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Basic Assumftions of
The Monetary Standards Inquiry

The Monetary Standards Inquiry is a non-profit research project,
organized in June, 1943 to investigate the bases for American policy
toward monetary reconstruction. The Inquiry seeks to gather views
of professional monetary economists and others concerning the
choice and operation of monetary standards and the domestic implications of international stabilization. This Inquiry, it is hoped, will
be helpful to the Government, to members of Congress, and to the
public at large.
At the outset the Inquiry assumes as basic that:
(1) A high degree of stability of foreign exchange rates is
desirable to facilitate international trade and other economic relations.
(2) Stability of foreign exchange rates must rest primarily
upon a reasonable measure of equilibrium of the balance
of international payments of each country, which in turn
requires political and economic stability outside the
strictly monetary sphere.
(3) Devaluation "wars" do no good, but rather work serious
harm to the nations involved.
(4) Some system of orderly operation of governmental policies relating directly to foreign exchange matters is
desirable.
(5) The balance of international payments of every country
will, at times, develop favorable or unfavorable tendencies
requiring the employment of a settling medium or media,
whether some commodity like gold or silver or a mere
credit device.
It is distinctly not the purpose of this Inquiry to reopen any past
controversies, but rather to consider objectively the broad question
of sound monetary reconstruction in the future, with particular
reference to the choice and operation of standards in such a system.
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Standard of value is a matter of both national
and international concern. That it is of international concern is due to the fact that nations are not self-sufficient, but
must do business with one another} and if their business is not
to be clumsy barter, there must be a medium both to measure
values and to settle disparate accounts.
It is possible of course to employ a commodity like gold
bullion in settling international accounts the while, internally,
the world's several currencies are governmentally "managed"
and independent. This has been recent practice.
Some advocate that all monies be based upon gold, and gold
alone. Lord Keynes and Dr. Harry White would supplement
gold with international credit for the smoothing of international
exchanges, if not quite dispensing with gold altogether. A few
recommend international bimetallism—the use of both gold
and silver—as offering the best solution. Another group, of
which Professor Frank D . Graham's paper in this series is representative, would supplement gold with various staple commodities.
Whatever the medium used for settling balances, stability
of its value is a prime consideration. Such medium, in its ideal
form, will serve as a standard of value both internationally
and nationally.
In this essay Professor Spahr examines, and rejects, several
alternatives to the present managed-currency system, and presents his conclusion that none of them measures up to the full
gold standard.
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of the world's experiences with media
of exchange and standards of value seems to teach unmistakably that gold is superior to any other commodity or
instrumentality yet devised by man as a standard of value and
ultimate liquidator of claims in exchange. Nothing has had
wider acceptability in exchange throughout the world for as
long a period of time. The modern traveler possessing gold
coins of the oldest issuing governments—Lydian, Greek,
Roman—could with little difficulty and without loss, because
of the nature of his money, travel around the world. With no
other ancient money could he do that so easily.
Gold leads everything else as the international medium of
most universal acceptability, and, when it is proposed to devise
the best possible international standard of value and ultimate
medium of exchange, the question of what has most universal
acceptability is the one of controlling importance.
Discussions of devices for barter are futile. Barter is the
crudest means of exchange known to man. The issue today falls
in the field of money where the object should be to adopt the
best monetary devices possible for national and international
monetary standards and media of exchange.
If it be granted that the best standard of value in international exchange is the one which has the most universal acceptability, then the international standard unit and ultimate
medium of exchange will be gold.
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W H Y GOLD HAS UNIVERSAL ACCEPTABILITY

Just why gold above all other objects has attained and maintained throughout centuries such universal acceptability is a
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matter apparently not widely understood, and one to which
altogether too little attention is given.
Throughout the history of money people learned that an
object became universally desired when it not only gave them
command over present goods but gave them, generally above
everything else, command over goods and services in the uncertain future. They perceived, vaguely, perhaps, and chiefly
as a result of experience, that the best money metal and the
most universal metal of ornamentation were inextricably linked
to each other and to essentially the same deep-seated characteristics of people. An explanation of the psychology of ornamentation provides an important part of the explanation of why
the metals of ornament have surpassed all others in serving
so persistently throughout the centuries as standards of value,
media of exchange, storehouses of value, standards of deferred
payments, and reserves to liquidate credit and other means of
payment which are not always ultimate liquidators of claims.
