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• INCREASINGLY, Americans are be­
ginning to face the fact that we are
headed toward some sort of colossal
economic debacle. Our nation is sit­
ting on several political timebombs

1

- anyone of which could explode
and initiate a financial collapse.
These crises include the instability of
the international monetary situation,
the bankruptcy of our Social Securi-
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ty system, the growing liquidity prob­
lem among our financial institutions,
the general scarcity of capital ur­
gently needed for expansion and
plant replacement, price conse­
quences of runaway federal deficits,
and crippling interest rates. These
problems have been building for
years, and recent Administrations
have tried to cover them up, stave
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them off through stop-gap mea­
sures, and juggle them in the des­
perate hope that none will explode
before the next election. Together
they constitute one Big Crisis of
mammoth proportions.

At the root of this potential ca­
lamity is Debt, resulting from defi­
cit spending by Big Government.
How this Debt is dealt with will ul­
timately determine whether the com­
ing explosion of the Big Crisis will be
inflationary or deflationary.

Deflation results in erasing Debt
by default, paying back only a frac­
tion of the amounts due creditors.
Inflation, on the other hand, erases
Debt by depreciating the currency,
paying back only a fraction of the
purchasing power of what was orig­
inally borrowed. The battle over how
to extricate ourselves from this Debt
burden will be between the forces of

I
deflation and inflation.

Over the past few years there has
been a running debate, mainly at the
monetary conferences, over whether
the next big economic bust will be a
classic deflationary depression like
the one of the 1930s, or one charac­
terized by runaway inflation such as
occurred in Germany in 1923. In the
past, depressions following long-term
inflationary periods have been de­
flationary: prices, wages, and inter­
est rates have gone down while un ­
employment has increased. In the
Great Depression of the 1930s the
eighty percent of the workers able to

I
hang on to jobs lived reasonably well.
Wages were low - but hamburger

I was a nickel a pound. The purchasing

I
power of the money was high - for
those who had any. Unfortunately,
the depression of the 1980s could be
different - and worse.

Previous depressions occurred
when the country was still on some
form of gold standard, which limited
the extent of inflationary credit ex-
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pansion that could take place before
the general market purged itself
through readjustment. Today we are
no longer on any semblance of a gold
standard. The dollar is backed by
nothing. The basic monetary problem
is that, in the world today, control
over money and credit is in the hands
of national governments or central
banks chartered by national govern­
ments - in other words, this control
is exercised by politicians, giant
banks, and bureaucrats. Never be­
fore in history have such powerful
inflationary forces been so com­
pletely in the hands of monetary au­
thorities.

In his explosive book, The Coming
Currency Collapse, Jerome F. Smith
describes the consequences of an in­
flationary depression as follows:

"In real terms, an inflationary de­
pression is indistinguishable from a
deflationary depression . In both
cases production and incomes decline
in real terms; in both cases liquidity
problems proliferate; in both cases
widespread bankruptcies occur. The
distinction between a deflationary
and an inflationary depression is
this: in a deflationary depression,
production, incomes, and living stan­
dards generally decline both in real
terms and in nominal money terms;
in an inflationary depression, pro­
duction, incomes, and living stan­
dards generally also decline in real
terms while at the same time all of
these show increases in nominal mon­
ey terms."

Put another way, it means you
could have plenty of official "mon­
ey," might even be a millionaire in
terms of that money, but a Big Mac
might cost you a hundred dollars.

An inflationary depression could
wipe out almost everyone whose as­
sets are in dollar-denominated bank
accounts, pension funds, insurance
programs, or long-term government
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At the root of our economic troubles is Debt,
resulting from ruinous deficit spending by gov­
ernment. Now the Fed can either hold down
the money supply and plunge the economy into
massive unemployment and a deflationary de­
pression, or "monetize" the Debt, sending in­
flation into orbit and destroying the dollar.

bonds. It would mean the total col­
lapse of the paper dollar. If t he
monetary system were to collapse en­
t irely, with no one willing to accept
the obviously worthless currency,
normal exchange in the marketplace
would come to a screeching halt.
Sin ce prices, contracts, and obliga­
tions of all kinds are denominated
in dollars, and since dollars would be
worthless, the underpinnings of mod­
ern society would disintegrate. Pro­
duction would be disrupted. The gen­
eral st andard of living would plum­
met . Chaos would reign.

There would quickly come a time
when exchanges could occur only on a
barter basi s, such as trading a loaf
of bread for a gallon of gasoline.
However, as Harry Browne has ob­
served , "precious little bartering can
take place [on a large scale] for it's

I
practically impossible for a large
company to employ thousands of

I
workers on a barter basis. So who
will produce the loaf of bread or
the gallon of gas? After current sup-
plies have been exhausted, only
what's been hoarded in advance can

I
be bartered."

Eventually, barter can evolve

I
where exchanges become more fre­
quent and long-term. Commodities
immediately in high demand for bar-
t er purposes would include food­
stuffs, tools , liquor, spare parts ,
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and the like. The most barterable
commodities would , however, be sil­
ver and gold coins . But re-emergence
of sound money would be likely to
occur only after a slow and painful
readjustment in the aftermath of I
runaway inflation.

