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Davip D. Boaz
Policy Analyst

March 25, 1981

Mr. Morton Blackwell
Assistant to the President
The White House
Washington, D. C. 20500

Dear Morton:

Congratulations on your appointment. Remembering your
stories of your service on t he Arlington Board of Consumer
Affairs, I look forward to hearing that you have persuaded
your colleagues to abolish the executive branch.

Pending that day, I do hope you will be able to have
a positive impact on the course of the administration.

In case you don't see any of the Cato Institute's
publications regularly, I enclose a recent copy of our
economic newsletter, Policy Report. We have a new series
called Policy Analysis beginning soon, and I will see that
you are on the list for it.

Best of luck.

DDB/st
Enc.

CATO INSTITUTE « 747 Front Street . San Francisco, California 94111 - (415) 433-4316
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inconsistent. This approach of course assumes that liberal and conservative are
the most meaningful and logical positions for a person to take. In recent years,
however, researchers have become uncomfortable with this unidimensional approach."

In revising this traditional approach, Lilie and Maddox took the data collected
by the 1976 Center for Political Studies Election Survey and analyzed it in a
different way. Taking three economic questions and three civil-liberties questions,
they classified each respondent as being in favor of or opposed to government
intervention in the economy and in favor of or opposed to the expansion of
individual liberties. Then they combined the two major issue dimensions into four
categories to describe more precisely the ideological orientation of the public.

Besides coming up with the overall percentages cited above, they also analyzed
the demographic characteristics of each group. For instance, populists predominate
at the lowest income level in the sample, while libertarians are more heavily
represented in upper income groups. At the lowest education levels, populists and
conservatives dominate (reflecting an agreement that civil liberties should not be
expanded but a disagreement over economic questions), while liberals and libertarians
are the largest groups among college graduates (reflecting an agreement that civil
liberties should be expanded but again a disagreement over economic issues).
Liberals and libertarians are strongest among the youngest age groups, while
populists and conservatives dominate among older respondents. Libertarians are
strongest in the West and weakest in the South, while populists reflect just the
opposite geographical distribution.

" lestioning why political scientists have continued to use the one-dimensional
liberal-conservative approach when it has obvious disadvantages, Lilie and Maddox
offer a partial answer. First, they point out that many researchers assume that
liberal and conservative define the conflicts in American politics. It is the
basic division within institutions like Congress and is therefore most relevant
for voters as well. If voters hold other ideological positions, they are largely

(more)



Voter Study 3-3-3-3

irrelevant to the political system. But in fact, when analyzing even elites like
Congress, the liberal-conservative continuum must often be discarded or modified.
Second, the authors say, a major reason for continued use of the liberal-conservative
approach is its methodological simplicity. They suggest that both these factors are
reflected by the authors of a recent article, who conclude that it is necessary

to analyze issue consistency on a liberal-conservative scale so that "electoral
mandates could be easily interpreted.”

However, Lilie and Maddox conclude, "By clarifying the liberal and conservative
labels and adding two new categories we are able to more completely explain the
behavior of the American electorate. . . . We find tendencies for our four groups
to behave differently (even after controlling for various demographic factors) in
such areas as party identification, presidential vote, and evaluation of candidates'’
issue positions. Further, we can speculate that the existence of two major groups
of people who hold political beliefs for which the traditional language and labels
of American politics provide more confusion than clarity has long-range implications
for the political system.

" (Contemporary political changes) may also be related to the presence of two
ideological groups in society whose belief systems are not reflected by the
Democratic or the Republican party nor by their candidates.

"If our analysis is correct, the major parties and their candi :es will have
to deal with the presence of at least four, rather than two, ideological groupings
in the American electorate. And those who seek to predict or explain voter
behavior including voter apathy will especially have to recognize these four
» o os."

An earlier version of this paper was presented at the annual meeting of the
Midwest Political Science Association, Chicago, Illinois, April 1979. Copies of

the study, part of the Cato Institute's Policy Analysis series, are available from

the Institute.

——=30-—




August 24, 1981

AN ALTERNATIVE ANALYSIS OF MASS BELIEF SYSTEMS:
LIBERAL, CONSERVATIVE, POPULIST, AND LIBERTARIAN
by Stuart A. Lilie and William S. Maddox

Summary

This study, based on the 1976 Center
for Political Studies Election Study, suggests
that at least four different belief systems exist
among the American public. We treat the dimension
of government intervention in economic affairs
as distinct from the dimension of expansion of
individual liberties. The liberal supports govern-
ment economic intervention and the expansion of
individual liberties; the conservative opposes
both. The libertarian supports expanded individual
liberties but opposes economic intervention. The
populist supports economic intervention but opposes
expansion of individual liberties. Some 72.4
percent of the sample can be classified as holding
consistent or nearly consistent political beliefs
using these categories. The relationships between
our ideological categories and demographic group-
ings are generally consistent with expectations
about these groups. We also explore the relation-
ships between our classifications and ideological
self-identification, party identification,
and presidential vote.

t} L1 ' o ¢
University of Central Florida, Orlando 32816. William S. Maddox

is also an associate professor in that department, and for 1981-82
he is a visiting assistant professor in the Department of Political
Science at the University of New Orleans, Louisiana 70122,

An earlier version of this paper was presented at the
annual meeting of the Midwest Political Science Association,
Chicago, Illinois, April 1979.
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be consistent on other dimensions as sianificant as the present
liberal-conservative continuum. By extending and refining ideological
categories, we will more adequately understand the belief systems

of the American electorate.

