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American Decline

In his book RESOLVED: 13 Resolutions for LIFE, Orrin Wood-
ward summarized the Five Laws of Decline from Edward Gibbon's
classic The Decline and Fall of the Roman Empire. Woodward wrote
that, according to Gibbon, there are “..five attributes that marked

the Roman Empire at the time of its fall over 1,500 years ago:

A mounting love of show and luxury (affluence)

A widening gap between the very rich and the very poor
An obsession with sex

Freakishness in the arts, masquerading as originality

An increased desire to live off the state”

Certainly we see these in our current society. Woodward continued:
“Indeed, a solid argument could be made that the modern West has

surpassed Rome in many of its negative influences.”

A large majority of Americans agree that something is wrong in
America. They see it on the news, they experience it in their every-
day careers and families, and they feel that it may be getting worse.
Few will even argue anymore about whether America is headed in
the wrong direction.

The question is: Where did we go wrong, and how do we fix it? It
all started in 1913.

CHAPTER 2

World-Shifting Event #1:
The Sixteenth Amendment

“Perfection of means and confusion of
goals seem to characterize our age”
—Albert Einstein

The first major turning-point event of 1913 was the passage of
the Sixteenth Amendment to the Constitution.

Before this amendment, the federal government got a large por-
tion of its tax money directly from state governments as outlined in
the Constitution. This created a natural check on the federal govern-
ment by the states because Washington depended on the states for
its funding. Washington would have no recourse if the states were
to refuse to fund the budget. It could argue, vote, issue executive
ordeYs, and deliver Supreme Court decisions, but if the states stood
firm together, the federal government would eventually have to give

in to the states or lose its funding.

Once the Sixteenth Amendment was in place, however, this all

changed. In fact, it reversed. Now the states are dependent on Wash-

ington for much of their funding. In

Now the states our day, state governments routinely

e e give in to federal demands in order to
Washington for much )
2 ; keep the money flowing.
of their funding. In our

: In Federalist Papers 18-20, James
day. state governments

routinely give in to Madison showed how important it is

jederal demands in for the federal government to have in-

order to keep the dependent powers rather than be de-

money flowing. pendent on the states for everything.

He used history to demonstrate that

federal dependency on the states would make the nation weak, as
shown in all historical examples including many Greek city-states,
the German nations, and other European governments. But the
states must not become totally dependent on the central govern-
ment either.

Hamilton wrote in Federalist 32 that even though the federal
government would raise some taxes directly, it would get most of its
mouies from the states and would never tax too much anyway be-
cause the Constitution doesn’t allow Washington to spend for any-
thing except the twenty powers outlined in Article I, Section 8.

Clearly, this didn’t turn out the way Hamilton expected. Once
the states lost their tax-check on Washington, they were unable to
stznd independently against the federal government on funding is-

s As a result of the Sixteenth Amendment, the United States be-

came less of a federal system (where the states together form a pow-
er equal to that of Washington) and more of a national model (with

the states being subordinate to Washington).

Direct vs. Indirect Taxation

As a result of the
Sixteenth Amendment,

Note that, for the framers, the the United States
question of taxes was among the most became less of a federal

important facets of the new Constitu- system (where the

tion. For example, of the eighty-five states together form
Federalist Papers, fully twelve of them a power equal to that
were addressed specifically to how fed- o Waslligtonl and
eral taxation would work—more than P o )
model (with the states
any other single topic covered in the bl

Federalist. to Washington).

The major point of the authors of

the Federalist was that the federal government could only use indi-
rect taxes with people, never direct taxes. The difference between
these two is mostly lost on modern Americans, but it is vital to free-
dom.

A direct tax is one where the entity that gets to spend the tax
money gets it directly from the entity paying the tax. An indirect tax
is one where the entity that will spend the tax revenue gets it through
an intermediary. !

For example, income tax is paid directly from the individual or

business to the federal government. This is a direct tax.