As readers of this magazine know
very well, inflation is the official
counterfeiting of money by a gov­
ernment. Every government in the
world is now issuing counterfeit cur­
rency - bills not fully backed and
redeemable in what the world mar­
ket has always chosen as real money
- silver or gold. Inflation occurs
when the deficits of the central gov­
ernment are financed by the creat ion
of new, not -so-funny money. This
happens when the Federal Reserve
magically "buys" government Debt
certificates by simply making com­
puter or bookkeeping entries showing
additional deposits credited by the
U.S . Treasury. The Treasury then
puts this new counterfeit money into
circulation as it writes checks against
the phony deposit which was created
out of thin air by the Federal Re­
serve. The more federal Debt the Fed
"buys," the more new money is cre­
ated. The greater the Debt, the great­
er the potential for monetary infla­
tion.

Jerome F. Smith, a pioneer in the
hard-money cause, insists: "There
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The Reagan reforms are not tough enough
to prevent economic collapse. The true Budget
deficit for Fiscal 1982 will be $175-200 billion
and government continues to get fatter. What
is needed are $100 billion in federal spend­
ing cuts, monetary reform, and the election
of movement Conservatives to Congress.

I
are three basic factors which will
make hyper-inflation inevitable by
1987 - or even sooner. These are
runaway federal spending, runaway
federal debt, and the export of U.S.
domestic inflation overseas."

Both federal spending and deficits
are even now at record highs. The
Reagan Administration has already
released preliminary estimates show­
ing that the 1982 Budget deficit will
be at least $109 billion rather than
the $42.5 billion for which it had
originally hoped. At least some of
this red ink will have to be paid for
with inflation, by the Fed "monetiz­
ing" substantial sums of this Debt.
And, because the Yankee dollar is the

I reserve currency to which virtually all
other currencies in the world are
linked, our inflation becomes every­
body 's problem. Smith explains:

"Foreign central banks built up
huge dollar reserves when the dollar
was still officially redeemable in
gold. After 1971, they felt compelled
to support the dollar - in order to

I maintain the value of their reserves.
I Today the scariest thing of all is

I
that, for the first time in history, we
have the potential for a worldwide
hyperinflation. During past hyperin-
flations, it happened to one, or two,
or three nations at a time. But now
the U.S. dollar is, in effect, a global
currency. It's the major currency used

FEBR UARY,1 982

for international trade; it's the major
reserve currency held by the central
banks of most nations. When the
U.S. dollar is hyperinflated, virtu­
ally all other national currencies will
simultaneously be hyperinflated,
too.."

I
As deficits continue the situation

must reach critical mass. And they
are likely to continue. Smith points
out that, since 1977, the number of
people receiving a check of some
kind or another from the federal
government has exceeded the num­
ber of people paying taxes into the
system . This means that the majority
of voters are now on the "take" and
are not likely to vote away their sal­
aries or benefits. As Smith cogently
observes:

"Our political development has
reached a stage that was warned
against by Madison and other found ­
ers of this Republic. Namely, a large
segment of the population has dis ­
covered that it can obtain benefits
from the Federal Treasury without
putting forth any efforts to earn
them. At the same time, hundreds
of politicians have learned that they
can obtain re-election by promising
more and more benefits to their con­
stituents. We also have a truly mas­
sive federal bureaucracy that has
grown every year since the mid-1950s.
It obviously has a lifetime career in-
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terest in encouraging more and more
spending. "

Nothing goes straight up. Price
patterns tend to move in cycles of
up-and-down zigzags. Jerome Smith
makes the following prediction: "I
believe that we'll have one more in­
flationary cycle that goes up almost
to 30% and comes back down to a
new low of 20%. From there, it'll
climb to the area of 40% to 50%.
And at that point I think it will
just keep going into triple-digit in­
flation. Maybe in three years - 1986
or '87 at the outside."

Economist Murray Rothbard,
probably the world's leading author­
ity on the Great Depression of the
1930s, is another staunch believer in
the likelihood of runaway inflation.
Professor Rothbard says, "I think de­
flation is out of the question. I'm
willing to bet anybody anything that
there will be no deflation ever. The
difference between the current situ­
ation and that of 1929 is that now
they have the unlimited power to
counterfeit. There are no checks
now. We don't have a gold standard
anymore. We had it in twenty-nine,
so they couldn't counterfeit without
limit. The people could get their gold
out. But now they can do anything
they want. -Originally, the Federal
Reserve was only supposed to be en­
gaged in buying short-term commer­
cial paper. Then they expanded into
government bonds. And now they can
buy any asset they want - foreign
debt, stocks, Chrysler, any damn
thing they want."

According to the inflation fore­
casters, the government and the Fed
will eventually monetize all the Debt
they have to in order to bail the
economy out of deflationary crunch.