To achieve this end, we propose a two-dimensional
approach as the basis for the analysis of mass belief systems.
We measure attitudes toward economic intervention by government
and attitudes toward economic intervention by government and
attitudes toward individual liberties as separate dimensions and
consider four ideological categories based on these two dimensions:
liberal, conservative, libertarian and populist. Our definitions
of liberal and conservative are generally consistent with current
practice; there are also, we will argque, valid grounds for including
the categories of libertarian and populist. Our approach, then,
is an outgrowth and complement to current research in that it
includes the liberal and conservative categories as traditionally
defined, but attempts to account for many of those others who are
"consistent in ways we do not recognize." Before developing
specific definitions and categories, we will examine three
arguments in support of the use of a two-dimensional approach to
contemporary ideologies. (10)

First, among public-opinion researchers, as a recent
writer notes, there is "an observation of great vintage: the content
of mass political policy preferences is multidimensional...." (11)
The origin of this recognition is the work in the fifties by
Stouffer (1955) and Lipset (1959), which showed that working-class
individuals are more "liberal" on economic issues but less "liberal"
with respect to civil-liberties issues. Since then the nature of
these dimensions and their relationship to social and economic status
have been amplified and refined by many writers, including some
who argue that this classic relationship is becoming inverted. (12)

(10) The work of Milton Rokeach (1973) is an interesting
exception to this reliance on a single continuum. He suggests
that liberalism-conservatism is not a bipolar ideology, but m ¢t
be considered as having two dimensions -- attitudes toward freedom
and attitudes toward eguality. This approach has value when
analyzing competing ideologies from a global perspective, but as
Rokeach himself says, its usefulness is limited in a given political

clarifies ideological differences on economic and individual
liberties issues, recognizing that these differences are relatively
subtle because they largely fall within the parameters of the
American consensus on these issues.

(11) Knoke 1979, p. 772.

(12) Ladd and Hadley 1978. For a summary of this
: 11 a mul » analy of this relatior 1ip, :2e
1 )79.
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one hand, and individual liberties on the other hand, has been
the crux of much of the ideological debate in recent Anglo-
American thought. Traditional theory provides no logically
necessary reason to place attitudes about economic issues on the
same dimension as attitudes about individual liberties. In fact,
to do so obscures much of the theoretical debate of the past one
hundred years.

If the advantages of supplements to the liberal-
conservative continuum are so obvious, why has a unidimensional
approach persisted? This question deserves more extended treatment,
but two factors are notable here. One is the assumption by many
researchers that liberal and conservative define the context of
American politics. It is the basic division among elites and is
therefore the relevant continuum for the voter. If mass publics
hold other ideological positions, these are largely irrelevant to
the dynamics of the political system. However, while it is true
that political elites and the media use liberal-conservative
terminology, scholars have found, as we have indicated, that
close analysis of elite behavior often requires that they discard
or modify the liberal-conservative continuum. A second factor is
the methodological simplicity of a unidimensional approach.
Conceptualization, question and scale construction, statistical
analysis, and even graphic representation of data are simplified
when working with a single dimension. Perhaps both these factors
are reflected by the authors of a recent article, who conclude
that it is necessary to analyze issue consistency on a liberal-
conservative scale so that "electoral mandates could be easily
interpreted." (16)

Empirical Definition of Belief Systems

Taken together, these three arguments provide theoretical
and empirical bases for going beyond the traditional liberal-
conservative dimension in the analysis of mass belief systems.

They also suggest that the question of government intervention in
the economy is separable from the question of individual libert es.
To operationalize these two dimensions with available survey

data, we selected three issue questions for each dimension from
the 1976 Center for Political Studies Election Survev. As nther

I O P I i ) W Y

dimensions, as indicated by a statisticalﬁtechnique called factor
analysis. Factor analysis identifies types of issue questions to
which people responded in similar ways.

(16) LeBl: and Merrin 1¢.), p. 61.
(17) ¢ E __ example, Knoke 1979.
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unregulated economy often means an unfair concentration of wealth
at the expense of the poor. Thus the populist, while opposed to
tl expansion of individual liberties, does support government
economic intervention.

Following earlier researchers, we recode the answers to
each of the six questions (government guarantee of Jjobs, government
health insurance, progressive taxation, legalization of marijuana,
abortion, and equal role for women) into three categories: support,
opposition, and centrist. A consistent liberal supports government
action on all three economic issues and supports expansion of
individual liberties on all three of those issues; the consistent
conservative takes the opposite position on all six issues.

The consistent libertarian opposes all three government actions
in economic affairs and supports all three individual-liberty
proposals. The consistent populist supports all three economic
interventions but opposes all three of the expansions of
individual liberties.

Because of the complex nature of our measure, only
respondents who expressed an attitude on four or more of the six
issues (90 percent of the sample) are considered for classi-
fication as consistent, although the percentages of all tables
are based on the total sample. Our findings support the earlier
conclusions that perfect consistency is rare in the American
public; the proportion we find as consistent (7.3 percent of the
sample) is lower than the 17.8 percent found by LeBlanc and
Merrin (1977), probably because our definition of consistency
involves two dimensions.