In contrast, sales tax is paid to the state government, but the con-
sumer pays the tax to a business when a purchase is made. Therefore,
sales taxes are collected and submitted to the government by busi-
nesses, and the consumer never has to deal directly with a state of-
ficial. This is what makes the tax indirect.

This was an important distinction for the American framers
because they had experienced much abuse in the British system of
direct taxation. They saw numerous agents and agencies of the Brit-
ish government abuse power in their interactions with taxpayers. In
response, they wanted the American system to be different. Specifi-
cally, they never wanted agents of the federal government to have di-
rect power over American taxpayers. Thus, they pushed strongly for
indirect taxes, where the taxpayers would pay their taxes to the state
government, which would serve as a buffer between the citizens and
the federal government.

Part of this was the principle of avoiding a conflict of interest.
This means that when the entity that gets to keep and spend the tax
money also has the power to directly collect it from the citizen, it
will naturally be less fair than a third party which collects the tax
but doesn’t get to keep it. When this conflict of interest is removed,

freedom increases.
The Irish vs. Scottish Models

Beyond these very important technical considerations of free-
dom, the framers had deep and important reasons for wanting the
states to collect the taxes needed federally and for blocking the fed-
eral government from collecting taxes directly from individuals or
businesses. This principle was rooted in their study of history, and
they felt strongly about it based on their experiences in the Revolu-
tionary War against Britain.

An important part of this understanding came from the history

of Scotland versus that of Ireland. Nearly all in the founding genera-

tion studied this history, and they

knew that the power of taxation and The power of taxation

how it is collected has a direct and last- and how it is collected

ing impact on freedom. By the time of has a direct and lasting
the American founding, both Scotland Vet on freedons

and Ireland had long been part of the
British Empire, but the experiences of these two nations were very
different.

Scotland answered to Britain but had its own parliament and
paid taxes to the Scottish leaders, who then sent their required
amount to the British crown. This protected the Scottish people
from the excesses of British government agents, military recruiters,
and tax collectors. Scots did fight a number of battles with Britain
over time. But through the course of many centuries, this protection
from Britain by the Scottish government provided the Scots with
a great deal of freedom and prosperity not often enjoyed by other
British colonies.

Ireland, on the other hand, suffered mercilessly because its peo-

ple answered directly to the British parliament. The Irish people paid

their taxes directly to British agents and were subjected to arrests,
intrusions, and collection of their private papers and records with-
out warrant any time a government officer wanted to make things
difficult for them. This led to many abuses, and over time, the Irish

were seen as the lowest people in the British class system.
An American Response

The Americans knew this history of Scotland and Ireland, and
they were determined not to follow the course of Ireland. In fact, as
British abuses grew before the Revolutionary War, many American
leaders argued that America should remain part of the British Em-
pire and subject to the King as long as each American colony was
governed by its own parliament. But when the British parliament
required a tax on tea in America—a direct national tax that ignored
the votes of the colonial parliament—the Americans revolted in the
Boston Tea Party. While Americans were willing to be subject to
Britain in the Scottish tradition, they refused to follow the pattern of
Ireland. This led to the Declaration of Independence and the War of
Independence.

After losing many friends and family members fighting the war,
not to mention homes and businesses, Americans didn’t want the
states to follow the Irish pattern with a new federal government. In
fact, without the prohibition against direct federal taxes on the in-
come and assets of individuals and businesses (in Article I, Section

9), the American people would not have ratified the Constitution. It

meant that much to them.
They didn’t want to be slaves to Washington like the Irish people

had become enslaved to London. They explicitly wanted to be inde-

pendent in each state following the

Scottish model. Thus, the founding | Ihefounding generation

generation chose to only allow state chase to only allow

governments to directly tax, and they ;:t:etzgo:::nzt:;t;:o
kept the power of the federal govern- kept t:epo;ler of thz'
ment at bay by not allowing it to col- federal government at
lect direct taxes. bay by not allowing it

to collect direct taxes.