Men of every rank, whether savage or civilized, strain and toil
to obtain command over goods and services in the present, but
in addition they, in general, attempt to store up means of
commanding goods and services desired in the future. Furthermore, men desire not only comfort and safety in living but in
general seek happiness in the attainment of a certain social
position and prestige. When the savage bedecked himself with
ornament, to stand out from his more common fellows, he was
revealing that he was not only capable of commanding the
necessaries of life but that he was able to face the future with
some equanimity, to enjoy some of the luxuries of life, and to
maintain a high social position in his group. These common
characteristics of people have been revealed throughout the
ages and appear in both the civilized and the savage. The variations in modern civilization are superficial and in the nature of
refinements which reflect the subtleties of the civilized mind}
in essentials the basic motives and attitudes are apparently the
same.
It is for these reasons that those who have called gold a relic
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of barbarism have been so thoroughly mistaken. They have
failed to assay with sufficient care the basic elements in human
nature that have kept gold and silver in the forefront of moneys
competing for the position of widest acceptability throughout
monetary history. They have failed, also, to recognize that it
is a reflection on the rationality of people to insist that a less
valuable thing, like a piece of paper, can for long, by declaration or law, be made as valuable as the thing which experience
teaches is the more valuable. Redeemability of the less valuable
object in the more valuable one is the only method of insuring
equality in value in the long run and at all times. If gold is a
relic of barbarism, then, in 1932 and 1933, when the runs on
the banks in the United States reached unprecedented proportions, the American people demonstrated that they were the
greatest aggregation of barbarians that the world had ever seen.
Other civilized people in other countries demonstrated the same
brand of barbarism. Today, people of all important nations and,
above all, their governments, of which the government of the
United States has been the leader, are scrambling for and
hoarding gold and silver, especially gold.
A GOVERNMENT SHOULD PROVIDE ITS PEOPLE WITH
T H E BEST MONETARY STANDARD AVAILABLE

If a government adopts an inferior standard money it places
its people at a disadvantage with those of nations which employ
a better currency, because an inferior currency passes at a discount In terms of the better currency and buys with greater
difficulty. This has been Illustrated In a striking manner since
the world-wide suspension of specie payments, beginning chiefly
in England in 1931. A l l Inconvertible paper currencies have
depreciated in terms of gold, while it has appreciated against
all of them. This depreciation of the cheaper currencies has
taken place not only by a natural process but also as a consequence of governmental policies. The natural depreciation
resulted from the appraisal by people of a less valuable object
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in terms of one more valuable. Some governments, notably
that of the United States, artificially wrote down the value of
their paper money in terms of gold, and, by devaluation of the
standard monetary gold unit, wrote up the monetary value of
each ounce of gold in terms of both the gold and the cheaper
monetary units. The United States pursued this remarkable
course because its officials at that time labored under the mistaken notion that a depreciating currency provided the road to
a sound expansion in business activity, and, as a part of this
theory, took a position to the effect that the weakest currency
was the best. Although progressively less seems to be heard in
defense of this untenable theory, it cannot be said that the
illusion has been completely disposed of in the United States.
T H E POWER OF THE PEOPLE OVER A RECKLESS GOVERNMENT
Is ENHANCED W H E N T H E Y ARE PROVIDED WITH A
GOLD MONETARY STANDARD

When a nation has a monetary standard of universal acceptability, such as gold, the people have in their possession an
instrument which gives them important powers over the use
and abuse of paper money and credit, and over the public purse.
For instance, if banks should so misuse their powers in the
issuance of bank notes or in the creation of deposits that people
should lose confidence in either their notes or deposits, there
would be a tendency for people to prefer gold and to invest
their savings in it. Bank notes would tend to depreciate in comparison with gold, and banks would be compelled to pay their
notes and deposits in gold or close their doors.