LeBlanc and Merrin suggest that to measure perfect
consistency is "too stringent a test" and use the term "nearly
consistent™ for those who deviate from consistency on only one
issue or whose attitudes include liberal and centrist or
conservative and centrist positions. (18) We follow the same
strategy and define the "nearly consistent" as those in each
category who are inconsistent on only one issue on each dimension.
The nearly consistent populist, for example, takes the populist
position on at least two of three economic intervention issues
and on at least two of the three individual-liberties issues.

The "deviant"™ attitudes mav be a response in the nonpopulist
direction, , I

t 1e tol 3¢ B
the nearly consistent, and the results ot combining the consistent
with the nearly consistent respondents.

We find that 72.6 percent of the sample can be classified

as consistent or nearly consistent. The "traditional ideologie¢ "
of liberal and conservative do not appear to explain more belief

(18) LeB. nc 1d }» :rin 1977, . . 1063- 4.







Page 9

systems than do the two additional orientations. The populist
group is the largest, followed by the conservatives, liberals,
and libertarians. Many of the "inconsistents” so long lumped
together as a group in fact can be classified according to belief
systems measured by a more complex standard than that used to
identify only liberals and conservatives in previous research.
Rather than a mass public consisting of a few ideologues and many
inconsistents, we find a much more divided and diverse puklic.

Although LeBlanc and Merrin (1977) found that attitude
consistency was related to expressing fewer attitudes, we find
that this is true only for the populist group, whose proportion
of the sample declines from 58.6 percent of those holding only
four attitudes to 16 percent of those expressing six attitudes.
For the other three ideological groupings, however, the reverse
is true. Their representation is actually greater among those
who express more attitudes. (19) Note, however, that all
respondents categorized as holding a type of belief system
expressed opinions on at least four of the six issues.

Social Groups and Belief Systems

Table 2 summarizes a demographic analysis of our four
types of ideologues. In general, the demographics reflect the
scholarly and practical assumptions about the relationship of
belief systems and social groups. Of particular note are the
relationships of our categories to income, education, age, and
region. BAnalysis of place of residence, length of residence,
religion, union membership, sex, and subjective social class
revealed few differences between ideological types.

Income. Predictably there is a strong relationship
between income and ideological type. The populist category
virtually preempts the other ideologies in the lowest income
category and is barely found in the highest income group. Part
of this tendency may be explained by the dominance of populism
among nonwhites, who also make up much of the lower income
categories. The libertarian category is the largest for the two
highest income groups, representing 33 percent of those with an
income of $35,000 and over. Distinctions that might be overlooked
or obscured with a liberal-conservative continuum are obvious in
this table. For example, the high proportion of libertarians
among the wealthy may in part explain the "inversion" of the
class base of lib~r~1irm ~=d —me-cemeopdoe co oy - 2 Y 2 -

{ 1
1naicate that upj :
in fact issues ot individual liberty -- abortion, marijuana, and
sexual relationships, for example.

(19) Data analysis relevant to this point is not presented
he 2, ‘T ois ot I - omcern. This ir “>rmation : avai. »>le
on request from the authors.
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FAycation. As can be seen from table 2, education
relates st.ungly to ideological type. The most obvious relation-
ship is the predominance of the populist category among those
with grade-school and high-school education, and the relatively
small percentage of populists beyond high school. Conservatives
are drawn about equally from each of the educational groups,
while the proportions of liberals and libertarians increase quite
significantly with higher levels of education. For those with
college and advanced degrees, these two types represent about
half the group.

Age. The data show interesting generational differences.
If we look at the period in which people in each age category
reached political maturity, the differences may be explained in
terms of the political "milieu" of the time. Among the oldest
group, many of whom matured during the depression, the predominant
categories are populist and conservative. This reflects the New
Deal conflicts, which were primarily about questions of government
intervention; the expansion of individual liberties was not a
primary division.

The second age group came to political maturity in the
late fifties, often characterized as the period of "the end of
ideology." People in this age group are clustered remarkably
close together -- our four ideological categories are within 5
percent of each other in size. The next age group matured during
the early sixties, a period symbolized by John Kennedy and a liberal
sense of confidence and mission. This age group is distinguished
by a greater number of liberals than the older groups, with the
other ideological categories remaining about the same size.

Our youngest group reached maturity in the mid-
seventies, with a general disillusionment with government, but
also an increased concern with the "social issues" that relate to
the individual-liberties dimension. This younger group seems to
be distinguished by a commitment to individual liberties in that
the two largest categories are liberal and libertarian. Thus
this youngest group is divided over the effectiveness of govern-
ment economic intervention, but not over a commitment to individual
liberties, whereas the oldest group is divided over government
intervention but is in agreement that individual liberties should
not expand.

zonon ‘ i1
heavily p El o
the second largest category for that region. The South has few
liberals or libertarians. In the Midwest, conservatism is
represented equally with populism while in the Northeast populism
is the largest category with liberalism a close second. Perhaps
the most 1 1 ">»n is the West, which consists mostly

T Lid 1: 1 1 this sample. Here the largest category
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Self-classification is impossible for almost half of
the populists; they have no obvious alternatives. Of those
populists who do choose a label, almost four times as many
choose either conservative or moderate as choose liberal, perhaps
reflecting a hostility to the connotations of that term, despite
the fact that they support major liberal economic initiatives.
Libertarians do make a choice; their 11 percent nonresponse is
the lowest of any group (probably reflecting their higher
education levels). Furthermore, they are more likely to choose
conservative (37 percent) or moderate (34 percent) rather than
liberal as their label. Perhaps the word "liberal" for populists
too strongly suggests changing social values or welfare spending.
"Liberal" may remind libertarians chiefly of government spending
and increased taxation.