More than a Technicality

This wasn't just a technicality for them. They believed that giving
the central government power over direct taxation was an attack on
freedom. Iistory had borne this out, and they knew their history.

In our time, the concept is hardly considered important by most
Americans, much less a matter of deep and passionate debate. When
a candidate does argue for a specific kind of taxation or a different
tax policy in our modern world, most Americans tune it out. They

don't understand what all the fuss is about. They wonder why the

candidate is so passionate about such a I :

technical, wonky topic and often make | 1" practical application,

him out to be an extremist. i Jemisssies mitten
more to freedom
Those who have closely studied fr

) § than tax policy.
the history of freedom, however, have

a very different reaction. In practical application, few issues mat-
ter more to freedom than tax policy, and the Sixteenth Amendment
started a massive shift away from the free system the founders estab-
lished.

Most people wouldn't agree to let somebody else take money
from them on terms they didn’t understand if they were going into
business or buying a product or service. And although it may seem
tedious or impractical, we as citizens need to realize that it is our job
to understand tax policy and to work toward policies that are prin-
cipled, wise, just, and sustainable.

- With the tax policies in place in our current law, it is important
that citizens pay their legal taxes. Otherwise, they disqualify them-

selves from taking part in the process that can restore good govern-



ment, and the downward spiral will continue. It is also vital for good
citizens to understand these issues and help elect officials who will
move America toward a better tax system.

The Constitution made it illegal in Article I, Section 9 for the
federal government to collect direct taxes except in extreme cases,
and numerous commentaries in the Federalist Papers discussed why

indirect taxes are key to freedom and direct taxes are dangerous.
The Federalist Speaks Out

In Federalist 21, for example, Alexander Hamilton argued that it
is fine for the federal government to assess direct taxes on the state

governments, but not on individuals or businesses. This is spelled

out specifically in Article I, Section 2 of the U.S. Constitution. Under
this system, the amount the federal government needed was deter-
mined, and then the amount was divided among the states accord-
ing to their populations. This was called apportionment. The federal
government apportioned the amount it needed and collected it di-
rectly from the states. But all taxes from the federal government on
businesses and individuals had to be indirect.

In Federalist 33, Hamilton also taught that leaving direct taxes
to the power of the states (and not the federal government) is an
important check on the power of the federal government and that if
the federal government could get its money directly from the people
that it would both decrease the freedom of the people and negatively

impact the sovereign powers of the states.

The Twenty Enumerated Powers of
the Federal Government

James Madison taught in Federalist 41 that the government could
only tax in order to spend on things approved in the Constitution.
In other words, no money could be spent (and no taxes raised) for
things outside of or beyond the following twenty powers outlined in
Article I, Section 8:

Regulate commerce

Establish rules for citizenship
Establish bankruptcy laws

Coin and regulate the value of money
Standardize weights and measures
Punish counterfeiting

Run a postal system

Pass copyright and patent laws
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Run federal courts
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. Punish crimes on the high seas
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. Declare war

. Raise and finance the armed forces

—
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. Establish rules for the armed forces

e
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. Call up state militias

—
w

. Administer the seat of government (Washington, D.C.)

. Administer federal lands

—
N

. Pass laws to implement the other items on this list

—
co

. Raise tax money to pay for the other items on this list

—
Nl

. Spend it on the other items on this list

[\ ]
o

. Borrow if needed to pay for the items on this list

These are the only powers given the federal government by the
Constitution and the only things the federal government is consti-
tutionally authorized to spend money on. Of course, if today’s gov-
ernment stuck to this list, our problems of national debt, deficits,
unbalanced budgets, bloated spending, and big government would
disappear almost immediately. But the turning-point events of 1913

and 1936 changed the federal limits of these twenty powers.

A Drastic Shift

The adoption of the Sixteenth Amendment started this drastic

ment has no such legitimate powers under the Constitution.