"Some estimates of Third World debt to West­
ern banks are as high as $580 billion . A vast sea
of inflation would be poured out as the basis
of monetizing all that debt !
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The forecasters all point to the great
inflationary potential contained in
the Monetary Control Act of 1980. In
addition to placing all depository in­
stitutions (banks, S.&L.s, credit
unions, etc .) under the control of the
Federal Reserve System, the Act pro­
vides that the Fed, during "extraor­
dinary circumstances," may reduce
reserve requirements to nothing, zero,
zilch. The Monetary Control Act also
expands the definition of what can
be considered collateral in the Sys­
tem. Collateral is now whatever the
Fed says it is. Indeed, it was in antic­
ipation of the urgent need to inflate
that the writers of the new law added
the following sentence: "Collateral
shall not be required for Federal Re­
serve notes which are held in the
vaults of Federal Reserve banks."
As we noted, the language of the
monetary law also permits the Fed to
monetize (turn into new counterfeit
money) debts of foreign govern­
ments and even loan guarantees of
foreign governments.*

Agents of international bankers
maneuvered this law through Con­
gress so adroitly that it passed the
House with only thirteen dissenting
votes and was rushed through the
Senate on a voice vote just before
our national legislators adjourned for
the Easter holiday in 1980. The
Monetary Control Act can have no
other purpose than to make it pos­
sible to flood the world with paper
currency to bail out the international
bankers.

At the same time the Federal Re­
serve stands behind the Federal De­
posit Insurance Corporation and the
Federal Savings and Loan Insurance
Corporation as the lender of last re­
sort, ready in the event of a national
monetary panic to inflate the money
supply to Hades in order to bailout
the system and payoff all depositors

(Continued on page eighty-one.)
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From page eighteen

DISASTER
(eventually) with cheap money. This
means, insist the predictors of hyper-

I
inflation, that the corrective period
of deflation and liquidation need
never come as it always did in the
past. Runaway inflation is therefore
possible until the market in dollars
totally collapses and barter replaces
fiat currency.

The present reality, of course, is
that we are in the depths of a dis­
inflationary recession. The rate of
price inflation as measured by the
Consumer Price Index fed us by Un­
cle Sam has been lower in recent
months compared to the buoyant
days of Jimmy Carter. Late last year
the government reported that con­
sumer prices had risen atanannu­
alized rate of only 4.4 percent in the
month of October. Market reaction

I

to the news was very positive. The
stock market rallied sharply. Major
banks reduced their prime lending
rate below sixteen percent. Jerry Jor-
dan of the President's Council of
Economic Advisors enthusiastically
proclaimed: "This could be the turn­
ing point to permanently and dra­
matically lower inflation."

Nonsense. A single month's de­
cline in the notoriously volatile C.P .1.
can hardly be taken as evidence that
our leaders are going to Whip Infla­
tion Now . Howard Ruff, another
·hedger against hyperinflation, says
this about our deepening recession:

"Months ago I said that we were
sliding into the second half of a
double-dip recession that began in
1980, and it would be 'far deeper
and more frightening than anyone
anticipated.' In fact, it would even­
tually look so scary that it would look
as though we were on the edge of the
'Great American Depression of the
'80s.' I said this would frighten the
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Congress and the White House into
stimulatory spending to prevent such
a depression . . The only question
would be whether or not they could
act in time to prevent it, or whether

I

the Fed would have miscalculated
and kept the money supply screwed
down so tightly that they would in­
advertently plunge us into that de-
pression. My conclusion was that we
would spend our way out of it.

"It's interesting to watch the
changing psychology of the voting
public and the politicians. Until re­
cently most Americans were worried
about a 10% loss of purchasing power
due to inflation. Now they are begin­
ning to worry about a 100% loss of
purchasing power from losing their
jobs. If it comes to a choice, you can
bet your life they'll worry about their
jobs. And so will the politicians . That
means more inflation later ."

On the other side of this "great
debate" are those who say that this I
is it, that our current disinflationary
recession will soon deteriorate into a I
massive deflationary depression , .
making the Great Depression of the
1930s seem like a mild downturn by
comparison. James Dines, an invest­
ment advisor since the early 1960s
who has earned the title "Mr. Gold­
bug," believes that the triggering of
the slide into a full-scale deflation­
ary depression would be a surprise
which would catch the economy off
its guard, that the Federal Reserve
would not crank up the money supply
in time, and that even if it did it
would not be enough to bailout all
the cash-hungry debtors . He states:

"Let's say, for example, there's a
failure among the less developed
countries. (They call them LDCs . I
personally call them LDBs - Less
Developed Bankrupts. I include New
York City, of course.) Now, there's
no way that these countries overseas
can payoff their loans . They don 't
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have enough money to meet the in­
terest payments. The question is:
When will it be recognized by the
banking system that those loans are
worthless? Some big banking failures
could come along by surprise, and a
spark could start a wave of bank­
ruptcies. After all, when a bank is
going bankrupt, the first thing
they're going to do is go through their
loans and say, 'You - We're not go­
ing to renew your loan.' Or, 'You ­
We want your money back right
away.' Where are you going to get
cash? There will be this scramble for
liquidity.

