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Gold Not Demonetized

Failure of the Greatest "Bear Raid" in History

During 1975 and 1976, U.S. officials led an attempt to
destroy the reputation of gold as the ultimate monetary
asset by driving down its price so deeply that few would
soon risk its purchase again. This "bear raid' failed. The
price of gold has risen far above the pre-raid high, and it
is apparent that gold still is the premier official monetary
reserve. Other raids are to be expected, but we doubt that
they will achieve even the "success" of the 1975-76 raid.
Nevertheless, holders of gold-related assets must expect
temporary setbacks from time to time in the prices of
those assets as monetary officials attempt to drive out
"speculators" and prolong their inflating-embezzling
practices.

Beginning in 1975, the United States, aided by
principal members of the International Monetary Fund
(IMF), began a "bear raid" on the gold markets of the
world. It was a raid of unprecedented proportions and
duration. The underlying purpose of this raid was to
convince the citizens of the major nations that paper
currencies are better than gold. Success of the operation
would ensure that inflating by excessive issues of paper
currencies could continue indefinitely.

Of course, the announced purpose of the "raid" was
somewhat different. U.S. Treasury and IMF publicity re-
leases proclaimed that gold was to be demonetized, that it
would no longer be used as a reserve in the banking systems
of the world. An effort was made to convince the public
that gold is a barbaric relic, outmoded by the ingenuity of
man in devising new, "rational" monetary systems.

Some economists predicted that gold would prove to
be nearly worthless in the absence of an official demand
for monetary purposes. Figures near $25 per ounce were
suggested by some observers as the probable equilibrium
price for gold based on nonmonetary demand alone.

Monetary officials had good reason to devise and
implement their bear raid. During 1973 and 1974, general
prices increased well into double-digit rates in most
countries, and the price of gold rose more than 200
percent (see the accompanying chart). Much talk arose
during this period about the possibility of "runaway
inflation," a "flight from currency," and a "collapse of
international monetary arrangements."

Analysts who often spoke of these possibilities also
touted gold as the preferred alternative to paper
currencies. Others, unconcerned about the historical
monetary role of gold, bought gold and gold stocks
simply to profit from a short-term investment in them.
That possibility became appealing as the prices of those
investments were rising rapidly, while the prices of
common stocks and bonds were doing just the opposite.
Monetary authorities obviously had to do something in

this situation, before a large segment of the public came
to so doubt the future value of paper currencies that a
flight from them would indeed occur.

Steps in the Raid

In early December 1974, the U.S. Treasury announced
that it would sell about 750,000 ounces of gold on
January 6, 1975. Gold reached its then highest price on
the London market at $197.50 on December 31, 1974.
The first Treasury gold sale and the fact that the
American public did not rush to buy gold as soon as the
restrictions preventing their purchasing and selling gold
were removed (at the end of 1974) was enough to break
the speculative boom and initiate a downward slide in the
prices of gold and gold stocks.

As the price of gold fell throughout 1975 and until the
summer of 1976, holders of gold and gold stocks who
had borrowed on margin or otherwise financed purchases
made for short-term profits were either forced to sell or
chose to sell as the price trend was against them. Many
investors in South African gold stocks also were
frightened by the civil disturbances within South Africa
and the threat of a Communist takeover of Africa
generally.

During this period, the bear raid involved a second gold
auction by the U.S. of nearly 500,000 ounces on June
30, 1975. This was followed by an announcement that
the IMF, as part of its plan to demonetize gold, was
considering selling 25 million ounces of its gold at public
auctions. In January of 1976, the IMF plan to sell that
amount of gold during a 4-year period was formally
adopted, and the first of the scheduled auctions was held
on June 6, 1976.

