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EMANCIPATION FROM ECONOMIC SLAVERY

Four practicable means of enslaving human beings have
been developed to date. The earliest in the evolutionary
chain apparently was chattel slavery. Next came the
slavery in social orders such as India, where some
individuals were given the hereditary right to exclude
from their vast estates any persons who would not pay
extortionate rents and taxes. (That is, the population
generally could choose between starvation and virtual
slavery or serfdom.) Then the socialist scheme of making
citizens slaves of the State was established in Russia and
extended elsewhere. Finally, we have the inflating-embezz-
ling-enslaving syndrome as developed in the United States
and much of the rest of the world.1

Here we are using the economic criterion of slavery.
The basic purpose of all forms of slavery developed to
date has been to make available to the master the surplus
product of the slave. Any continuing form of slavery had
to permit the slaves to retain enough of what they
produced for food, clothing, shelter, and sufficient health
care to insure that they would reproduce their kind. Thus
the system readily could be continued, in some instances
as we know, for many centuries.

The fourth type of slavery probably will not survive as
long as have earlier types, because the retrogression of
social order already apparent includes a rapid decrease in
the number of births among the slaves. However, there is
no present reason to believe that the life cycle of the
inflating-embezzling-enslaving syndrome must be less than
several decades. In France, the process has been continued
since 1914 with no indication of an early end, but in the
United States, the crushing burden of debt almost
guarantees that increasing social disorder will provide a
"breaking point" within the next 40 to 60 years.

In the meantime, the efforts of the masters to maintain
their positions of privilege and power will provide an
unprecedented opportunity for all who will open their
eyes and see what has now become obvious to anyone
not blinded by the propaganda experts. The masters are
the leading politicians and their collaborators, the central
bankers and other leading bankers. This unholy alliance
must somehow maintain public acceptance of their paper
currencies and credits in order to continue the inflating-
embezzling-enslaving syndrome. Essential to maintaining

Note: This is the text of a speech by Colonel Edward C.
Harwood, Director Emeritus of the Institute, delivered at the
November 10 through 13, 1977 monetary conference in New
Orleans sponsored by the National Committee for Monetary
Reform.
iFor more detailed discussion, see "Sovereign or Slave,"
Economic Education Bulletin, Vol. XVII, No. 9, September 1977.

the credibility of paper is the continuing denigration of
gold. As every inflationist knows, gold is the implacable
enemy of unredeemable paper. Gold is the key to
freedom from the inflating-embezzling-enslaving syn-
drome. Therefore, the politicians and their allies among
the bankers will continue to try to suppress the exchange
value of gold in terms of the paper currencies by every
possible means for as long as is practicable.

This deliberate suppression of the price of gold will
provide for anyone who understands the situation an
unprecedented golden opportunity. The price of gold
cannot be kept down as long as paper currencies
depreciate, but the inevitable rise can be retarded until
the paper is acceptable no longer, perhaps in three or four
decades.

YOUR GOLDEN OPPORTUNITY
How can anyone know that unprecedented oppor-

tunities for savers and investors will be available, probably
for the next three or four decades? No one has yet
demonstrated ability to forecast the short-term (few
months) trends of prices in any market. Even economic
trends as long as business cycles (3 to 5 years) are not
predictable sufficiently in advance to profit by changing
prices of securities and commodities. Are the even longer
economic trends of three or four decades that extend
over one's v irking lifetime predictable?

The answer is that the inflating-embezzling-enslaving
syndrome has continued so long that ending it soon seems
nearly impossible. While assuring economic disaster for
most, an unprecedented opportunity is being, provided for
those who will open their eyes.

Western civilization has become "locked in" by the
inflating-embezzling self-destruct mechanism to clearly
discernible retrogression. The probable actions of govern-
ments are readily predictable, and the consequences will
be inevitable. What aspects of recent developments almost
guarantee that governments will continue on the present
course? For the purposes of this discussion we focus
attention on the United States, but most of the trends are
evident in many other leading industrial nations also.

Perhaps the most striking development of recent years
has been described in greater detail elsewhere.2 For the
purposes of this discussion we summarize the conclusions:

1. The unfunded obligations of Social Security plus
those of government and private pension plans are a

2E. C. Harwood, The Money Mirage, pp. 42-44, published by
Freedom Trust, Bermuda, 1977. Available in the United States
from M. Under, P. 0. Box K, Stockbridge, Mass., 01262. $10.00



major segment of a crushing burden of debt. This debt
constitutes a mortgage nearly three times the current
value of all man-made wealth in the United States,
including homes as well as factories, shops, etc.

2. Already the cost of carrying this burden, added
to taxes, has reduced the spendable income of many in
the U.S. to a level below that required to encourage
maintenance of the population.

3. During the past 17 years, although the number of
women reaching childbearing age increased 65 percent,
the number of births decreased 30 percent. Soon the
number of women reaching childbearing age must
decrease nearly one-third. An even more drastic reduction
in births then will be probable.

