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Prominent Wdl  Street  firms,
influentid  news columnigts, central  bankers
and myriad others have been damming gold
as dead, a reic of the past, a supid
invesment and worse. In recent weeks,
long-ganding expectations that the gold
price would increese in  times of
international  turmoil, such as the war in
Kosovo, or when inflation picked up, have
been shattered. Not only has the trading
infragtructure  of the gold industry been
decimated, but the physcd infrastructure is
not being maintained. More than 100,000
mining jobs in South Africa and dsewhere
have been diminated. Mining operations are
cosng. Those who gan ther liveihoods
from gold are in shock. Some see dark
congpiracies.  Others  blame  misguided
centrd bank policy that they hope to rectify
by lobbying centrd bankers. But most are
just totaly bewildered.

The core of the problem has to do
with our departure from lawful money and
the primary use of gold: gold-as-money. In
the last century, this was a central issue and
was debated widdy; mgor politica
canpagns were fought over it for amost
100 years. It was called “the money issue”
and gold, the choice of the people, won
decisvely. In this century, that victory has
been completdly undermined. The result has
meant unfathomable hardship to hundreds of
millions. It is late in the day, but the gold
fraternity can dill save itsdf. Before deding
with the problem, the key reasons the gold
industry is being destroyed must be
understood.

Gold limits money creation by banks
which, in turn, limits bank profits:

The 1947 edition of The Federal Reserve
System-Purpose and Functions, an officid
publication, dates: "Gold  cetificae

holdings of the Federa Reserve Banks set
the limits of Fedead Resarve credit
expandon.”  Specificdly, thee was a
dautory link between the amount of gold
owned by the Treasury and the amount of
credit that the Federa Reserve could cregte.
Because of the fiction of “required
reserves,” this dso limited commercid bank
credit expansion and concomitant
commercial bank profits. Today, as then,
Federa Reserve and commerciad bank credit
cregtion is equivaent to money cregtion.

Also, in 1947, foreign centra banks
dill hed the right to redeem dollars for gold
a $35 an ounce. As a result, even though it
was a fdony for U.S. citizens to own gold,
the public had some sense tha gold limited
money creation. Now that the dtatutory link
between gold and bank credit/money cregtion
has been broken, the amount of money--
which is now dl fia, i.e, "abitrary” without
any backing--tha the US. and foregn
banking sysems can create is unlimited. The
cucid issue for the gold indudry is that
commercid banks have dways understood
that gold impedes their profits.

Large Banks have always controlled the
Federal Reservede facto:

Putatively, the Federa Reserve regulaes
commercial bank credit creation. But, as a
practicdl matter, the Federd Reserve is a
creature of the large commercid banks. It
was created as a result of thelr lobbying and
is de facto under ther control. While it is
true that sdecting members of the Federd
Reserve Board of Governors fdls to the
Presdent, he looks entirdly to the financid
community elite for recommendations. Even
the Congress, which is charged with vetting
and approving candidates, looks to the
finandd community dite to  confirm
goprova. For example, in a Wall Sreet
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Journal article on June 4, 1999 about
Federd Reserve Vice Charmen  Alice
Rivlin's upcoming retirement, it was
reported that the "White House is leaning
toward nominaing Carol Pary, an executive
vice presdent of Chase Manhattan Bank" as
areplacement.

Even more tdling, the origind
Federd Resarve legidation provided for a
body cdled the Federa Advisory Council
(FAC) whose members are sdected by the
boards of directors of the Federal Reserve
Banks. Today, FAC members consst of the
top management of banks whose assets sum
to more than $1 trillion. FAC members mest
regularly with the Board of Governors to ar
their concerns and provide advice to the

Boad. Contrary to the principles of
paticipatory democracy and an informed
electorate, these meetings are held in secret
with  no oversght. There is no other
regulatory agency that meets in secret with
those whom it is charged with regulating.

Fifty years of empirical evidence confirms
that removing the gold congtraint allows
the banking system to greatly expand:

The amount of money inthe U.S. in 1946

was about $150 billion. As can be seen from
Figure 1 below, after the last remaining tie

to gold was severed in 1971, money creation
exploded to more than $6 trillion. Of that,

the Federal Reserve created roughly $500
billion. The baance, about $5.5 trillion, was
created by commercia banks.

Level of Money (M3) Created by the Banking System

7,000

6,000

5,000

2 M

S 3,000 /
&+

2,000 M-

1,000 &
O-|||||||||||||||||||||||||
© 0 O N S © 0 O N T © 0 O N < © 0O N T © 0 O N T © ©
S & O LW WO © O©O© O KNMNNMNNKNNOO®X®®MDODDSH O O O
e T e T T T T T T T T T T T T
dd dd dgd dd dgdddddddddaddddaddadgdgdgagggagg
OO OO0 OO0 0 000 00000000000 000Oo0
o i i
NN NSNS NANNNCNNNNCNNNNNNNNANQ
A A A d A A dd A A A A A A A A A A A A A A A A A A A

Figure 1: Level of Money (M3) Created by the banking system (Source: Federa Reserve
H.6 Seriesfor the period 1959 to present; and the Historical Statistics of the United
Sates: Colonial Timesto 1970; Series X-415, X-418, X-419; U.S. Department of

Commerce for the period 1946-1958.)