Party Identification. Table 3 presents evidence on the
partisan choice of the four major belief systems. Again, the
percentages add down, indicating the distribution of each ideo-
logical group across the three partisan choices. Libertarians
are the group most likely to be independent of the parties. Some
libertarians may reason that Republicans are the most likely to
minimize government economic intervention and yet not drastically
alter the state of individual liberties. Others, particularly
the large group of younger libertarians, may reason that both
parties are capable of deficit spending and increased government
activity, but the Democrats are closer to their position on
questions of individual liberties and changing lifestyles.

The strong Democratic identification among populists (47
percent) may reflect the appeal of Democratic candidates -- for
example, Jimmmy Carter in his support of economic intervention for
the disadvantaged combined with lukewarm support for liberalization
of individual liberties; or George Wallace, the candidate most
often labeled a populist in recent years. Further, the endurance
of party identification from its early formation and the fact
that party identification may lag behind changing issue attitudes
and realignments (22) suggests that populists, who may have
formed partisan ties with the Democrats in earlier years when
divisive social issues were not present (see our earlier
discussion of age), should choose Democratic affiliation most
often. The strength of candidates like Carter and Wallace in the
p;esiden?ial.primaries of recent years is certainly not surprising

Liberals also are strongly Democratic (47 percent), but
nearly as many identify themselves as independent. The conservative
group is most evenly split across partisan choices, although the

(22) See Ladd and t 1ley 1973, : -
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Republicans are strongest. The failure of Republicans to tap
their "natural constituency” is indicated by the one-third of the
conservatives who choose the independent label and the one-third
who choose the Democratic party.

The relationship between ideological views and partisan
identification may be contaminated by demographic factors, however.
While there are some demographic differences in the degree to
which ideological types identify with the parties or remain
independent, we find in table 3 that the same pattern exists for
most demographic categories. First, Democrats in the total
sample are the strongest among liberals and populists; they are
less well represented among conservatives and do poorly among
libertarians. That same pattern exists among Democrats with
grade~-school or high-school education, among both Democratic
income groups, and among white Democrats. Only when we compare
ideologues among Democrats with college education do we find a
slight variation. Democrats are stronger among libertarians than
among conservatives, but, even there, liberals include more
Democrats than does the populist group, and the populist group in
turn is more Democratic than the two remaining groups. Secondly,
independents in the total sample are strongest among libertarians
and liberals, followed by conservatives and populists; subgroups
of independents show some variations from this pattern. Among
the lowest education group of independents, all types are notice-
ably weaker except the libertarians. Among the high school
educated group and those with low incomes, populists are stronger
than conservatives among independents, but otherwise the natic al
pattern is repeated. Among independents with college education,
the liberals, libertarians, and conservatives are virtually even,
and in the high income group all four types are virtually even.
Finally, Republicans are most strongly represented in the
conservative and libertarian groupings in the total sample,
followed by populists and liberals last. For all of the control
groups except one, this same pattern is replicated. Among the
high income segment, Republicans are slightly more represented
among libertarians than among conservatives, but generally
speaking the relationship between ideological orientation and
Republican identification holds constant even when controlling
for demographic factors.

Presidential Votina. In the 197f electian mact wnbarg

'
. . L ehiey mrrmmme srmmve amewir wa4n LW IART @ Ultal clioice, For
populists and libertarians the problem was not just that the two
candidates did not reflect their views on major issue dimensions
but that the definition of the candidates was generally in
liberal-conservative terms. Populists, however, could have

(23) Miller -__78.
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Table 4

Relationship of Ideological Type and Vote for Carter
Controlling for Education, Income, and Race

Libertarian Conservative Liberal Populist

Vote for Carter 30% 33% 66% 59%
By Party Identification

Democrat 61 71 85 84

(52) (105) (143) (176)

Independent 30 29 52 45

(91) (94) (116) (107)

Republican 13 7 26 25

(95) (132) (31) (93)

Grade School* 47 38 84 71

High School 37 39 68 57

College 25 26 63 44

Low Income 38 46 77 63

High Income 27 30 61 51

wWhites 28 32 62 54

*N's for remaining categories are same as in table 2.
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Perception of Candidate Issue Positions*
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by Their Supporters, According to Ideological Type

Carter Voters' Perception of Carter

Ford Voters' Perception of Ford

Economic Issues

Lib.
Progressive
Taxation 2.91
Government
Health
Insurance 2.94
Government
Jobs 3.13

Pop.

3.28

3.29

2.97

Individual-Liberties Isemag

Lbt.
Legislation
Marijuana 4.40
Equal Role
For Women 2.62

Lib.

3.90

2.82

Cons.

3.73

3.29

3.61

Cons.

4,97

3.63

4.13

3.69

3.50

3.41

Lib.

4.05

4.50

4.21

3.17

Pop.

3.84

3.40

3.69

3.64

Cons. Lbt.

4.33 4.40

4.83 5.10

5.04 4.93

Cons. Pop.