"The most important part of my
argument is that, believe it or not,
when you actually count the dollars
- the greenbacks - in this country,
there's only $100 billion! That's actu­
al green dollar bills and coins . It's
actually a little less than that, but
that's a round figure . Now, the entire
$400 billion money supply - the rest
of it - is all in the memory cores of
computers. You've got a bank book.
You don't have money. You've got a
little book that says you have money.
So, if a bank goes broke and fails to
pay its electric bills, they'll pull the
plug on the computer; the money's
gone! It disappears overnight. Gone.
Never existed. I think you're going to
see the worst , most incredible con­
traction in the money supply in his­
tory . Now, some say, 'Well, the gov­
ernment is going to print more.' Lis­
ten! There aren't enough trees in
America to print that much paper!"

To this last point by Dines, How-

l
ard Ruff has remarked that if you
put zeros behind the numbers on the

I bills, there are enough trees in
Central Park to do it . As for bank­
ruptcies and a contraction in the
money supply (which is mostly credo.
it) plunging the nation into defla­
tion , Howard Ruff responds: "That
happened in Germany in the early
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stages of their runaway inflation. It
was not deflationary. All it did was
create a tremendous demand for pa­
per to supplant credit. We have a
credit economy . There is a' process by
which you go from a credit economy
to a printing-press economy. In my
opinion, the government won't let a
deflation happen: I · think they will
freeze everything until they can print
enough money and rush it to the res­
cue. They'll have legislation to stop
bankruptcy. They will do what's nec­
essary until they can rush that money
out there, because they have got to
inflate or die! Even though we all
hate inflation, the majority of the
people in this country have a stake in
the programs that are causing it."

Still, the deflationists insist that a
bust-level deflation cannot be
avoided, that it will be impossible for
the Fed to bail out everyone, that
there are so many illiquid debtors
throughout the economy. - S.&L.s,
many banks, Chrysler, Cleveland, the
L.D.C.s - that a cash bailout will be
impossible.

Others point out that hyperinfla­
tion would be economic suicide. C.
Vern Myers, editor of the Myers Fi­
nance & Energy newsletter, notes
that despite the temporary oil glut we
are still very dependent on imported
oil, and we dare not hyperinflate for
fear of losing it . This 68-year -old fi­
nancial advisor, who has written
about energy for more than thirty
years, insists that the energy crisis
will get worse unless the U.S . can
completely cut off its dependence on
foreign oil supplies. At a debate in
New Orleans, Myers pointed out:

"Our worthy opponents who pro­
ject ever-rising inflation must want
you to think that OPEC will keep on
sending us the oil when the dollar has
depreciated one-half and down to a
quarter of its worth - down to an
eighth, down to one eightieth, and
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then down to one eight-hundredth.
That's runaway inflation. Do you, as
reasonable people, see these nations
continuing to pour out oil at each of
these benchmarks? Won 't they choke

I
us off at one of them? For an an­
swer, look at what's happening now.
Our dollar has depreciated one half
in value in ten years. That 's far from
runaway inflation. Even so, at this
point , t here is talk not only of raising
prices bu t of cutt ing back on oil.
They're not going to be saps. They

I
are going to say, 'Look, Buddy, we're
going to cut back the oil, or else
we're going to demand a mone y that
will hold its value.' "

But the oil-rich Arabs have billions
of dollars in American banks and
otherwise invested in our economy.
They have to bet on the dollar as
long as they have so much of a stake
in our problem. And they can 't do

I anything (like stopping the flow of
I oil) to hurt us so badly without hurt­

ing themselves to a larger extent . We
ha ve them as much as they have us.

Anoth er forecaster of a deflation­
ary scenario is Martin D. Weiss, au­
t hor of The Great M oney Pan ic,
which was published last year. A rec­
ognized authority on interest -rate
predicti on, Weiss has been forecast­
ing since 1975 that the next depres­
sion would not begin in the stock
market as happened in 1929, bu t in­
stead in the huge bond market. He
believes that we are in the beginning
stages of a depression which was trig­
gered by th e Federal Reserve aban­
doning support of the bond market
in October of 1979. In an interview
with Rick Johns which was published
in the July 1981 issue of the Ameri­
can Economic Council's Report,
Weiss stated :

"My scenario is for neither the
tradit ional inflation nor the tradi­
t ional deflation. We are now facing
an unprecedented scenario wherein
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soaring interest rates and declining
business feed up on each other, re­
sult ing in highl y inflated interest
rates and highl y deflated prices at
the same time. This will mean very

I
high rea l interest ra tes. That's what I
refer to as the grea t money panic ."

