
AMERICAN INSTITUTE f or  ECONOMIC RESEARCH www.aier .org  Vol .  L ,  February 2010

Economic Bulletin

Stand Still, Little Lambs, To Be Shorn!
We estimate that the long-term decline in the purchasing power of the dollar has cost 
savers more than $19 trillion of their real wealth.

by AIER Staff

Among the readers of this publi-
cation are a large and probably 

representative sample of America’s 
“forgotten men and women.” They 
are “forgotten” in the sense of the 
name 19th-century social phi-
losopher William Graham Sumner 
gave the “quiet, virtuous, domestic 
citizen, who pays his debts and his 
taxes.” These citizens are forgotten, 
that is, except when their votes are 
sought by those who would become 
the nation’s political leaders.

From one point of view, however, 
the virtuous citizen who pays his or 
her taxes never is forgot-
ten. The citizen’s task is 
the never-ending one of 
providing the funds for 
all public projects ranging 
from the necessary to the sometimes 
worse than useless. These citizens 
largely carry the burden of the taxes 
everyone knows about and the hid-
den tax inherent in a depreciating 
dollar, the inevitable result of inflat-
ing the nation’s purchasing media or 
money supply.

Apparently, few people realize 
the extent of this hidden tax. In 
the post-WWII era, chronic price 
inflation has become the norm. If 
the “forgotten citizens” under-
stood the extent of this burden they 
have carried—and understood 
how pervasive and persistent it has 
been across many centuries and 
national borders—they might be 
less sanguine. They would see how 
much they are relied upon by the 
beneficiaries of inflating.

On the other hand, they might, 
after recovering from the shock 

of counting their losses, develop 
a quiet pride in their burden-
carrying capacity. Perhaps even a 
sheep develops pride in its ability to 
grow a good coat of wool, in spite 
of discovering that its fate is to be 
shorn. Thus, the situation may be 
more calmly viewed by the victims 
of inflating if, instead of counting 
their losses, we count their contribu-
tions to the “success” of prolonged 
inflating. That their contributions 
are made without their consent is an 
interesting aspect of the matter that 
perhaps makes “embezzlement” 
a more appropriate name for the 
process. However, different names 

do not alter the facts in the case.
The funds belonging to the na-

tion’s “forgotten citizens” that are 
being embezzled by the dollar’s loss 
of purchasing power are held prin-
cipally in eight types of fixed-dollar 
savings and investments:

1.  Savings and time deposits in 
banks, savings and loans, and credit 
unions. In some years, the percent-
age depreciation of each dollar on 
deposit exceeds the interest earned 
during the year. Thus, the stated 
amount of the deposit may increase 

as interest is added, but 
even the deposit so en-
larged will buy less than it 
would have at the begin-
ning of the year.

2.  Investments in the reserves for 
insurance (mainly life insurance), 
private pensions, and annuities. The 
actual sum accumulated for insur-
ance and annuity purposes is not the 
face amount of outstanding policies, 
but rather the reserves held by in-
surance companies for such policies.

3.  Reserves held by various levels 
of government in civil service and 
military retirement and disability 
funds, railroad retirement funds, 
and veterans’ life insurance.

4.  U.S. government debt securi-
ties. One specialist in depreciating 
currencies, Dr. Franz Pick, years 
ago coined the name “certificates 

Note: This article is adapted from an 

analysis that was first published in 
1960, the year AIER began estimating 

how much of their savings Americans 

have lost to inflating. We update the 
analysis as events warrant and as new 

data become available.
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of guaranteed confiscation” for all 
government bonds issued without a 
gold clause guaranteeing repayment 
at maturity in dollars of the same 
gold weight and fineness.

5.  Debt securities of states and 
municipalities.

6.  Debt securities of corpora-
tions. These include U.S. and 
foreign dollar-denominated bond 
issues and open market paper.