Similarly, if a government should issue bonds or paper
money that are not "as good as gold" and regarding the value
of which the public should develop doubts, the popular preference for gold would reveal the degree of inferiority of the
government's securities or paper money.
In short, a gold standard provides the people with a standard
of value (a national thermometer) against which they can
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measure the soundness of credit issued by banks, the government, and private individuals.
A l l this focuses attention on the basic question of the importance of objective values, such as those inherent in gold, in
measuring true values of those things to which people attempt
to give artificial value by government fiat or some other form
of human manipulation. There is no better test of value known
to man than that of permitting all buyers and sellers to cast
their votes, in the form of buying and selling, freely and fairly,
in a market open to all.
When the people of a nation are deprived of gold as a standard—or of silver as a standard, if that is their preference
because of tradition or because that is all they can afford—, the
best they can do, when they question the soundness of credit
and of non-gold or non-silver currencies, is to invest in the next
most valuable things. Unable to get gold, they may or will
invest their wealth in so far as they can in such commodities
as land, buildings, productive equipment, raw materials, and
so on. This flight from currency and credit of questionable
value enables people to measure, in various degrees, the depreciation of the currency and credit In terms of such commodities. But, In general, nothing compares with gold as a protector
of values when there Is flight from a depreciating currency. It
Is for this reason that gold Is universally desired In such times
for hoarding.
If a government provides the people of a nation with nothing
better than Inconvertible paper money, the government's securities, as one form of government debt, and Its medium of exchange, as another, bear a close relationship to each other In so
far as artificial values are concerned. Objective, acid tests in
terms of gold are not made. One form of Credit Is exchanged
for another, and both are much the same in nature except that
one Is a medium of exchange and, as a consequence, does not
give rise to an interest rate, while the other (a government
bond) Is redeemable at some future date and, naturally. Involves interest. Since neither form of credit can be subjected to
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the objective test of soundness in terms of gold, the only test
remaining is found in commodities other than gold, and this
means a general rise in the prices of those commodities. But
since one form of government credit is so similar to the other,
and since neither can be subjected to comparison with gold as a
test of value, it is often easy for the government, under such
conditions, to market its securities at high prices and at low
interest rates. Indeed, as the interest rate approaches zero the
basic differences between government securities and its inconvertible paper money as forms of government credit disappear.
It is by depriving the people of the power to test the value
of government securities and paper money against gold that a
government deprives its people of one of their most powerful
controls over the public purse.
When people are free to turn from currencies and credit instruments of questionable value to gold as a preferable object in
which to invest their savings, it is as though a series of red flags
had appeared as a warning to those who are offering less desirable objects for investment. Under these conditions each individual is free to record his judgment. When the majority of
judgments is in favor of gold and against the government's
bonds or paper money, the government has received its answer,
and corrections in government fiscal and monetary policy are
called for.
Control of the public purse by the people of a nation cannot
be maintained with assurance when they are deprived of a
metallic monetary standard of universal acceptability. When a
nation is employing inconvertible paper money, reliance upon
the people's representatives in a national legislative body does
not guarantee popular control over the nation's purse. The
individual's most effective weapon and his power over the
purse are, for practical purposes, gone.
If, on the other hand, the people have a gold standard, they
can record their judgment and force action over the heads of
their representatives, since each individual has at his disposal
an effective method of recording his preferences.
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These considerations raise two very basic and important questions: (1) Should not every individual be free to invest his
savings in the object in which he has the greatest confidence
and which he believes has most universal acceptability? (2)
Should not a nation, if it has a choice in adopting a standard
money, use the commodity in which its people have the greatest
confidence? The answer would appear to be in the affirmative
in both cases.
T H E PROBLEM OF GOLD HOARDING
UNDER A GOLD STANDARD

If a nation adopts a gold-coin standard with gold accessible
to all who may desire it, the problem of hoarding under conditions of financial panic arises. Arrangements can and should
be made to meet the problems of such panic hoarding, just as
fire escapes are provided to take care of the abnormal load
thrown upon what in normal times is an adequate and proper
supply of elevators and stairs.