When asked ab out the govern ment
and the Fed resorting to hyperinfla-
tion to bail t he economy out of the
panic, Wei ss resp onded: " I t ake
st rong exception with those who feel
that the government will hyper-in­
flate the economy. I think that is
going to be impossible because some­
thing new has evolved in the Ameri­
can economic system that has never
existed in any prior system - that's
the credit markets .. .. The credit
markets are at least three and one­
half times larger in the amount out­
standing than all of the st ock mar­
kets. In dollar terms, t he volume of
the transactions in the credit mar­
kets is now running one hundred
times greater than the sto ck market.
Never before has credit been bought
and sold the way it is today. So that
changes all of the old rules . . . .

"T hose who believe that the Fed
can print us out of this whole mess
and bring on hyperinflation are dead
wrong. The credit markets provide
t he cash life-blood to ever yone.
Without credit markets , the govern­
ment itself goes out of business. And
that's almost wha t happened in Feb­
ruary-March of 1980, when even a
small lot of $5 million in govern ­
ment securities could not be mar­
keted. The bond traders - at Mer­
rill-Lynch, Solomon Brothers, Gold­
man-Sachs - call the Treasury De­
partment and say, 'We can 't sell your
bonds.' The Treasury Department
turns to the President and says , 'We
cannot raise the mone y. We must do
something to revive the bond mar­
kets.' And at that time it meant to
purposefully precipitate a sharp de-
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cline in the economy. In other words ,
yes, the government can create cash
money - but it cannot create the
confidence needed for credit money.

"They are underestimating the im­
portance of credit money which is
over ten times larger. At the end of
June we estimated total debt to be
about $4.8 trillion - that includes
about $1.5 trillion in mortgage debt,
about $1 trillion in government debt,
about $2.5 trillion in corporate debt,
consumer debt, and bank debt. If
they tried to print us out of this,
the more cash money they print, the
more credit they lose. The Fed buys
government securities by printing
money. It pumps the money into the
bond market. The bond dealers de­
posit this new money in the banks
and at the end of the week it pops
up as a major increase in the money
supply. Next, the bond owners, credi­
tors , bankers, hypersensitive to
jumps in the money supply, dump
their holdings, and we get a net de­
cline in the value of the credit out­
standing, which is greater than the
increase in the cash money supply.
For every paper dollar they put into
circulation, they could lose as much
as ten dollars in the value of the
credit outstanding."

Market analyst Richard Russell
concurs. Commenting in a recent is­
sue of his prestigious Dow Theory

I
Letters, he observes, "I submit that
if and when the Fed decides to in­
flate us out of a recession or de-
pression, the debt markets will col­
lapse and thereby simply intensify
any recession . In fact, I would say
that a deliberate inflation policy by
the Fed would result in more money
lost in bonds and mortgages than can

I

be created by monetization of the
debt! "

These observers cou ld be right. As
the current recession gets scarier,
there is a great deal of evidence to
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support the view that it could soon
slip into a nationwide deflationary
implosion. Pick up any newspaper
and you read about plants closing or
more workers being laid off. When
was the last time you saw an article
announcing the opening of a new
factory? We already have a virtual
depression in such basic industries as
housing, steel, automobiles, and con­
struction. It is only a matter of time
before their problems will trickle
down into the rest of the economy .
Unemployment will exceed nine and
even ten percent.

Richard Russell summed up the
dismal economic picture in his No­
vember 4, 1981, Dow Th eory Letters
as follows:

"The 'mild· recession' that a few
experts now recognize is accelerating
downward. The latest figures show
that orders for non -military capital
goods (the basic components for new
plants and equipment) plunged 9.5
percent in October. Orders for house­
hold goods , such as appliances,
dropped 4.7 percent, while in trans­
portation goods (automobiles and
parts) new orders fell 7 percent. The
shock of the past few weeks was
GM's report that it had lost $468
million in the third quarter and was
calling off plans to construct a half
billion dollar plant in Kansas. Chrys­
ler, meanwhile, is rumored to be pre­
paring to borrow the final $300 mil­
lion of its Government loan package.
U.S. car sales in October fell to a 23­
year low as even rebates failed to turn
the tide. At the same time, housing
slumped into what many builders are
now referring to as 'the Second Great
Depression.' Machine tools (a barom­
eter of potential industrial expansion)
dropped 50% in September, the low­
est level in five years. And on the
fiscal front it was reported that in­
terest expenses are now eating up 45%
of corporate net profits before
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taxes, up from only 14% in the
1960s!"

Real wages for the average Ameri­
can peaked back in the early 1970s,
slumped in the 1974 recession , rallied
somewhat in the late 1970s - and are
now down about fourteen percent
under 1971 levels. The average U.S.
wage earner is doing worse now in
terms of what he can keep than at
any time in the previous decade. In­
comes may appear higher, but only
becau se of the failure to take infla-

I

tion into accoun t. We are working
more and receiving less in real spend­
ing power. Both spouses of a family
must work to make financial ends
meet. More individuals are moon­
lighting to enhance their incomes.
Still, the credit economy 's treadmill
is leaving many behind.