7.  Money market mutual fund 
shares.

8.  Currency and checking ac-
count balances.

In the accompanying table we 
show the total amount saved each 

year in these combined investments 
held by millions of families. The 
first column shows the years; the 
second, the total of such savings and 
investments at the end of 1945 and 
the accumulation of each year there-
after (in then-current dollars); the 
third, the relative purchasing power 
of the dollar; the fourth, the savings 
during each previous year expressed 
in 2009 dollars; and the fifth, the 
valuation (in today’s dollars) of 
savings accumulated that year that 
were “embezzled” by inflating. To 
illustrate, of the savings (excluding 
accumulated interest) of 1950 total-
ing $98.62 billion in today’s dollars, 
only $11.42 billion could be claimed. 
The $87.20 billion difference in 
purchasing power was “embezzled” 
by the inflating process.

That such citizen-contributions 
to the “success” of inflating total 
more than $19 trillion for the years 
shown in the table may surprise 
or confound some readers. To put 
the amounts claimed by inflating 
into understandable perspective, 
consider that if the nation’s “forgot-
ten citizens” now comprise about 
113 million households, their forced 
contribution of the $19.7 trillion 
shown in the table approximates 
$174,000 per household. That 
amount per household for the 65 
years is $2,700 per year. 

Apparently some people think 
that the recent months of flat or 

The Embezzled Savings of Americans
(Billions of Dollars)

  Total Savings, Relative Savings Loss of
 During Then-Current Purchasing Power Expressed in Real Wealth in
 Year Dollars of the Dollar Today’s Dollars Today’s Dollars
 1945 $250.99 100.00 $2976.53 $-2725.54
 1946 14.44 84.65 145.00 -130.56
 1947 8.50 77.78 78.41 -69.91
 1948 5.53 75.52 49.51 -43.98
 1949 5.99 77.12 54.82 -48.82
 1950 11.42 72.80 98.62 -87.20
 1951 15.28 68.68 124.47 -109.18
 1952 23.89 68.16 193.14 -169.25
 1953 20.44 67.66 164.03 -143.59
 1954 16.79 68.16 135.74 -118.95
 1955 24.36 67.91 196.16 -171.80
 1956 26.04 65.94 203.63 -177.59
 1957 25.45 64.08 193.41 -167.96
 1958 24.62 62.98 183.89 -159.27
 1959 30.43 61.90 223.37 -192.95
 1960 28.16 61.07 203.97 -175.81
 1961 27.04 60.67 194.52 -167.49
 1962 37.85 59.87 268.74 -230.89
 1963 42.18 58.90 294.61 -252.43
 1964 47.56 58.33 329.04 -281.48
 1965 51.70 57.23 350.90 -299.20
 1966 57.03 55.32 374.12 -317.09
 1967 61.24 53.69 389.93 -328.68
 1968 59.11 51.27 359.40 -300.29
 1969 62.48 48.28 357.69 -295.21
 1970 68.87 45.73 373.46 -304.59
 1971 87.10 44.28 457.40 -370.30
 1972 111.62 42.82 566.87 -455.25
 1973 135.76 39.39 634.22 -498.46
 1974 148.31 35.07 616.75 -468.45
 1975 164.10 32.79 638.19 -474.08
 1976 169.51 31.27 628.63 -459.12
 1977 220.68 29.31 767.01 -546.32
 1978 249.13 26.88 794.25 -545.12
 1979 285.91 23.73 804.54 -518.64
 1980 291.96 21.09 730.20 -438.23
 1981 328.93 19.36 755.25 -426.32
 1982 369.68 18.65 817.53 -447.84
 1983 455.27 17.97 970.02 -514.75
 1984 584.48 17.28 1198.01 -613.53
 1985 598.34 16.65 1181.54 -583.20
 1986 630.70 16.47 1231.92 -601.22
 1987 509.70 15.77 953.30 -443.60
 1988 655.94 15.10 1174.88 -518.95
 1989 531.43 14.43 909.60 -378.17
 1990 523.81 13.60 844.97 -321.16
 1991 321.94 13.20 503.89 -181.95
 1992 332.00 12.83 504.98 -172.98
 1993 301.24 12.48 445.93 -144.70
 1994 491.33 12.16 708.39 -217.06
 1995 484.31 11.86 680.98 -196.67
 1996 578.91 11.48 787.82 -208.91
 1997 547.75 11.28 732.94 -185.19
 1998 696.13 11.10 916.71 -220.58
 1999 606.77 10.81 778.14 -171.37
 2000 295.07 10.46 366.02 -70.94
 2001 541.02 10.30 660.84 -119.82
 2002 752.40 10.06 897.70 -145.30
 2003 864.48 9.88 1012.39 -147.91
 2004 1111.29 9.56 1260.40 -149.11
 2005 1163.52 9.25 1276.05 -112.53
 2006 1316.43 9.02 1407.98 -91.55
 2007 1571.91 8.67 1615.30 -43.39
 2008        685.08 8.66        703.35          -18.27
 Total : $20,761.38  $40,452.00 $-19,690.63
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falling prices mean that inflating, 
and the erosion of the value of sav-
ings, is no longer a serious threat. 
Anyone inclined to believe this view 
could benefit from a short course in 
human history: It is an inescapable 
fact that throughout known history, 
there has never, we repeat never, 
been a fiat currency that over an 
extended period of time has retained 
its purchasing power. All irredeem-
able currencies have in time become 
worthless, and (except for collectors’ 
items or rarities) all paper currencies 
are today worth less than when they 
were first issued.