Money creation isextraordinarily
profitable:

As Figure 2 shows, the ability to create
money has been extreordinarily profitable
for commercid banks. In 1997, they reported
after-tax profits of nearly $60 hillion!

To put this into perspective, the profits of
the automobile industry for the same period
were less than $10 hillion. Wal Street firms
and commerciad banks large credit-worthy
borrowers regp enormous profits from fiat
money aswell.
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Figure 2: Net Income of FDIC-Insured Commercial Banks 1934 Through 1997 (Source:

Federd Deposit Insurance Corporation)

Almost all bank profits are unearned and
result from fiat money:

What services do commercid banks in the
U.S. provide that add vaue to people's
lives? For the most part, they provide check
cearing and act as intermediaries between
savers and borrowers. But certainly these
primarily paper-pushing functions would not
yidd such colossd profits in a competitive
market. More to the point, banks are able to
regp this $60 billion windfal because of
thar ability to creste fiada money and the
financid “products’ that derive from it.

About hdf of bank profits result
from gambling, euphemidicdly cdled
“trading,” as in “currency trading” and
derivative issuance, both of which are
subsdized by the public. Because of what
ae in fat subsdies enacted by law,
ordinay taxpayers guarantee the banking
gysem’'s entire balance sheet. Its assets are
guaranteed by the so-cdled “lender of last
reort”  balout fecility a the Feded
Reserve, and its liabilities are guaranteed by
the Federd Deposit Insurance Corporation.
No other segment of society has these
guarantees or enjoys these specid privileges.

In addition to these direct subsdies,
there are subgtantial indirect subsidies. For
exanple, in the last two yeas the
International  Monetary Fund (IMF) has
transferred about $185 hillion of taxpayer
money to foreigners 0 they may make good
on debts owed to moslly U.S banks.
Representative Ron Paul, a member of the
House Banking Committee, referring to the
so-cdled "Mexican balout” three years ago,
suggested  thet, if the $40 billion sent to
Mexico had purple ink, the fingers of some
magor U.S. bankers would be purple. Key
information has been kept from public
scrutiny: dl of the agreements that the IMF
has entered into with foreign nations ae
secret. Since the IMF is transferring public
money, why shouldnt the documentation be
public? With the exception of the
intelligence agencies, there is no other entity
that gets public funding that does not have
public disclosure and public oversght.

Parentheticaly, these subsdies are
not condgent with the “free maket”
rhetoric that bankers use. The subsdies
would not be possble if we had gold-as-
money, which was pat of the motivation for
Presdent Roosevelt outlawing gold in 1933.
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What's more, dfter-tax profits tel only a
gndl pat of the dory. Thee ae in
addition, the multi-million dollar sdaries,
perks, pensons and sock options that
commercid bank executives pay
themselves.

The reevant cdculation is bank
revenues less interest expense, i.e, the

amount of interet commercid banks pay
“depogtors’ on money tha commercid
banks themsdves creste. Last year, that
amount was nearly $277 hillion. To put this
into perspective, condder that the Federd
Reserve spends roughly $3 hillion to clear
dl the checks in the naion. What
conceivable benefit is there to the public that
the banking sysem should take in an
additiond $274 billion?
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Figure 3: Bank Revenue less Interest Expense (Source: Federa Deposit Insurance

Corporétion)

Increasng gold prices threaten the
financial sector’sunearned profits:

What does this have to do with gold? Fir,
as noted above, if there were a link between
gold and our monetary unit, the centra bank
and the FDIC would not be &ble to
implement the subsdies and the unearned
profits’revenues described above would not
be possble Those who profit from the
creation of fiat money understand this and
shae a commondity of interess in
suppressing gold.

Second, gold is a dagger pointing a
the banking sysem's heart because virtudly
dl  Wwdl Sreet professonds, the
edablishment news media, and academia
use the price of gold as a leading indicator
of inflaion. Money cregtion (ak.a bank
credit expangon) and the profits that flow
from it depend on interest rates saying low.