Business enterprises, as well as
families, are dangerously over-ex-

I
t ended and face severe liquidity
problems now and in the coming

I months. The economic system is
heal thy as long as there is liquidity ­
as long as lenders have enough capi tal
to lend and borrowers have the abili ty
to repay those loans. The problem is,
as more individuals, firms, and the
government itself continue to borrow

I more than they take in, the less they
are able to lend and or repay loans.
There is less and less available cap­
ital in America because of infla tion ,
taxat ion, costly regulations, and the
immense "crowding out" of private
borrowers in the capital market by
the deficits of the federal govern­
ment. When all our capital is used

I
up, making it impossible for debtors
to meet loan payments, the liquidity
squeeze will produce widespread
bankruptcies.

Martin Weiss observes, "This is
the day of reckoning because they
[the deb ts] are coming due at the rate
of $3 billion a day - $100 billion a
month - 1.2 trillion within the next
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twelve months. And the cash is not
there to meet those debts. For exam­
ple, Ford has only 15 cents in cash for
every dollar of short -term debt com­
ing due ; Sears has less than six cents;
Virginia Electric Power has less than
hal f a cent in cash and equivalents
for every dollar of debts coming
due. "

Well , inflation or defla ti on?
Which world will it be? Unfort unate­
ly, both sides could be right, only at
di fferent ti mes. In whi ch order?
James U. Blanchard III, editor of

I
Gold N ewsletter , predicts, "We I
should have a protracted period of
depressed business condi tions and
high inflation rates, followed by a
hyper-inflationary blowoff and then
a classic deflation. "

Although t he recession will be
deep, Dr. Gary North believes, " It
will not be a depression; it will be a
whipsaw, a cratering that scares in­
vestors out of inflation hedges, gets
them to buy long-term bonds, and
then destroys them in a wave of
infla tion in 1983 ... . My view is
increasing tigh tness, falling interest
rates, and a return to monetary infla­
tion to save the Republican Party in
November, followed by tradit ional
Democrat economic policies: spend
and spend, tax and tax, infla te and
inflate."

In other words , we might be about
to get hit with the old one-two punch
- the whipsaw technique used so
successfully by the banking Insid ers
in past recessions . The first phase
will be (or already is) the disinfla­
tionary or deflationary recessionary
interlude. This is the period of ac­
quisition by Establishment In sid er
corporations, with ready access to
credit, of asset-rich and cash-poor
firms at distress prices . The big fish
will eat the smaller fish. The Insiders
of Big Oil and Big Banking, friends
of the Fed in the corporate world ,
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will have plenty of liquidity amid
widespread bankruptcies of other
corporations and businesses. What
you are likely to see is a wave of
mergers and corporate takeovers,
largely financed by Big Oil and the
banks associated with Big Oil, which
will swallow up huge amounts of
capital resources at bargain prices.

In fact there is a new incentive
provision in the tax law which allows
corporations - especially the capital­
rich Establishment corporations - to
buy up the assets of struggling firms
at twenty or twenty-five cents on the
dollar, and to get tax write-offs at
full face value of the original price
of the assets. In other words, this new
loophole enables the big corporations
to purchase the losses of other cor- .
porations as tax credits. That will
greatly reduce the corporate taxes of
the Insider-controlled companies able
to take advantage of it . What will
happen is that there will be massive
purchases of the assets of be­
leaguered corporations, and the cash­
rich corporations will turn around

I
and lease those assets back to them
- with the Friends of Rocky getting

I
the tax credits, depreciation, and the
write-offs.

The drop in federal revenue as a
consequence will further aggravate
an already hopeless Budget deficit.
Meanwhile, as other firms will be
teetering in the desperate scramble
for cash, the Fed's credit rationing
will supply all the liquidity required
for mergers.

We already are seeing evidence
and examples of this next step in the
further cartelizing of American in­
dustry. The bidding battles between
Mobil and Du Pont in the struggle to
take over Conoco, and the subsequent
fights between Mobil and U.S. Steel
over acquisition of Marathon Oil are
but an early taste of what is to come
in the next few years.
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The subsequent phase of the eco­

nomic whipsaw would be the infla­
tionary bailout to prevent full-scale
depression. Naturally Conservatives
are skeptical that Ronald Reagan, the
devout foe of inflation, would ever
permit an opening of the inflation
spigots all the way. Though President
Reagan may indeed be reluctant now
to drive the printing presses to "Warp
Nine," one must remember that the

I
last thing he. wants is to go down in
history as the Herbert Hoover of the
1980s. A Calvin Coolidge, perhaps ­
but not a Hoover! So if amid eco-
nomic turmoil and desperation he
decides massive inflation is the only
way out, then that's what we'll get.

Still, these fiercely debated disas­
ter forecasts are not all that is being
heard. There are now some who
believe weare heading for a soft
landing. Dr . Louis Gasper, for ex­
ample, spoke at the National Con­
ference for Monetary Reform last
November, optimistically predicting
that Reaganomics would save the day
and that we would see zero percent
inflation in 1984 and substantial
growth in real capital. Let us now
examine what critics of the "soft­
landing" theorists are saying.