Chart 1 shows the dismal record 
during this century of some major 
nations’ experiences with paper 
currencies. (The experiences of most 
less-developed nations with paper 
currencies have been dramati-
cally worse than those shown in the 
chart.) It should be noted that the 
currencies shown in the chart are 
plotted in terms of U.S. purchasing 
power. For example, the upswings 
in some currencies’ U.S. purchasing 
power since 2002 indicate a relative 
“weakening” of the U.S. dollar 
against those currencies during that 
time rather than actual increases in 
purchasing power in the countries 
of issue. 

Moreover, the occasional short-
term upturns cannot disguise the 
long-term erosion of purchasing 
power of each currency. The histori-
cal record is that the world’s major 
paper currencies, in terms of what 
they will purchase, today are worth 
only from about 1/1000th to 1/4th 
of what they were worth in 1913. 
By contrast, and despite short-term 
fluctuations, the purchasing power 
of gold is above what it was in 1913.

To put the recent U.S. experience 
in its proper historical perspective 
requires a closer look at the long-
term U.S. experience with a paper 
dollar. Chart 2 shows the purchas-
ing power of the U.S. dollar since 
1792. The solid portions of the curve 
show periods when the dollar was 
redeemable into monetary com-
modities (gold or silver) and the 

broken portions are periods when 
redeemability into monetary com-
modities at fixed rates was impaired 
(1918, 1919, and 1933 to 1971) or 
suspended (1814 to 1817, 1837, 1838, 
1862 to 1878, and 1971 to date).

It is clear from the chart that the 
precipitous decrease in the fiat dol-
lar’s purchasing power since 1933 
(when the domestic gold standard 
was abandoned) has been interrupt-

ed briefly at several “disinflationary” 
or deflationary junctures. These are 
indicated in the circled portions of 
the curve. But anyone who believed 
during those episodes that “infla-
tion” was permanently ended obvi-
ously was seriously mistaken.

The question that should be 
asked of anyone who asserts that the 
dollar will retain its value is “what 
have the authorities discovered that 
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will enable them to manage fiat cur-
rency soundly?” Those who antici-
pate that price inflation will remain 
subdued are relying not only on the 
ability (unproven) of policy makers 
to devise a successful discretionary 
monetary policy, but also on its con-
sistent maintenance. As long as they 
are able to exercise “discretion,” can 
they really be expected to withstand 
the pressures to inflate?