The Supreme Court upheld this for over a century, including
striking down the income tax law passed by Congress in 1834 as un-
constitutionai. Note that the tax in this law was actually very small—
only a two percent flat tax on excess incomes of the very weaithy.
Still, the court upheld the original intent of the framers that direct
taxes on individuals or businesses are uncenstitutional.

Only an amendment could change this original guarantee of
American freedom from an over-spending government—and this
is exactly what occurred with the passage of the Sixteenth Amend-
ment.

Many have written about the history of this drastic change in the
American system. Some have focused on the aristocratic forces that
pushed for this from behind the scenes, and others have suggested

that the amendment was never appropriately ratified. But regardless

of such arguments, we have lived under the Sixteenth Amendment

for a century now, and the results have

We have lived under the | .., negative to American freedom
Sixteenth Amendment | . seospetiy

f(:;:::;::ri::w;:d But the Sixteenth Amendment

negative to American wasn't the only loss of freedom that oc-
freédom and prosperity. curred in 1913.

shift from these twenty powers to the T

thousands of things the federal gov- | 1he adoption of the
ernment now does. Madison predicted Steteenik Amewlmint
: ; . started this drastic
in Federalist 41 that the American gov-

i — o shift from these twenty
ernment would eventually be temp powets o 5 thousands
to go beyond its twenty constitutional | of things the federal
powers, and he pointed out in ne un- ' government now does.

|

certain terms that the federal govern-



CHAPTER 3

World-Shifting Event #2:
The Seventeenth Amendment

As with the Sixteenth Amendment, the Seventeenth Amend-
ment continued the move away from states’ rights and limited fed-
eral power.

Before this amendment, according to the Constitution, senators

were selected from each state according to the direction of the State

ity. Both the House and the Senate now
The natural check on
spending disappeared.

tended to vote for increases. The natu-

ral check on spending disappeared.

Legislature. This put two direct repre-

sentatives of each respective state in Once the Seventeenth

Washington, with the power through Afiendmentvas

implemented, however,
checks and balances to protect the

senators were elected
rights and interests of the states them-

: by popular vote within

selves. the states rather than
Once the Seventeenth Amendment by state legislatures.
was implemented, however, senators This took the direct

were elected by popular vote within protectors of the states
the states rather than by state legisla- out of Washington.

tures. This took the direct protectors of the states out of Washington.

This new method of electing senators affected how they tend-
ed to vote. Before the Seventeenth Amendment, it was mostly the
members of the House of Representatives who tended to vote for in-
creased spending programs. Since they were elected directly by the
people, and since the people often wanted to have increased benefits
from the government, it was natural that their interest was in voting
for the programs that the people found tempting. By contrast, in the
original model, senators tended to vote against increased spending
proposals since they were elected by the state legislatures, which had
to foot the bill of increased spending.

After the amendment was adopted, however, both representa-
tives of the House and senators were now direct representatives of

the people, and nobody represented the states, or the voice of frugal-

Democracy vs. Aristocracy

Many people who read about the Seventeenth Amendment to-
day jump to the conclusion that it actually helped freedom by mak-
ing senators more responsive to the people. Indeed, the promoters
of this amendment in 1913 made the same argument—that it would
make America more democratic.

The reality is very different than the headline, however. While
the direct election of senators may seem more democratic at first
glance, a deeper analysis shows that it hurt American freedom.

The framers of the Constitution looked at the major forces of
power in society and tried to make sure that the Constitution bal-
anced and checked the power of each group. They wanted both the
wealthy and the poor to have representation, and for neither to gain
full control of the federal government.

They also wanted the federal and state levels of government to
each have different powers and to check and balance each other so
that neither the states nor the federal government could take power
over the other.

