, see Mises (1966, pp.405-419) and Rothbard (1991).

25. Thisiswhy early moniestypically consisted of salt, or sugar, or dried fish or some such.
For adiscussion of this process see Menger (1950, pp.257-285).

26. Radford (1945) tells of cigarettes being used as money in prison of war camps.

27. Hyperinflations may sometimes be sufficient to wean an economy away from its
money, but little else can.

28. To befair to Greenspan, he has spoken publicly infavor of the gold standard. For exam-
ple, see his speech at Catholic University, Leuven, Belgium, on January 14, 1997. (For a
commentary onthissee Parks, 1998). But effortssuch astheseare hardly consistent with se-
rious public policy support for this system. Surely a strong advocate of afree market gold
standard would make this a centerpiece of his administration; perhaps even go so far asto
threaten to resign were it not implemented, let alone seriously studied with aview toward
implementation.
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