4.98 5.35

3.59 3.66

*Figures shown are the mean score for each group's perception of the
candidate's positions on a 1-7 scale.

The lower the score the more
the candidate is perceived as supporting the policy in question
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For example, growing evidence suggests that the
traditional coalitions of the two parties are changing, that the
number of independent identifiers is increasing, that split~ticket
voting is grov " 1g, and that in general the electorate is more
volatile and less predictable now than in the immediate past.
Evidence of dissatisfaction with political parties (among other
institutions) is also plentiful. While these changes relate in
part to the impact of television, changing campaign styles,
improved education, and the cumulative impact of the perceived
failures and scandals of political institutions in recent years,
they may also be related to the presence of two ideological
groups in society whose belief systems are not reflected by the
Democratic or the Republican party nor by their candidates.

If our analysis is correct, the major parties and their
candidates will have to deal with the presence of at least four,
rather than two, ideological groupings in the American electorate.
And those who seek to predict or explain voter behavior including
voter apathy will especially have to recognize these four distinct
groups.
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as a commodity money. This would be done by restoring it to
its original status as a legally redeemable claim to a fixed
weight of the former money-commodity, gold. Only if and
when this step is taken is there hope of ever achieving

the ultimate aim of a wholly 'denationalized' money whose
supply and value are at long last free from the arbitrary
manipulations of a nonmarket monopolist."

Salerno's study, entitled "The Gold Standard: An Anal-
ysis of Some Recent Proposals," is part of the Cato Insti-
tute's Policy Analysis series and is available from the
Cato Institute, a Washington-based public policy research
institute. The Institute has published widely in the area
of inflation and monetary policy, and will release a book on

the subject later this month.
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September 9, 1982

THE GOLD STANDARD: AN ANALYSIS OF SOME RECENT PROPOSALS

By Joseph T. Salerno

The case for a free-market commodity money as provided
by a genuine gold standard is simple yet decisive. It is
based on the insight that the root cause of inflation in the
modern world is the almost absolute monopoly over the supply
of money which all national governments possess within their
respective political jurisdictions. That such an arrangement
necessarily produces inflation is not difficult to explain.

To begin with, almost all governments obtain the bulk
of their revenues through taxation which, regardless of its
particular form, ultimately involves -- indeed, is definable
as -- a coerced levy upon the monetary incomes or assets of
its citizens, i.e., the net taxpayers. However, whatever
ethical or practical considerations may be brought forward
to justify taxation, since it is essentially coercive, tax
increases have always found little favor among the citizenry.
So, ever fearful of arousing popular unrest, governments
naturally sought alternative means for augmenting their rev-
enues from taxation. It was for this purpose that all na-
tional governments eventually secured for themselves a legal
monopoly of issuing money, empowering them to inflate, i.e.,
to create new money, virtually at will.

Especially under today's various national fiat-money
standards, inflation provides a relatively simple, costless,
and secure means for amassing money assets. In substance,
all a government needs to do to increase its real income is
slap some ink on paper and spend the proceeds on commodities
and services produced by the private market. In this way,
the national government is able to divert scarce resources
from nrivate uises and urilize them for its own nurnoses.

and practices, inflation entails a much more arcane process
than the mere printing and spending of new units of currency.

Joseph T. Salerno is an assistant professor of economics at
Rutge¢ ; University.
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Even '"mainstream'" economists have begun to express sim-
ilar views. For example, respected monetary theorist Robert J.
Barro concludes in a recent study:

In relation to a fiat currency regime,
the key element of a commodity standard is
its potential for automaticity and consequent
absence of political control over the quantity
of money and the absolute price level... The
choice among different monetary constitutions --
such as the gold standard, a commodity-reserve
standard, or a fiat standard with fixed rules
for setting the quantity of money...may be less
important than the decision to adopt some monetary
constitution. On the other hand, the gold stan-
dard actually prevailed for a substantial period
(even if from an "historical accident,'" rather
than a constitutional choice process), whereas
the world has yet to see a fiat currency system
that has obvious ''stability'" properties.[3]

And William Fellner of the American Enterprise Institute
reluctantly admitted recently that there is a "substantial
element of truth involved in the assertion that fiat money
has been misused in all history -- has always led to the
corruption of the currency.'[4]

At this point, it should be noted that the fatal flaw
in the monetarist program for monetary stability lies in the
fact that its policy prescriptions completely fail to address
the fundamental cause of inflation, namely, the governmental
monopoly over money. The monetarist ''quantity rule," accord-
ing to which a governmental agency such as the Fed is to
maintain a stable rate of growth in the quantity of money,
is not an anti-inflation policy at all. It is merely the
enunciation of a request that the political authorities exer-
cise restraint in exploiting their monopoly of issuing money,
which, under the monetarist program, would remain virtual y
intact. Such a request, I might add, is incredibly naive in
the light of theory and history.

cot > in
the supply ot money and, in doing so, brings about a complete
abolition of the governmental monopoly in this most sensitive
and vital area of the market economy. Under a pure commodity
money, the money-supply process is totally privatized: The
mining, minting, certification, and storage of the money
commo( " -y as well as the issuance of fully covered, i.e.,

"0 »sercent " i-back 1, bank not depos " s ¢ carr 1
out by privace firms operating in a tree market.
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Proposals for a Gold Standard

We now turn to a critical examination of a number of
recent proposals which aim at once again giving gold a role
in the U.S. monetary system. Although these plans vary sig-
nificantly in basic conception as well as institutional de-
tails, all but one suffer, to a greater or lesser degree,
from the same fundamental flaw: they leave intact the cur-
rent government monopoly of money. For purposes of discus-
sion, these monetary reform proposals may be grouped under
four headings: the gold-certificate reserve, the gold '"price
rule," the classical gold standard, and the parallel private
gold standard.