The Seventeenth Amendment disrupted both of these balances

and ended both of these checks on too much power. The states lost

their control over the Senate, and as a
*  The states lost their

result, the federal government slowly
control over the Senate,

but surely took over many state pow-
and as a result, the

ers. Today, nearly all Americans see

) federal government
the government in Washington, D.C., slowly but surely took
as above all the state governments— over many state powers.

because this is the reality we live un-

der. But it was not the original intent of the framers. We have lost
many freedoms because of this change.

Government by Technocracy

On the issue of the wealthy losing their influence in the Sen-

ate, most people have a harder time seeing what happened. At first
glance, it seems obvious that having the Senate answer to the regular
people rather than aristocratic groups from each state benefits the
nation.

But the founders saw this differently. For example, John Adams
taught that a reduction of the wealth and influence of senators al-
ways leads to less natural power in the checks and balances of the
Senate over the executive branch of government. When the Senate
is made up mostly of the wealthy class, he said, the wealthy will seek
this position of status and use it to keep the presidency in check. A
Senate made up mostly of the wealthy classes from the states keeps
the power of the presidency in line.

In contrast, when the Senate is like the House and elected by the
popular vote, the wealthy classes will stop seeking the status of the
Senate and instead put their efforts toward the presidency and serv-
ing in the executive branch. Or, for many of them, the incentive is
to forego public service altogether, stay in the private sector as heads
of business and industry, and use their wealth and influence to sway
executive branch contracts toward their companies.

Additionally, in such a situation, the wealthy will typically use
their wealth to take over the political parties, hire lobbyists, and es-
tablish special interest groups that promote their agendas behind the
scenes. Such influence is out of the eye of most citizens but has huge
control over government policies and actions.

In other words, we can choose a Senate where the most wealthy
and influential characters in the nation are officially involved in
legislation and on the public record, or a Senate that seems demo-
cratic but leaves the most wealthy and influential characters in the
nation out of the public eye yet consistently involved in unofficial
governance. Again, John Adams outlined this reality long before our

modern technological world even existed. In A Defence of the Con-

stitutions of the Government of the United States of America, he wrote:

The rich, the well-born, and the able, acquire an influ-
ence among the people that will soon be too much for simple
honesty and plain sense, in a house of representatives. The
most illustrious of them must, therefore, be separated from

the mass, and placed themselves in a Senate....



A member of a Senate, of immense wealth, the most re-
spected birth, and transcendent abilities, has no influence in
the nation, in comparison of what he would have in a sin-
gle representative assembly. When a Senate exists, the most
powerful man in the state may be safely admitted into the
House of Representatives, because the people have it in their
power to remove him into the Senate as soon as his influence
becomes dangerous.

The Senate becomes the great object of ambition; and the
richest and most sagacious wish to merit an advancement
to it by services to the public in the house. When he has ob-
tained the object of his wishes, you may still hope for the
benefits of his exertions, without dreading his passions; for
the executive power being in other hands, he has Jost much

of his influence with the people, and can govern very few

votes more than his own among the senators.
Founding Depth

The founding generation was widely read in the great classics of
human history and the greatest political and economic thinkers of
all time. They were close students of the government documents of
history, and they put the Constitution together carefully and with
precise purposes. When we change the Constitution, by amend-
ment or by legislation, we need to be equally wise. We need to look
through every detail and choose accordingly.

While the Seventeenth Amendment may appear more demo-
cratic to many onlookers, we need a deeper standard of analysis to
really understand whether it is good or bad. Before the Seventeenth
Amendment, the majority of powerful leaders in American history
made their mark and pursued their goals and agendas on the public
record—in the Senate or the White House.

Since 1913, such powerful individuals have been more prone to
promote their goals and agendas from behind the scenes—influenc-
ing or simply purchasing media institutions, academic organizations,
lobbying and special interest groups, political parties, and big busi-

ness. The people have much less control over the actions and influ-

ences of men and women in associations, foundations, social market-
ing campaigns, or corporate and other private arenas of leadership

than they did on senators prior to the Seventeenth Amendment.