Without a clear understanding of
sound economics and conspiracy
theory the American people are not
likely to have enough patience to
stick with the Reagan ideal long
enough to achieve a cure. Even if
they did have the patience, however,
the Reagan Administration's eco ­
nomic recovery plan does not go far
enough to effect a cure for infla­
tion. Consider the following facts .

First, as we have observed repeat­
edly in this magazine, there has been
neither a tax cut nor a Budget cut.
Both the level of taxation and the
level of spending will be much higher
this year than last. In March of 1981,
the Administration's proposed Bud-
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get for Fiscal 1982 was estimated to
be $695 billion. That was already $33
billion more than was spent in Fiscal
1981 ($662·billion). By summer, how­
ever, the estimate for the 1982 Rea­
gan Budget was revised upward to
$705 billion - which is $43 billion
more than was spent for 1981. By
fall of last year the Reagan team was
talking about a 1982 Budget in excess
of $722 billion - a full $60 billion
more than the Budget for Fiscal
1981! Moreover, Budget deficits are
now officially estimated to exceed
$100 billion for 1982, $150 billion for
1983, and $160 billion for 1984 ­
making even my 1982 forecast of $80
billion to $100 billion in red ink op­
timistic by comparison!

Remember, first, that these fig­
ures do not include the "off-Budget"
spending or the loans and loan guar­
antees made by our federal govern­
ment. Which means the true federal
deficit imposed on the private cap­
ital markets will this year be around
$175-$200 billion. This will mean
total strangulation of the already
beleaguered capital market, despite
the hoped-for incentives to invest­
ment provided by the tax-rate reduc­
tions. The federal government and
its favored corporations will leave no
credit funds for the rest of the econ­
omy. Meanwhile the interest on this
federal Debt exceeds ' $100 billion a
year - more than the entire federal
Budget in 1962.

Second, regulations are still in­
creasing - although at a somewhat .
slower rate than under Jimmy Carter.
These proliferating rules, guidelines,
and controls continue to hamstring
our economy and impose unnecessary
costs on consumers. To the extent
that regulations discourage economic
growth, they reduce the amount of
goods and services produced com­
pared to the growth of the money
supply and, thus, contribute to the
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problem of price inflation. In terms
of regulation, taxes, and spending
there has been neither a halt nor a
reversal in the decades-long trend of
ever-expanding government. That
way lies disaster.

Real cuts in the federal Budget
are needed to balance the Budget and
save our economy - at least $100
billion worth. Can it be done? Spe­
cific appropriations cuts andelim­
inations of unnecessary and counter­
productive programs and bureau­
cracies costing precisely that much
have been spelled out by Donald
Lambro in his book Fat City : How
Washington Wastes . Your Taxes .
(South Bend, Indiana: ' Regnery/
Gateway, 1980).* Real tax ' relief
could thus be achieved which would
stimulate saving and economic
growth in the private sector, provid­
ing greater employment opportu­
nities for more people.

Further to relieve pressure on our
economy, regulations must be elim­
inated to get Big Government off
our .backs and increase plant ef­
ficiency.

At the same time, we must have
fundamental monetary reform. Spe­
cific and well-thought-out proposals
for this have been made in Congress.
Representative Ron Paul of Texas
has introduced a comprehensive bill
- the Monetary Freedom Act ­
which, if passed, would require a full

"Early last year, when Congress debated and
then approved a $50 billion hike in the tempo­
rary National Debt ceiling, Congressman Wil­
liam Dannemeyer (R.-California) offered a
plan which contained proposals for specific
cuts in the Fiscal 1981 Budget which would
have totalled $56 billion. His proposal would
have eliminated forty-four offices, bureaus,
commissions, councils , boards, and agencies,
while abolishing twenty-four federal pro­
grams . Representative Ron Paul (R.-Texas)
went even further, compiling a list of pro­
posed cuts in eleven categories of spending
totalling $212.5 billion. Alas, neither plan was
adopted.
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assay, inventory, and audit of Amer­
ica's gold reserves, repeal all legal
tender laws, establish a genuine gold
dollar, and repeal the special privilege
of banks to create money through
fractional-reserve operations. This
proposal, if enacted, would be a com­
plete and constructive solution. Al­
ternatively, a more gradual approach
has been introduced by Steve Symrns
in the Senate and by Daniel Crane in
the House of Representatives. Called
the Free Market Gold Coinage Act,
this bill would provide for the mint­
ing of U.S. gold coins, legalization
of private minting of gold coins, and
would give Americans a safety hatch
to escape currency depreciation
through a sound-money alternative.

The President and his congres­
sional liaisons should be giving their
full backing to these monetary re­
form bills. They aren't doing so.

Of course, it must be admitted

I
that if President Reagan were actual­
ly to attempt to take all the actions
which are so desperately needed to
cure our economic ills, Congress
would probably not go along. Indeed,
it is the Congress that is already
backsliding on the modest "cut­
backs" which it promised last year. It
is even conceivable that the Congress
could sabotage the Reagan plan to
reduce the rate of spending growth ,
and that by the end of Fiscal 1982
the government would be spending as
much or more than the $739 billion
which the lame-duck Carter regime
projected for 1982!