The Gold-Certificate Reserve

Robert E. Weintraub, senior economist for the Joint
Economic Committee, has proposed the reinstatement of the
gold-certificate reserve requirement for Federal Reserve
notes.[7] Under Weintraub's plan, the Fed would be legec ly
required, as it was prior to 1968, to maintain a reserve of
gold certificates whose value, at a stipulated legal price
of gold, would be a fixed proportion of its outstanding note
liabilities. Before 1968, when the legal or '"par" value of
gold was $35 per ounce, the reserve requirement was 25 per-
cent, and so, in effect, each dollar of currency in circula-
tion was "backed" by 25 cents in gold. Weintraub's plan
"would require that the Federal Reserve banks hold at least
9 cents in gold certificates at their legal value [$42.22
per ounce since 1973] behind each dollar of note liabilities
in perpetuity."[8] The nine percent reserve requirement re-
flects the ratio of par value gold certificates held by the
Fed to its note liabilities prevailing at the end of 1980.

According to Weintraub:

Legislation to keep the percent of legal
value gold certificates behind Federal Reserve
notes what it was at the end of 1980 in perpe-
tuity would prevent any future currency growth.

(currency plus checklng aeposlts 1Nl AE€pOS1iLOry
institutions) in the fo: of checking deposits,
preventing currency growth would prevent any
future growth in the transactions or exchange
media measure of money.[9]

However, Weintraub finds such a result undesirable be-
t S vth "1 tt 1 1pply i
necessary ""to accommodaie ovur econc J's long-te ¢ HOwth
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a 35 percent gold-certificate reserve for its deposit liabil-
ities and a 40 percent reserve for its note liabilities. To
facilitate the wartime inflation, the reserve requirement

was reduced to 25 percent for both the Fed's note and deposit
liabilities. As a result of persistent, inflation-induced
balance-of-payments deficits, the gold-certificate reserve
requirement for the Fed's deposit liabilities was abolished
in 1965, while the reserve requirement for its note liabili-
ties was finally eliminated in 1968.

In conclusion, what Weintraub proposes is not a gold
standard but an unwieldy and historically ineffective expe-
dient designed to mitigate the inflationary tendencies of a
government fiat money.

The Gold '"Price Rule"

The gold "price rule" denotes the monetary reform propo-
sal put forth in various forms by a number of supply-siders
including Arthur Laffer,[13] Robert Mundell,[1l4] and Jude
Wanniski.[15] Laffer's detailed formulation of the proposal
has also served as the basis of the Gold Reserve Act of 1980,
a bill introduced in Congress by Sen. Jesse Helms.[16]

According to Laffer's blueprint, at the end of a previ-
ously announced transition period of three months, the Feder-
- al Reserve would establish an official dollar price of gold
"at that day's average transaction price in the London gold
market.'[17] From that date onward, the Fed would stand
ready to freely convert dollars into gold and gold into dol-
lars at the official price. In addition, '"when valued at
the official price, the Federal Reserve will attempt over
time to establish an average dollar value of gold reserves

equal to 40 percent of the dollar value of its liabilities.'[18]

This level of gold reserves Laffer designates the ''Target
Reserve Quantity."

Once Laffer's plan was fully operational, the Fed would
have full discretion in conducting monetary policy through
discounting, open market operations, etc., provided that:
the dollar remains fully convertible into gold at the offi-

4
<

percent in either direction, i.e., actual gold reserves do
not fall below 30 percent or rise above 50 percent of the
Fed's liabilities, which are also known as the "monetary
base.'" However, should gold reserves decline to a level
between 20 percent and 30 percent of its liabilities, the
Fed would lose all discretion in determining the monetary

I se wt ' :h, as a result, would I comg :ely frc 2n at the
existing level. 1If, in spite of this, gold reserves contin-
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ities. The Fed is charged with keeping the value
or price of the dollar stable in terms of the ex-
ternal standard.[20]

Even if gold is chosen as the "external standard" in
the price-rule regime, it is not itself money, as in the
case of a genuine gold standard, but merely 'the interven-
tion asset'" or '"the item for which dollars are exchanged.'[21]

Thus stripped of its gold-standard terminology, Laffer's
price rule appears as a technique designed to control infla-
tion under the current fiat-money standard. It is thus very
similar in nature, if not in technical detail, to the quan-
tity rule advocated by the monetarists. This is clearly
evident in Laffer and Miles' admission that "in an unchang-
ing world where all information is freely available, there
of course would be a 'quantity rule' which would correspond
to a given 'price rule.''"[22] 1In fact, Miles and Laffer
prefer a price rule to a quantity rule because they believe
that, under the currert monetary system, the former is tech-
nically superior to the latter in "restraining the supply of
dollars.'[23]

Thus, under close examination, Laffer's plan turns out
to be, in essence, a kind of price-rule monetarism, the ref-
erences to gold notwithstanding. As such, it is vulnerable
to criticism on precisely the same grounds as the more con-
ventional quantity-rule monetarism. The most serious criti-
cism of both varieties of monetarism is that they fail to
come to grips with the root cause of inflation, namely, the
government monopoly of the supply of money. This is true of
Laffer's plan despite the elaborate set of legal sanctions
which would be invoked against the monetary authorities for
their violations of the price rule. For, in the end, such
sanctions, even if rigorously applied, do not prevent infla-
tion but merely respond to a fait accompli. This point is
implicitly recognized by Laffer who includes in his plan a
provision for "temporary periods' of dollar inconvertibility.
These would readjust the official gold price following sus-
tained bouts of monetary inflation which cause gold reserves
to fall below the legally permissible lower limit.