In addition to changing how the federal government taxed peo-
ple in the Sixteenth Amendment, the adoption of the Seventeenth
Amendment shifted the focus of the Senate from being the center
place of national frugality to becoming another parliamentary as-
sembly bent on increasing taxes and spending more government
money.

Taken together, the Sixteenth and Seventeenth Amendments ef-

fectively supported Wilsons move
The Sixteenth

away from Jeffersonian government.
Amendment gave the

The Sixteenth Amendment gave the

national government

national government more power to .
more power to directly

i ise tax revenues, while the .
irect yyemalse ’ raise tax revenues,

Seventeenth Amendment removed a whileitheSeveitasath

natural thriftiness in the Senate and Amendment removed a

incentivized congressional leaders in natural thriftiness in the

both houses to spend more. Senate and incentivized

congressional leaders

At the same time, these two

amendments removed nearly all direct in both houses to

spend more.

state representation in Washington

and the constitutionally-established
state checks on the federal government. As mentioned above, this
in effect ended the equality of the states and the federal government
and created a new American model with the national government in
charge of subordinate states.

This is clearly not what the American founders had in mind. In

fact, the writers of the Federalist Papers and also the Anti-Federalist

Papers were strongly against such a plan. In 1913, however, we made
the shift.

After the Sixteenth and Seventeenth Amendments, the powers-
that-be in 1913 were just getting started.

CHAPTER 4

World-Shifting Event #3:
The Federal Reserve

The third turning-point event in 1913 was the establishment of
the Federal Reserve. Again, this development was right in line with
the goals of Wilson's speech: to move away from Jeffersonian limited
government and toward a central government that does more and
more.

In reality, the Federal Reserve was another National Bank of
America, but the unpopularity of the earlier national banks made
it politically untenable to name it “The Third National Bank of
the United States” The name “Federal Reserve” was less politically
charged but still sounded official. Note that all the national banks
and the Federal Reserve were actually private banks with special
contractual relationships with the federal government.

Secretary of the Treasury Alexander Hamilton initially pushed
for a national bank in the United States in 1790 during the first
George Washington administration. Hamilton argued that the

fledgling new nation needed to have the United States Bank as an
emergency measure to assure foreign nations and investors that the
U.S. economy would be stable and have access to credit as it became
established.

Hamilton asked Congress to establish the bank for just twenty
years in order to carry out this emergency function, and he said
that after twenty years the bank would no longer be needed. Jeffer-
son and Madison disagreed with this plan, but Congress sided with
Hamilton and authorized the bank.

The twenty-year plan worked as Hamilton recommended and
did help establish the United States as a stable economy with access
to needed credit.

However, many leaders felt that it was the Constitution—rather
than the bank—that reassured creditors and created economic sta-

bility. Specifically, they pointed to Article I where the Constitution
5



said: “All debts contracted and engagements entered into before the
adoption of this Constitution shall be as valid against the United
States under this Constitution as under the Articles of Confedera-
tion”

This came as a pleasant surprise to most creditors because the
practice in Europe at the time was for nations in debt to simply reor-
ganize themselves, adopt a new name, and refuse to pay the debts of

the earlier government.

Institutions Sometimes Outlive Their Purpose

Whether the United States Bank actually helped the U.S. estab-

lish its credit and stability or not, when the charter ran out twenty

years later, supporters didn’t want it to
Once established,

institutions are often

dissolve. Once established, institutions
are often strongly against their own ; )
8 ol strongly against their
demise, even if their original purpose

has been fulfilled and become obso-

own demise, even if

their original purpose
lete. As Ronald Reagan said, “The clos- has been fulfilled and
est thing we will see to immortality is a become obsolete.

government program.”

Jefferson and Madison argued that a national bank was a bad
idea. But the promoters of keeping the national bank even after the
twenty years had elapsed had the following major arguments in fa-

vor of keeping the bank:
« The Congress must oversee the coining of money, as outlined

in the Constitution, so that the currency won't be like some
foreign currencies where the people are cheated by the gov-
ernment or banks mixing lesser-value metals into the coin-
age.
«  Metal money is difficult to manage, transport, carry around
for large purchases, etc. Paper money is much easier to use.
« A central bank can carry out these functions better than

Congress.