Real slashes in federal spending
I are necessary. But because of the
I nature of the Budget process and the

nature of politics in general, politi­
cians tend to do what is expedient,
not what is right. At this year's Na­
tional Committee for Monetary Re­
form Conference, James Dale
Davidson, author of The Squeeze
and president of the National Tax-
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payers Union, used a provocative
analogy to explain why it is so dif­
ficult politically to reverse the suf­
focating growth of government that
now threatens us. He asked the con­
ference what would happen if he
took 435 individuals from the audi­
ence, gave each an American Express
card, and told them that they could
spend all they wanted on whatever
they wanted, but at the end of two
years they would each have to pay
one four-hundred-thirty-fifth of
the total bill, no matter how much or
how little each had spent. It is obvi­
ous, observed Davidson, what would
happen . Everyone would go out and
spend as much as possible, using the
American Express card as a blank
check. Each would do this because if
he doesn 't use the card he would have
nothing at the end of the two years to
show for having had the privilege ­
but he would still have to pay his
share of what everyone else had
spent. No one would want to be the
sap who had to pay without getting
anything out of the deal for himself.

That is the problem with Congress ,
and why spending keeps going up and
up. It's exactly the way our system
works. Each of the 435 Congressmen
knows that his District will have to
pay its portion of the total federal
Budget. Each Member has every con­
ceivable incentive to stick his hands
deep into the "pork barrel" to get as
many goodies as he can for his con­
stituents in order to keep his District
happy and assure his re-election. The
politics of the situation favor con­
tinued and increased spending.

So, while the Reagan policy initia­
tives are woefully inadequate, it is
also true that Congress is the major
problem. And is likely to continue to
be until such time as we can fill it
with movement Conservatives.

All of this indicates that we are
not going to have a "soft landing."
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The half-hearted approach of Rea-
. ganomics will not be enough to pull
off an economic miracle; certainly
not by the 1982 elections. If "Liber­
al" Democrats are not reduced in
numbers they will then undo even
what little the Reagan Administra­
tion has tried to do, and it will be the
old politicscas-usual with a vengeance.
This will in turn lead to hyperinfla­
tion. The Federal Reserve will have to
inflate dramatically to monetize the
resultant unfundable mountain of
Debt. And the new powers granted to
the Money Trust by the Monetary
Control Act of 1980 will be used to
bail out the big banks and savings
institutions at public expense.

Does this mean that I am a total
pessimist, preaching apocalyptic
gloom and doom for whatever re­
mains of the history of mankind?
Indeed not. While the policies of the
"Liberal" Left have put us in a ter­
rible situation and we are threatened
with a colossal economic debacle,
there are indeed grounds for opti-

I
mism . In every crisis there is opportu­
nity as well as danger. What we Con­
servatives must do is work harder
than ever to communicate what is
wrong and seek the election of men
and women who will act to correct it.
Simply put: We need more Ron Pauls
in the national legislature and fewer
(or no) Tip O'Neills.

In this connection, TRIM - Tax
Reform IMmediately - has been a
tremendous success in translating
grass-roots education into political
victories for our side . However, even
more must be done to increase under­
standing of the nature of our prob­
lem. A growing consensus for more
freedom and less government must
be built to counteract the vested in­
terests in Big Government. It won't
be easy - but we now have the means
for doing the job. All that is required
is that more time, money, and influ-
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ence be applied to what we are al­
ready doing.

Now is the time to get active - not
several months from now. Educate
yourself to gain more factual ammu­
nition for the battle. Keep abreast of
the issues by reading AMERICAN OPIN­
ION and The Review Of The N ews.
Express yourself on specific issues in
letters to the editor of newspapers
and magazines, and write regularly to
your Representative and Senators.
Join TRIM and become more active
in letting the people know how their
representatives are voting. There are
a number of ad hoc committees of
The John Birch Society through'
which an individual can multiply his
effectiveness in promoting less gov­
ernment and more individual respon­
sibility. Join them and encourage
others to join . And, in the name of
everything that's holy, do it now!

* * *
NEXT MONTH, we will consider a

scenario in which deflation turned
into hyperinflation is interrupted by
a crack-up boom of twenty-four to
thirty months. In the beginning it
would lower interest rates; revive cap­
ital markets, building, real estate,
and commodities; and, send the Dow­
Jones average skyrocketing to the
dizzying level of 3000. This is the
rabbit which the Reagan Administra­
tion could pull out of the hat. It
would allow Reagan to go down in
history as Calvin Coolidge rather
than as Herbert Hoover. We will
reveal the clue that the Insiders have
decided to set back the clock to 1927
and enjoy one more ride up the fi­
nancial roller coaster. And we will tell
you how to know when that roller
coaster is nearing the top.

In short, we will discuss a scenario
that could buy just enough time for a
Conservative Congress elected in
November to pull the fat out of the
fire . • •
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