A metallic monetary standard is like any other economic instrumentality of value—it is scarce. Since scarcity is a requisite
of value, it follows that there is not enough of anything that
has value. Therefore the frequently-heard contention that the
gold standard is not workable, or is not workable under all conditions, because there is not enough to go around, does not rest
upon defensible ground.
There is enough only of those things that have no value.
Germany put this simple economic fact to a thorough test when
she printed inconvertible paper money. When the
people had enough, the marks had no value.
Irrespective of how good a monetary standard (and system)
may be, fire escapes are needed to meet abnormal or panic loads
which may be thrown upon it. Monetary fire escapes for metallic
monetary standards have not been good, nor have they been
adequate. There is much room for development. This is an
aspect of providing a good monetary standard and system that
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deserves and requires much more attention than it has received
thus far.
In the United States, for instance, there is much room for
preventive measures to reduce the hazards of a gold-coin
standard. Runs on banks in times of panic could be reduced to
negligible proportions with proper organization of the banking
structure. For example, all our commercial banks should be
members of the Federal Reserve System so that all the resources
of the district Federal Reserve bank or of the Federal Reserve
System could be concentrated at any point of weakness at which
a run might start. There is very good reason to believe that
had such a unified system existed in 1932-1933, the runs on
banks would have been nipped in the bud and that conflagration
avoided. Deposit insurance is a preventive measure of the
proper type, but its virtues increase and its cost is reduced as
more and more banks enter the system.
Such preventive measures might be sufficient to prevent runs
on banks and panic hoarding of gold under a system in which
"there is not enough to go around." But additional fire escapes
can be provided. Member banks of the Federal Reserve System
should be able in emergencies to dump all illiquid assets on
their respective Federal Reserve banks to obtain the necessary
lawful money, or metallic money if this is demanded, to meet
their depositors' demands. Each Federal Reserve bank, similarly, should be able to draw on all other Reserve banks when
this is necessary. And if the reserves of all Federal Reserve
banks should prove inadequate to meet the general conflagration, then the Reserve banks should be able to turn over their
illiquid assets to some government agency—for instance, the
Reconstruction Finance Corporation—which would sell its debentures to the public at a rate of return sufficiently high to
induce people to invest rather than hoard. These receipts would
be diverted to the Reserve banks to replenish their reserves.
In the course of time the "illiquid" assets turned over to the
Reconstruction Finance Corporation by the Reserve banks could
be liquidated in an orderly and leisurely manner.
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If all these devices should not arrest a national conflagration,
then a suspension of specie payments would be the next step.
While this is an ultimate possibility that must be recognized,
it would appear to be so remote as to be in the realm of the
improbable.
Regardless of how good a monetary standard, preventive
measures, and fire escapes might be, the fact remains that governments can pursue policies sufficiently destructive to destroy
not only the nation's monetary standard but its form of government and other equally important institutions. With sufficient
power in their hands, corrupt or stupid governments can destroy
any institution devised by man. But the fact that a reckless
driver can destroy a fine automobile as easily as a cheap one,
does not warrant the contention that in proper hands the finer
car is not preferable to the cheaper one. So it is with a gold
standard as compared with a cheaper type of money.
T H E GOLD STANDARD AND H U M A N ABUSE

The gold standard has been condemned because it has not
withstood all sorts of human abuse. It is well to remember that
when the leading nations of the world experienced an economic
collapse, beginning, proximately, in this country in 1929, and
when values of most things were declining throughout the
world, the value of gold not only did not decline but rose. It
rose, almost alone among things of value, in the face of man's
bad management and general destructiveness, involving the
collapse both of values in general and of some of man's most
important institutions, including governments. Yet in the face
of this fact, the gold standard has been criticized as essentially
defective, as the cause of the collapse in values of other things,
as an impediment to business recovery, and as inferior in operation to cheaper currencies!
Indeed, it has been the fashion among certain critics of the
gold standard to take the position, as though its validity were
beyond question, that, since the leading nations of the world
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