An increese in the gold price would sgnd
imminent  inflaion inititing a chan of
events that would be very detrimental to the
banking system:

Interest rates would be bid up;

Business relationships that were entered
into based on lower interest rates, eg.,
dmog the entire U.S. home mortgage
market is now linked to varigble interest
rates, would begin to unravel;

Bank assets would become impaired;

Derivative leveraging and the
mismaiching of assets and liahilities,
which is the essence of commercia bank

credit creation, cdled “fractiona reserve
lending,” would unwind,

And, the profit bonanza would come to a
screeching halt.
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Smply put, if the gold price goes up,
the  fia-money-induced  bonanza  for
commercid banks and for Wal Street firms,
who ganer transaction fees on the fia-
money credtion and who dso engage in
subsdized gambling, will go away. In my
view, this is what Federd Reserve Chairman
Alan Greengpan was dluding to when,
before the Committee on Agriculture,
Nutrition, and Forestry, U.S. Senate on July
30, 1998, he tedtified: “. . . centrd banks
sand ready to lease gold in incressng
quantities should the price rise”

Either honest monetary weights and
measures prevail or fiat money prevails.
Thereisno possible compromise:

Given the amounts a dake not only for
commercia banks, but aso for Wal Street
firms ad for those who profit from fia
money, it should be no surprise that they
have acted to hammer gold. Gold industry
paticipants are in morta comba with the
banking system over the money issue. Ther
product is being denigrated, its market is
being manipulated, and they are increasingly
being driven out of business. At the end of
the day, ether gold wins or fiat money wins.
For the sake of ordinary people dl over the
world who depend on dable monetary
weights and measures for their pensions,
their savings and their jobs, far-minded
people must ensure that gold wins.

Fat money is succeeding because of
coercion, misrepresentation and
nondisclosure. Because fiat money has
proved a falure in sO many countries,
wiping out the savings, pensons and jobs of
hundreds of millions it is exceptiondly
vulnerable and absolutely can be defeated. If
the gold industry wants to reman in
busness and prosper, then fiat money must
be atacked. There is smply nothing ese
that is being done or can be done tha will
subgtitute for this.

Theright thing to do:

There is a cdlosng window of opportunity for
the gold industry to endorse and encourage
the burgeoning movement to restore honest
monetary weights and measures (Honest
Money). The benefits to the gold industry--
and paticulaly to the mining companies -
will be beyond imagination.

More importantly, there is a mord
obligation to help mitigate the damage being
perpetrated by fiat money upon ordinary
people. By supporting the Fight for Honest
Monetary Weights and Measures, the gold
indugry will not only hep to reduce the
auffering, it will be bringing into public
view an agpdling inudsice For myriad
reasons, thisis the right thing to do.

Lawrence Parks is the Executive Director of the Foundation for the Advancement of Monetary Education (FAME).
He has broad experience in academia, in business, and in finance. He holds a Ph.D. in Operations Research from
the Polytechnic University. Dr. Parks has studied the money issue for more than thirty years. His writings have
appeared in Pensions & Investments, The Economist, The Washington Times, The Freeman, The Free Market, The
United States Congressional Record, National Review, and others. He is a columnist for The Money Review.

He is an active member of many civic and social organizations, a member of The Workers Education Local 189,
CWA AFL-CIO, The National Writer's Union, UAW 1981, AFL-CIO, and he is a frequent speaker on the Fight for
Honest Monetary Weights and Measures. His focus is on how our present fiat monetary system operates to destroy
savings, pensions and jobs and what to do about it.

CONTACT INFORMATION

Larry Parks, Executive Director Phone: 212-818-1206

FAME, 501(c)(3)
211 East 43rd Street
New York, New York 10017-4707

Fax: 212-754-6543
E-mail: LPARKS@FAME.ORG
Website: http:/www.fame.org
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FAME

Foundation for the Advancement of Monetary Education, 501(c)@3)
Box 625, FDR Station, New York, N'Y 10150-0625

Phone (212) 818-1206 - Fax (212) 754-6543 NEW
E-mail Join@FAME.org Credit card donors can
www.FAME.org now fax their support

A YES! | Want to Join the Fight for Honest Monetary Weights & Measures

~~~~~ } JOIN THE FIGHT FOR HONEST MONETARY WEIGHTS & MEASURES

My fully tax-deductible contribution is:

Q$2500 O$1,000 UI$00 LQ$50 LA$00 U0 Q$25 U other
Please charge my:

O check enclosed d Visa U Mastercard 11 American Express

Credit Card Number Expiration Sigmiie
~~~~~ s >
— Please call me to discuss:
O abequest O asustaining gift
Company Q my employer's matching gift program — (if your

employer has a matching gift program, you may be
able to double your tax-deductible contribution to
FAME).

Address

Address con't

The best time to reach me is approximately

Phone Fax
am/pm at telephone number:

E-mail

Y our support goes farther when we can reach others who

think asyou do. Please attach the name of an associateor | | 2 COMMENTS

colleague to whom we should send literature and it will

be sent with your compliments. Please feel freeto offer any comments or
suggestions, e.g., how did you hear about us?

Name

Company

Address

Address continued

Phone Fax

E-mail

FAME is an independent, unaffiliated, 501(c)(3) not-for-profit public charity devoted to educating people about the importance of honest
money and the harm cause by its absence. A copy of the organization'slast financial statement is available upon request.
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