Gold Has Won

In spite of all the influences tending to depress the
price of gold and increase the exchange value of paper
currencies for gold, the price never did fall to the low
levels expected by some observers early in 1975. In
August 1976, gold declined to a low of $103.50, and gold
stocks "bottomed out" at about the same time. From
that time to the present, the price of gold has been in an
almost continuous upward trend to the present level of
about $280 per ounce. One noteworthy interruption of
this upward trend occurred during late last year, after the
Treasury announced on November 1 that the amount of
its monthly gold auctions (which were begun at 300,000
ounces per month in May 1978 and were increased to
750,000 ounces in November) would be 1,500,000 ounces
beginning in December. The IMF gold auctions also
continued during this period. In spite of these large
official gold sales and an increase in the foreign-exchange

101



value of the dollar since November 1, that "baby" bear
raid hardly caused a ripple in the upward trend of the
dollar price of gold.

Prices of South African gold stocks also have recovered.
Recently the new Conservative government of Great
Britain revealed that it would send a representative to
Rhodesia, after having consulted with the U.S. and its
European allies. Apparently, leading financial interests of
the world have taken this as a signal that the West has
finally realized the importance of southern Africa in the
global defense against Communism. In any event, dollar
prices of South African gold stocks have increased sharply
during the past 2 months.

In early 1978, discussions began among the leaders of
the major European nations about a monetary union
called the European Monetary System (EMS). By the end
of that year, agreement was reached, and the EMS began
operating on March 13, 1979. Each member of the EMS
is required to deposit 20 percent of its gold as part of the
reserves against European Currency Units (ECUs) issued
to it by the EMS. For this purpose, gold is valued at
market-related prices. Thus, instead of having been
demonetized, gold again has become a principal monetary
reserve asset of leading nations.

More To Come

The speculation in gold and gold stocks that had
become intense during 1974 pushed the price of gold well
above the range of $140 to $180 that we had estimated
as roughly appropriate in view of world commodity prices
at that time. The subsequent decline during the great
"bear raid" forced the price of gold about as far below
the middle point of the indicated range as the earlier
speculation had forced it above that range. These events
were more or less "par for the course" in any speculative
market.

With the perspective of hindsight, everyone now can
see that gold has not been demonetized. Perhaps the great
"bear raid" has gained some time for the officials of
leading nations to inflate for a longer period. The public
is so slow to awaken to the destructive consequences of
continued currency depreciation that the process may be
continued for years, even decades. (This possibility is
represented by the lower, heavy broken line in the chart.)

France apparently has had little difficulty in continuing
to depreciate the franc without starting a flight from that
currency. The French franc now will buy only about one
five-hundredth of what it would purchase in 1914. Thus,
during a man's lifetime, the 1914 French franc has
become almost worthless. But still the French people use
the franc, the economy of France has not collapsed, and
the inflating process still continues. Leaders of other
nations have been similarly successful in postponing the
day of reckoning by having their paper currencies
accepted by the public in spite of its prolonged
depreciation.

While the inflating-embezzling process continues, specu-
lative buying of gold and gold stocks may result in
temporarily unsustainable upward surges in prices from
time to time. Moreover, we assume that the U.S. Treasury
will operate in the gold market, directly or through
intermediaries, for the purpose of discouraging the
"speculators" whenever a marked rise in the price of gold
seems about to endanger the acceptability of paper
currencies. The Treasury thus has operated in the
foreign-exchange markets for the dollar and presumably
would not hesitate to operate similarly in the gold
markets.

Consequently, short-term traders in gold may find
themselves occasionally "whipsawed" by the intervention
of the powerful "bear" operator. At this writing,
however, anything like a repetition of the 1975 through
mid-1976 experience seems highly improbable. The "bear
raid" failed to achieve the demonetization of gold.

Favorable Fundamentals

Gold has been universally acceptable as a means of
payment for centuries, and it continues to be so today.
The recent experience of South Africa demonstrates that
gold can be used to buy oil when currencies are not
acceptable to some of the oil-rich nations. Further large
offerings of U.S. gold might reduce the U.S. holding
below the level needed for assuring that the U.S. will have
an acceptable means of payment for essential supplies
from abroad in any event, including war. Therefore,
denuding the U.S. of its remaining gold would be close to
treason, as even the anti-gold group in the Carter
administration must realize.
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We have pointed out elsewhere that the inflating-
embezzling process is a self-destruct mechanism, especially
in a modern nation such as the United States where the
formation of capital is so dependent on the accumulated
savings of millions of individuals. The awakening of the
population to what is occurring has been gradual. Indeed,
to date only relatively few apparently realize what is
happening. Nevertheless, it is becoming clearer every day
that if the social order of the Western world is to
continue, there must be a return to sound money. Almost
certainly, gold will be the essential reserve asset when that
time comes. In the meantime, as the inflating self-destruct
mechanism continues, gold and gold-related assets seem to
offer the best hope for savers to protect their wealth and
perhaps earn a real return on it.