.Jarthe Y, & n o_le ¢ 2. 1e go.d-ce ce @
reserve, we may appeal to history for evidence regarding the
success of the gold price rule in stanching the flow of gov-
ernment fiat currency. We need look no further than the
late, unlamented Bretton Woods System (1946-1971). Under
this "fixed-exchange-rate'" system, the U.S. monetary author-
ity followed a gold price rule, buying and selling gold at
an officially fixed price of $35 per ounce. Foreign monetary
authorities, on the other hand, pursued a dollar price rule,
mainte “1ir their respective national currencies convertible
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ure of monetary price rules to hold such a bias in check,
Laffer's advocacy of a renewed gold price rule is something
of a mystery.

The Classical Gold Standard

Over the past few years, the case for reinstituting the
"classical'" gold standard has been propounded with great
vigor and insight by Lewis Lehrman, a businessman and scholar
whose views were influential in formulating the economic
policy agenda of the Reagan administration and who is now a
candidate for governor of New York.[28] Lehrman's writings
are heavily influenced by the ideas of his former teacher,
the late French economist and longtime gold-standard advocate,
Jacques Rueff.[29]

Like his mentor, Lehrman advocates a genuine gold stan-
dard which "would establish the dollar as a weight unit of
gold."[30] As Lehrman explains:

Under the gold standard there is no price
for gold. The dollar is the monetary standard,
set by law equal to a weight of gold. The price
of gold does not exist....Under the gold stan-
dard, the paper dollar is a promissory note.

It is a claim to a real article of wealth de-
fined by law as the standard.[31]

In Lehrman's proposal, Federal Reserve notes as well as
dollar-denominated demand deposits at commercial banks and
other depository institutions would once more become (as
they were prior to 1933) warehouse receipts for gold, in-
stantly redeemable for gold dollars at face value upon the
demand of the bearer or depositor. Legal reserve require-
ments for bank deposits would be superfluous since '"'the fail-
ure to redeem...excess dollars for gold would, under conver-
tibility rules, threaten the bankruptcy and dissolution of a
commercial bank.''[32] The monetary authority, for its part,
would be 'constrained...by law to redeem excess dollars with
specified weight units of gold..."[33] Or, in other words,

i
]
. , o . to lend
reserves to commercial banks at an "unsubsidized" discount
rate, i.e., a rate at or slightly above the market rate.

Without going into further detail, it is clear that
Lehrman pnronoses a monetarv svstem which verv eclncelv an-
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way for inflation. The whole grim apparatus

of oppression and coercion -- policemen, customs
guards, penal courts, prisons, in some countries
even executioners -- had to be put into action in

order to destroy the gold standard. Solemn
pledges were broken, retroactive laws were pro-
mulgated, provisions of constitutions and bills
of rights were openly defied.[39]

Von Mises proceeds to demolish the deeply entrenched
myth, that Lehrman appears to accept, which likens the gold
standard to a political '"game" wherein the government players
must adhere to some vaguely specified ''rules of the game."
Writes von Mises:

But the gold standard is not a game; it is
a market phenomenon, and as such a social in-
stitution. Its preservation does not depend on
the observation of some specific rules. It re-
quires nothing else than that the government
abstain from deliberately sabotaging it. To
refer to this condition as a rule of an alleged
game is no more reasonable than to declare that
the preservation of Paul's life depends on com-
pliance with the rules of Paul's-life game be-
cause Paul must die if somebody stabs him to
death.[40]

In summary, there is no compelling reason to believe --
and one searches Lehrman's writings in vain to find any argu-
ment to the contrary -- that the classical gold standard
will prove to be a more durable barrier to political manipu-
lation of the money supply the second time around than it
was the first time.

Aside from its overriding political flaw, Lehrman's
proposal is characterized by serious economic shortcomings.
These are ultimately related to the fact that the type of
gold standard that Lehrman proposes is what Hayek has termed
a ''mational reserve system.''[41] The essential feature of

* .1

likely, in the government central bank.

An historical example of the operation of the national
reserve system is provided by the classical gold standard.
Under this system, the central bank generally holds the ulti-
mate cash reserve -- in this case, gold -- for the entire
natic al b: Jste The »1d rese 7e ser 5 as : =2di-
ate backing tt  central bauk's note and de¢ it liabili-
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savers in the economy. As a matter of fact, the day of rec-
koning will come when the monetary inflation engineered by
the central bank has raised prices and incomes in the country
sufficiently so that the balance-of-payments surplus is trans-
formed into a deficit and gold begins to flow out of the
country. In order to staunch the outflow of gold reserves,
the central bank is constrained to raise its discount rate
which, in turn, drains reserves out of the banking system

and causes a rise in bank loan rates and a corresponding
contraction in bank loans and, ultimately, in the money sup-
ply. As the structure of interest rates in the economy be-
gins to readjust to reflect the voluntary social allocation
of income between consumption and saving, the numerous malin-
vestments and resource misallocation engendered by the previ-
ous inflationary boom are revealed and corrected amidst con-
ditions of economic depression.