+  Without a central bank, all private banks can just print their
own currency, and citizens won't know which bank curren-
cies are good and which won'’t be honored by the bank that
issued them.

+ Without a central bank currency, one bank won't honor the
currency of other banks, so citizens won’t know which cur-

rencies to use.

+  All of this will greatly hurt the carrying out of business and
thereby reduce the wealth of the nation.

* A private bank with a special contract with Congress can be
required by contract to loan money to the government at low
interest rates, and this may be needed in times of war or ma-

jor economic challenge.

Indeed, it was this last point that Hamilton felt most justified
the need for a national bank. During the Civil War, the same argu-
ment was made. In contrast, those against a national bank felt that a
strong economy would be the best guarantee of the nation’ ability to
borrow. They also argued that in times of national duress, patriotic
American bankers would give low-interest loans as needed. (In fact,
history had already proven this to be true.)

As for the other arguments for a national bank, the truth is that
many bank currencies in world history had cheated the people by
mixing lesser metals into the coinage of precious metals. Some gov-
ernments engaged in the same practices. Fourteenth-century writer
Nicholas Oresme suggested that this debasement of the currency by

the government may have been the major reason the Roman Empire
fell.

Also, nearly all people prefer paper currency because of the dif-
ficulty of using metal in exchange, savings, transport, transfer, etc.
And, in truth, leaving it up to private banks to determine their own

rules for currency has caused many problems in history.

The Bank Solution

But Jefferson, Madison, and other critics of a national bank

pointed out that all of these problems

could be addressed without a national Jefferson, Madison,
bank simply by requiring all curren- and other critics of a
cies to be redeemable in gold or silver. national bank pointed
Indeed, the framers anticipated this out that all of these
when they wrote in the original draft problems could be
addressed without a

of the Constitution that the Congress )

national bank simply by
would have the authority to “emit bills . .

requiring all currencies
of credit” This was discussed and tak- i b sederibile
en out because the framers were deep- in gold or silver.

ly concerned with governments and

others debasing the currency.

In fact, the early Americans were so frustrated with the practice
of governments and banks in the world mixing lesser metals into
coinage and even more often cheating on paper currencies that one

of the early laws passed by Congress was the Coinage Act in 1792.

In this law, those who cheated the people by debasing the currency
were sentenced to the death penalty!

The founding generation saw such cheating simply as theft, and
it considered this behavior especially heinous when governments
did it. Generations later, economist John Maynard Keynes wrote:
“Lenin was certainly right. There is no subtler, no surer means of
overturning the existing basis of Society than to debauch the cur-
rency. The process engages all the hidden forces of economic law on
the side of destruction, and does it in a manner which not one man
in a million is able to diagnose”

Debauching the currency applies to both mixing inferior metals

into coins and printing fiat currency, which inflates.
Four Types of Currency

Note that the phrase “bills of credit” used in the original draft of
the Constitution means something épeciﬁc. 'There are basically four
kinds of currency. First, gold or silver has its own value and is con-
sidered sound currency because it can be exchanged for goods and
services and also exchanged for its own value.

Second, bills of credit (also called “debt currency”) consist of
paper money that can be taken to any bank or to the government
and exchanged directly for gold or silver. This is also seen as sound
money, since it can be traded for goods and services or traded for

precious metal that has its own value.

Third, debased money is a metal that cheats those who take it
because it has been mixed with lesser metals or is paper money that
cannot be traded for precious metals or that is traded for less pre-
cious metal than the paper money claims.

Fourth, fiat money is accepted by some in exchange for goods
and services but cannot be traded for precious metals, gems, assets,

or anything else with its own value. It is really only paper and ink.