INTEREST RATE CEILINGS
AND SAVINGS DEPOSITS

Federal banking authorities have raised the maximum
interest rates payable on savings accounts one-quarter of
one percent, effective July 1. Nevertheless, these new
ceiling rates are far below current short-term interest
rates, to the detriment of savers of small amounts.
Although below-market ceilings supposedly make resi-
dential mortgage funds available at lower rates, they in
fact reduce the funds available for such mortgages and
confer a special privilege to successful mortgage borrowers
at the expense of small savers.

A one-quarter point increase in the ceiling interest rates
that Federally chartered savings and loan associations

(S&Ls), mutual savings banks, and commercial banks may
pay on savings accounts becomes effective on July 1. The
new rules issued by Federal banking authorities will allow
the thrift institutions to pay a maximum of five and
one-half percent on savings deposits, while commercial
banks will be allowed to offer up to five and one-quarter
percent on savings accounts. The one-quarter of one
percent differential between the thrift institutions and the
commercial banks has been in effect to encourage the
flow of funds into the former institutions in order to
increase funds available for residential mortgages.

Inasmuch as these financial institutions are prohibited
from paying market rates of interest on their savings
deposit liabilities, small savers can receive only the
maximum rates allowed by Federal regulators. Conse-
quently, when short-term rates rise above the passbook
rate, some funds are withdrawn from savings accounts and
invested in higher-yielding money-market instruments,
which reduces the amount of funds available for
residential mortgages. Thus, "disintermediation," or the
flow of funds out of the thrift institutions, is a major
effect of interest rate ceilings on savings deposits.

For example, the flow of funds into savings institutions
(S&Ls, mutual savings banks, and credit unions) decreased
sharply during 1973 and 1974 when short-term interest
rates were rising and substantially higher than the ceiling
rates on savings accounts. In the third quarter of each
year there was an actual outflow of funds, as the
accompanying chart shows. The chart also shows that as
the availability of funds decreased, home mortgages
acquired by savings institutions also decreased. The
ceilings on savings deposits, therefore, hamper housing
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construction when savers use an alternative to low-
yielding savings accounts. After short-term interest rates
began to decline from their cyclical peak in late 1974, the
flow of funds into savings institutions increased and home
mortgages acquired by these institutions also increased.

To reduce the detrimental effect of interest rate
ceilings on the housing market during this business cycle,
Federal banking regulators authorized in June 1978,
thrifts and commercial banks to issue 6-month money-
market certificates (MMC). The interest rate of the MMC
is related to the 3-month rate on U.S. Treasury bills, but
the minimum denomination is $10,000. This effectively
shuts out the small saver from this market-related savings
instrument. Nevertheless, the flow of funds into savings
institutions has continued at a comparatively high rate as
short-term interest rates have risen far above the ceiling
rates on savings accounts.

For example, in the third quarter of 1978, following
the introduction of 6-month certificates in June 1978,
there was an inflow of $14.66 billion into the savings
institutions, compared to an inflow of $13.44 billion in
the second quarter when MMCs were not available.
Inasmuch as savings and loan associations are the largest
mortgage lenders for residential homes in the country, it
is interesting to note that home mortgage activity has
remained at a comparatively high rate so far in 1979. This
may not continue much longer, however. The most recent
data on savings flows indicate that there was a large
outflow, $1.5 billion, during April.