4. Unless these trends are reversed, the working pop
ulation will be far less than the number required to carry
the burden of Social Security and retirement pensions.
Within a few decades, half of all wages and salaries will be
required for transfer to retired persons, and a few decades
later all of the earnings of those employed will become
insufficient for retirement pensions.

5. The politicians are under increasing pressure to
increase rather than decrease the flow of checks to retired
persons and those on welfare. As the pension reserves of
States, municipalities, and of corporations are found to be
inadequate, more pressure on the politicians is to be
expected. The response can be predicted with confidence:
larger deficits and more inflating.

Many people seem to labor under the delusion that the
inflating must stop sooner rather than later, that drastic
deflating and depression soon will reverse the process.
However, such a sudden end not only is not assured but
also seems improbable. There are numerous examples of
inflating continued for many decades. The experience of
France, Italy, and various South American countries
proves that a flight from the currency such as that in
Germany during 1923 is not inevitable within any short,
predictable time. The skill of governments in persuading
their citizens and others to continue using depreciating
paper has been a key factor.

Before considering how the U.S. Government will try to
continue encouraging acceptance of its depreciating paper,
thereby providing for the wise a golden opportunity, a re-
view of the Government's "success" to date in fostering
inflating without inducing a flight from the dollar is in
order. Inflating has been under way for a long time.

PROLONGED INFLATING

One way of reviewing the situation that has developed
is to study the accompanying chart of the Dow-Jones
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Industrial Average adjusted to a constant dollar. This was
computed by dividing the several figures by the Consumer
Price Index. The prolonged inflating has been under way
since 1913. Thus far, two stages have been completed. A
third stage has begun.

The first stage lasted from 1914 to 1929. The Federal
Reserve System provided the mechanism for this
experiment with inflating. The possibility of such a
development had been foreseen by Senator Elihu Root. In
1913, when the Federal Reserve Act was debated in
Congress, he said:

"The psychology of inflation is interesting, and it is
well understood. No phenomenon exhibited by human
nature has been the subject of more thorough, careful,
and earnest study than that presented by the great
multitude of individuals making up the business world in
any country in the process of gradual inflation.

"That process is this: Little by little the merchant, the
manufacturer, the young man starting out for himself and
with a good character, enough to give him a little credit;
the man with visions of great fortunes to be won; the
man with ideals to be realized; the inventor, the
organizer, the producer; little by little, with easy money,
they get capital to begin business and to enlarge business.
As the business enlarges sales increase, and prosperity
leads to the desire for growth. . . . I could enumerate a
thousand whose example, whose phenomenal success
today inspires young Americans with boundless hope.

"Bankers are not free from it. They are human. The
members of the Federal Reserve Board will not be free
from it. They are human. Regional bankers will not be
free from it. They are human. All the world moves along
upon a growing tide of optimism. Every one is making
money. Every one is growing rich . . . until finally
someone whose judgment was bad, someone whose
capacity for business was small, breaks; and as he falls he
hits the next brick in the row, and then another, and
then another, and down comes the whole structure.

"That, Sir, is no dream. This is the history of every
movement of inflation since the world's business began, and
it is the history of many a period in our own country.

"So, Sir, if we enter upon this career of inflation we
shall do it in the face of clearly discernible danger —
danger which, if realized, will result in dreadful
catastrophe."

During the 1920's, inflating continued, but it had not
then become an accepted life style for any government.
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The gold standard had been adopted by all leading
nations. In the academic world, among leading bankers,
and in the halls of government, few questioned the
desirability of maintaining the gold standard, and those
few were regarded as "crackpots."

Therefore, it was safe to predict in 1928 and 1929 that
the experiment with inflating aided by a shift to the
gold-exchange standard (double counting of gold after
1922) soon would end. The swelling credit bubble was
pressing against the limits established by fixed reserve
requirements. Once the more extremely speculative loans
began to default, the vast structure of debt collapsed,
nearly 40 percent of the banks failed, but the dollar was
preserved for the time being.

ACADEMIC ADVOCACY OF INFLATING

Then followed the depression decade of the 1930's.
During that time, when the aftermath of prolonged
inflating provided valuable lessons to those willing to
learn, a modern medicine man appeared who had the
same persuasive manners that had characterized John Law
more than a century earlier. He proposed a "perpetual
motion" scheme basically similar to John Law's but
dressed in far more alluring academic garb. John Maynard
Keynes' depression panacea was "sold" to Roosevelt in
1934, and before the end of the decade had become
firmly established in leading universities as the new
economic gospel.

A second stage of the prolonged experiment with
inflating had begun. At first, it failed to provide the
hoped-for lasting economic recovery, but World War II
provided the reason for expanding the scope of the
experiment. Soon the renewed and enlarged inflating was
affecting all segments of the economy. Paper profits for
businesses increased rapidly. By 1965, the Dow-Jones
Industrial Average had multiplied nearly 10 times from
the low during World War II, a rise about double the rise
from 1921 to 1929.

Inflating continued to increase, but its seemingly
helpful influence on economic activity somehow was
vitiated. For 12 years the unadjusted Industrial Average
has not been able to hold above the 1000 level, and the
average adjusted for depreciation of the dollar has
intermittently declined to about half the 1965 level.