Such pressures come from 
many sources, most obviously 
from debtors of all kinds who have 
misjudged the market. Higher 
inflation would reduce the real 
value of their obligations. The many 
interests and groups that explicitly 
or secretly want more inflating 
include home owners carrying 
outsized mortgages, businesses with 
excessive debts, producers who wish 
to increase or maintain the nominal 
value of their output, and municipal 
governments issuing ever more 
debt. By far the biggest offender in 
this regard, however, is the biggest 
borrower: the federal government.

The federal budget deficit, $1.4 
trillion in 2009, is now at a level that 
was once unthinkable. Spending 
on stimulus packages and bailouts 
presumably will decrease as the 
economy improves. But the cost of 
Social Security and Medicare will 
soon become a driving force, as the 
baby-boom generation begins to 
retire. If taxpayers are unwilling to 
bear this burden and the politicians 
are unwilling to reform entitlement 
programs, the government will have 
little alternative but continue to 
run large deficits. Eventually, these 
deficits will increase the pressure on 
monetary officials to inflate away 
the real value of the government’s 
debt. 

If one believes that price inflation 
will remain subdued, then one must 
also believe that the politicians will 
act responsibly to reduce deficits. 
To this point, they have shown little 
inclination to do so. Their counter-
parts in other countries confronted 
with similar fiscal pressures also 

have failed to act. In short, to end 
the long-term erosion of the paper 
dollar’s purchasing power would 
require a massive change in human 
political behavior as it has been ob-
served throughout recorded history.

Aside from fiscal pressures, offi-
cials at the Federal Reserve face 

other pressures to continue inflating. 
Political considerations have long 
entered into their decisions, and 
the Fed’s policies are influenced by 
pressures to sustain business-cycle 
expansions, create jobs, avoid stock 
market crashes, assist financially 
troubled borrowers and lenders, 
and meet the exigencies of unex-
pected crises (such as turmoil in the 
financial markets, domestic and 
foreign). These goals are not always 
consistent with the objective of price 
stability, and there is no assurance 
that the Fed will make the latter its 
primary goal. 

Where will the trend of mon-
etary inflating eventually lead? 
Are America’s “forgotten citizens” 
resigned to having their wealth 
taken from them? Are they blind to 
virtually the entire span of recorded 
human history, and do they see only 

from one moment to the next? If so, 
they are but sheep to be shorn. And 
if you, the reader, act like a sheep by 
growing a new thick coat of “wool” 
(long-term assets in fixed-dollar 
value) that can easily be shorn, in all 
probability you, too, eventually will 
be shorn like a lamb whether you 
like it or not.

Only America’s “forgotten 
citizens” themselves can prevent 
this fate. Historically, the market 
solution to the problem of unreliable 
money has been a return to gold 
as the monetary unit. Politicians 
and their banker allies cannot cre-
ate gold as they can bookkeeping 
paper-dollar entries. They thus 
cannot manipulate a monetary 
system based on gold as they can a 
fiat, paper-money system. Vigorous 
advocacy of a restoration of gold 
as the nation’s monetary unit at 
the earliest practicable date would 
constitute, in our opinion, the only 
worthwhile evidence of an intent 
to stop inflating. Mere verbal assur-
ances by politicians that the dollar 
will not continue to depreciate are 
not sufficient, and in our view can 
be translated thus: “Stand still, little 
lamb, to be shorn!” 

Note: Purchasing power was calculated from the Producer Price Index.
Source: U.S. Department of Labor.
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The solid portions of the curve show 
periods when the dollar was redeem-
able into monetary commodities (gold 
or silver) and the broken portions are 
periods when redeemability at fixed 
rates was impaired. The circled por-
tions show periods of disinflation or 
deflation.