Some people argue that fiat money is just as good as sound mon-
ey as long as everyone accepts this currency in trade for goods and
services. The problem is that not everyone does accept fiat money
at the same value as sound money, as any who have travelled in-
ternationally and had to exchange their currency have discovered.
Because of this, gold and silver tend to increase in value over time,
while printed money tends to lose its value.

Others argue that gold and silver only increase in value when
measured against fiat money, that metals are actually a constant store
of value against which fiat currencies fluctuate. This is accurate, but
when compared to buying power in land, goods, and services, gold
and silver do tend to increase in value over time.

Economist Murray Rothbard used to laugh over this debate be-
tween steady versus increased value, since our modern currencies
tend to lose value over time. At the end of a debate, Rothbard some-
times asked why we would want a steady economy when we could

have one that increases our wealth naturally.
Aristocratic Money

When printed currency loses its value, it is called inflation (be-
cause more money is needed to achieve the same value), and it has
been a serious problem for many nations over time.

This is especially problematic in democratic nations because the
wealthy classes who know better tend to transfer their fiat currency
into gold, silver, gems, land, real estate, stock, and other things that
are sound (meaning they can be traded for goods and services and
that they also have value on their own). But people in the lower and
middle classes often keep their savings in fiat money.

In the very worst of times, the rich get richer and the poor get

poorer. When the economy shifts up and down, which happens pe-
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The framers thought everyone’s wealth should increase during

difficult times (and the rest of the time), and so they emphasized the

vital necessity of sound money.
The Fiat Problem

The framers were very familiar with the dangers of fiat money.
As Orrin Woodward wrote in his book RESOLVED: 13 Resolutions
for LIFE, “It’s not well known, but outside of the medieval Chinese,
colonial Massachusetts was the first government to issue fiat paper
money [though various banks had done it in history]. Fiat money is
money not backed by gold or any other valuable [commodity]” Af-
ter detailing a failed Massachusetts state military conflict in Quebec
in 1690, Woodward explained that the “..soldiers arrived back in
Boston, ill-tempered and demanding payment of their salaries. The
Massachusetts State government concluded that printing £7,000 of
paper notes to pay the soldiers was safer than having soldiers unpaid
within the city”

The government announced that it would make the notes re-
deemable for gold and silver at some point in the future, just “not
now.” It also promised to never issue fiat notes again. It later default-
ed on both promises.

For example, just four months later, the Massachusetts govern-
ment began printing more fiat currency. Predictably, this fiat cur-
rency inflated, meaning that it would only buy about 60 percent of
what regular gold or silver currency could purchase. The govern-

ment passed a law requiring everyone to accept the fiat money at the

same rate as gold and silver. As a result, people kept their gold and
silver hidden and spent only the fiat bills. The economy almost col-
lapsed, and the British Crown eventually had to intervene, stop the
printing presses, and restore monetary trust.

Later, the Continental Congress printed similar fiat money to
finance the Revolutionary War. This led to a near-depressionary
economy in the 1780s, which in fact was the major cause of sending
delegates to meet in the Constitutional Convention in 1787 to try to
fix the situation.

The framers, who had witnessed the dangers of fiat money first-
hand, strongly pushed to give full faith and credit to all national

debts and to give only Congress the right to coin money and to over-

see all weights and measurements.

They removed the They knew that these were actually na-

DPhrase “emit bills tional security issues because they had
'ofcr edit” from the witnessed the negative effects of de-
original draft of the

based and fiat currency on the nation.

ConsZtuttor;. pey g They also removed the phrase “emit
g0 oundmeta bills of credit” from the original draft
money, pure and simple.

Be of the Constitution. They wanted

sound metal money, pure and simple.
And they wanted to protect the nation from inflation.
In Gold: The Once and Future Money, historian Nathan Lewis

notes that:

Continuous inflationary periods are often accompanied

by a conspicuous decline of morality and civility....Histori-