Now we know that a second stage of the prolonged
inflating ended in 1965. Or perhaps the situation would
be described better by saying that a third stage of the
inflating began then. No longer did inflating create
increasing windfall profits for businesses. To a growing
extent, the maladjustments developing proved that
inflating is not the primrose path to permanent prosperity
but is the road to economic ruin.

The expanding profits and rising stock prices during the

quarter century ended in 1965 fostered great illusions.
The leading prophet of the inflationists, Professor
Samuelson of MIT, wrote in Newsweek in early 1967: "The
beauty about social insurance is that it is actuarially un-
sound. Everyone who reaches retirement age is given bene-
fit privileges that far exceed anything he has paid in. And
exceed his payments by more than ten times as much (or
five times counting in employer payments)! How is this
possible? It stems from the fact that the national product is
growing at compound interest and can be expected to do so
for as far ahead as the eye cannot see. Always there are
more youths than old folks in a growing population. More
important, with real income growing at some 3% per year,
the taxable base upon which benefits rest in any period are
much greater than the taxes paid historically by the genera-
tion now retired. . . . Social security is squarely based on
what has been called the eighth wonder of the world —
compound interest. A growing nation is the greatest Ponzi
game ever contrived."3

In its May 16, 1977 issue, Barron's reprinted this
comment from its February 20, 1967 issue: "The
scholar's reference to Ponzi, notorious Boston swindler of
the early 'Twenties, is singularly apt. For there is a
striking resemblance between Ponzi's confidence game and
what the Johnson Administration is trying to sell the
American people in the much-abused name of social
security. For one thing, the program has become an
out-and-out swindle on young people now entering the
labor force. Dr. Samuelson (who evidently does not
separate fact from fiction) to the contrary notwith-
standing, new breadwinners, if they live to be one
hundred, will never get back in pensions what they and
their employes must contribute to the insurance fund."

Among those who were deluded by what I call the
"money mirage" were the supposedly astute managers of
trust departments and other custodians of corporate
pension funds. A substantial part of the deficiency in the
funding of private and many public pension funds is
attributed to the misguided efforts of deluded managers.

Several years ago the expanding total of debts became
far greater, relatively, than the corresponding situation in
1929. Overexpansion of credit for real estate ventures, for
construction of giant tankers, for loans to underdeveloped
nations, and to the eager promoters of new ventures has
created a vulnerable situation. There is no doubt that an
attempt to save the dollar in 1971 instead of abandoning
that effort would have precipitated downward spiraling
deflation. Most of the major banks of the world were,
and still are, hopelessly illiquid and in many instances
insolvent. But disaster was postponed by the decision to
let the dollar follow other paper currencies (and lead

3 As quoted in Barron's, February 20, 1967 and May 16, 1977.
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some of them) on the depreciation road.
Since then, the efforts of politicians and central

bankers, especially in the United States, have been
focused on keeping the dollar acceptable as a medium of
exchange. As long as the people of the United States and
others continue to accept dollars, the inflating-embezz-
ling-enslaving syndrome can be continued.

GOLDEN ROAD TO FREEDOM

For this reason, the competitor of paper, i.e., gold, has
been denigrated. First, by U.S. Treasury auctions of gold,
then by the IMF auctions now on a monthly schedule,
the United States and its collaborators have sought to
push down and keep down the "price" of gold. By this
means, many who purchased gold at relatively high prices
have been scared out. This accounted for the great decline
from $197.50 in December 1974 to $103.50 in August
1976.

However, the trend clearly has reversed during the past
year. Now the monetary authorities are striving to keep
gold at a relatively depressed level. As long as they
succeed they will be providing unusual opportunities to
buy for the wise who understand what is going on.

The accompanying chart shows some possible trends of
the price of gold, assuming that inflating with accom-
panying depreciation of the dollar continues. The chart is
for illustrative purposes only, and should not be

considered a prediction of either the timing or magnitude
of future changes in the price of gold.

Nevertheless, the probability is great that the price of
gold for some decades ahead will fall within or not far
from the area indicated by the dotted lines. If the
prophets who are predicting runaway inflation, a flight
from the dollar, in the near future prove to be correct,
the price of gold will skyrocket somewhat as shown in
the left-hand dotted line. If the prophets who foresee
early deflation and a major depression prove to be
correct, the price of gold may follow an irregular path
almost anywhere in the large area indicated on the chart.
And if the governments and central banks are successful
in continuing the inflating without either a flight from
the currency or a major deflation and depression, the
price of gold probably will follow a path somewhat like
the right-hand dotted line.

In any event, the road to economic freedom is clearly
indicated. Those who acquire gold and gold-related assets
will have the best chance of preserving for their own use
the largest possible portion of their surplus product.
Moreover, they will be aided by the actions of
governments and central banks attempting to perpetuate
the inflating-embezzling-enslaving syndrome. Once again,
freedom and gold will be found to be inseparable. Until
this lesson is relearned, nothing will stop the self-destruct
mechanism crippling Western civilization.
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