Obviously the marginal rise on savings deposit ceiling
rates still leaves the maximum return on savings accounts
far lower than the rate of increases in consumer prices
during the last year and most of the past decade (again see
the accompanying chart). When the interest received from
savings accounts has been below the depreciation of the
dollar, every savings account holder has suffered a real loss
on his saved funds. But this also is true for the holders of
3-month Treasury bills, for which the rate also has been
below the rate of consumer price increases during the past 5
years. Thus, even the most secure short-term debt in-
strument has not yielded a real rate of return in recent
years. Moreover, holders of these instruments are being
taxed on nonexistent interest earnings.

The removal of Federally imposed ceilings on savings
deposits, which has been endorsed by President Carter
and consumer groups, would be a major step in fostering
a free market in the savings banks industry. The removal
of interest rate ceilings would improve the allocation of
saved funds in the economy, aid residential construction,
and enable small savers to earn a greater rate of return.

BOOK REVIEW

The Radiation Controversy by Ralph E. Lapp,
published in 1979 by Reddy Communications, Inc., 537
Steamboat Road, Greenwich, Ct. 06830, 177 pages.
Paperback, $2.75.

Ignorance makes man susceptible to false notions, and
fear paralyzes his ability to overcome that ignorance.
Modern-day anti-energy zealots rely on these human
weaknesses in their attempts to convince an uninformed
public that nuclear energy is too risky and therefore must
be stopped. Sensationalism, emotionalism, and absolute
assertions are the chief weapons of the anti-nuke forces,
apparently because they lack adequate scientific support
for their position. To avoid being duped by energy
extremists, one must stop, look, and listen calmly to
reasoned, authoritative comments about radiation.

Dr. Lapp's nuclear energy career has been wide-ranging
and prominent. Although a member of the Manhattan
Project research group, he later opposed atmospheric
nuclear weapons testing. He is an energy and environmental
advisor to both industry and government. His articles,
reviewed and accepted by his scientific peers, have been
published by many scientific journals as well as
non-scientific digests, magazines, and newspapers. His
books on nuclear power safety and controversy are read
around the world. In the course of his 40 years of research,
writing, and speaking about nuclear energy, he has received
wide recognition as an authority on radiation risks.

Dr. Lapp has written this book with a minimum of
jargon, rhetoric, and slogans. He uses tables and charts
clearly and gives the sources for data he presents. He puts
in perspective the relationship of radiation to cancer for
our population. For example, he demonstrates that
leukemia deaths occurred 5.5 times more frequently for
chicken farmers than for atomic workers in an occupa-
tional mortality study in Washington state and that the
population of Denver receives more natural radiation than
" . . . the entire nuclear power personnel population"
without anyone advocating the evacuation of ". . . Denver
to a 'safer' radiation location."

He also describes how significant statistical errors have
been misleading to both the Congress and individuals: "For
example, one can correlate the sale of ice cream cones on a
hot summer day with the number of people drowning that
day. But certainly ice cream should not be banned because
of this statistical inanity." He further points out that
purporting to detect an excessive cancer rate among nuclear
workers have been unsubstantiated and that in the case of
the Portsmouth shipyard scare " . . . there could be no
radiation effect. . . . "

In the author's words: "These risks of nuclear
radiation . . . have been exaggerated by foes of nuclear
power who would isolate the atom as uniquely harmful to
society. Not only do they fail to recognize and put in
perspective the overwhelmingly larger risks due to the
earth's natural radioactivity . . . they take a cavalier view
of the nation's energy plight."

To separate the grains of knowledge from the chaff of
fear and ignorance concerning nuclear energy, we must
employ the best aids to reason. Dr. Lapp's book is such
an aid.

COMMODITIES PRICES

1978 1979
Index Jun. 12 Jun. 4 Jun. 11

Spot-market, 22 commodities* 600 724 720
Commodity-futures 733 855 889
Steel-scrap $72.83 $106.83 $100.17

Jun. 22 Jun. 14 Jun. 21

Gold $185.30 $279.00 $282.30
*For the preceding Tuesday.
Note: The indexes are, respectively, those of the U.S. Bureau of
Labor Statistics, Dow-Jones, and Iron Age. The spot-market and
futures indexes are converted so that their August 1939 daily
averages equal 100. The steel-scrap index is a composite price for
No. 1 heavy melting scrap. The gold price is the final fixing in
London.
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