In light of the foregoing analysis, it is my belief
that Lehrman's plan for restoring the classical gold stan-
dard, while it will undeniably provide greater long-run sta-
bility in the value of money than the present fiat-money
regime, will not rid us of the recurring fluctuations in
macroeconomic activity which have plagued the market economy
for the past two centuries. I hasten to stress that this is
not a defect of the gold standard itself but of its organiza-
tion along the lines of the national reserve system described
above. In fact, most of the oft-noted defects in the classi-
cal gold standard lie in precisely those areas where its
operation diverges from that of a fully free-market, 100
percent gold standard. This point has been cogently argued
by Leland Yeager:

National fractional reserve systems are the
real source of most of the difficulties blamed
on the gold standard....The difficulties arise
because the mixed national currencies -- curren-
cies which are largely paper only partly gold --
are insufficiently international. The main de-
fect of the historical gold standard is a neces-
sity of "protecting'" national gold reserves....
T shoeee e “antral Bank amnlifies the

-

behavior is incompatible with the principles of
the full-fledged gold standard....Indeed, any
kind of monetary management runs counter to the
principles of the pure gold standard.[42]

On the other hand, notes Yeager:

Under a 100 percent hard-money international
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Thus, Timberlake's plan '"would begin with the abolition of
the Federal Reserve System as a policy-making central bank.'[47]

Timberlake foresees no technically insurmountable bar-
riers to such a course of action. He argues that the rec~i-
latory functions of the Fed can easily be dispensed with
since "banks have no more reason to be regulated than grocery
stores'" and ''should be left alone to justify their existence
in a free-market system."[48] Regarding the check-clearing
services provided by the Fed to its member banks, Timberlake
points to privatization as the simple and sensible solution.
Writes Timberlake:

The technical check-clearing operations of
the Federal Reserve Bank could still be handled
by the existing physical facilities. Federal
Reserve Banks could be reorganized as regional
bank clearing houses. Since the Fed banks are
already legally owned by commerical banks that
exercise no control or ownership, the solution
is simple: Turn the Federal Reserve Banks over
to the legitimate owners and let the member
banks operate them. This change would probably
result in many interesting innovations and econo-
mies in bank management and checking facilities.[49]

This leaves the Fed's functions relating to the execu-
tion of monetary policy. According to Timberlake, they are
at best superfluous and at worst highly inflationary. 1In
the case of reserve requirements, Timberlake contends that
"banks can manage their own reserve necessities,' noting
that '"nmo other system in the world employs reserve require-
ment laws to regulate commercial banks."[50] The discount-
ing function, Timberlake holds to be "both unnecessary and
undesirable." HNot only does it play a minor role in the
Fed's execution of monetary policy, but commercial banks are
able to fulfill their needs for reserves by borrowing from
one another on the well organized and private Federal Funds
market. '"Ending Federal Reserve discounting,'" writes Timber-
lake, 'therefore, would simply be ending something that is
largely an advertising gimmick for promoting the image of
the ¥ 1 ¢ a bank ' v lfare : »:nec—."[51]

But what of open market operations, '"the process that
keeps the money stock growing at inflationary rates'? It is
in answering this question that Timberlake introduces his
proposal for a parallel gold standard. First, the U.S. Trea-
sury would sell its entire gold stock (260 million ounces)
or distribute a pro rata share to every U.S. citizen either
in coin or in redeemable certificates. Second, the "policy-
3 st .cture of the F ieral Res Systc ' v 1ld be

-
.~ o
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would be well on its way to reimposing its monopoly over
money.

There is a much more serious shortcoming in this plan,
however. It is obscured by Timberlake's overly optimistic
assumption that once the gold stock has been retrieved i om
government control, gold will be automatically and as a mat-
ter of course remonetized by the market, thus serving as the
basis for a parallel private currency. But the sad fact is
that the public, who ultimately determines what is and what
is not money, has grown accustomed to governmental fiat money
and, as a result, is unlikely to undertake spontaneously the
pattern of actions necessary to create de novo a paralle
commodity money. This is so despite the fact that the exis-
ting fiat money, e.g., the dollar, was at one time merely a
name for a specific weight of gold, and despite the more
general fact that money always initially emerges as a useful
commodity produced on the free market. For once the govern-
ment succeeds in severing the name of the monetary unit,
which the public has grown accustomed to over the years,
from the free-market money-commodity, a government-monopo-
lized fiat money becomes entrenched among the public and the
money-~commodity is effectively demonetized. This is certain-
ly borne out, for example, by the history of the dollar.
Originally the name for approximately one-twentieth of an
ounce of gold money (from 1834 to 1933), the dollar is today
a purely nominal entity and, consequently, whatever is legal-
ly designated as a '"dollar'" is accepted by the public as
money. Gold is now one among many nonmonetary commodities
for which the fiat dollars are exchanged.

It follows from what has been said that, once a fiat
money has gained currency in the economy, the only sure meth-
od for restoring a free-market commodity money necessarily
involves once again legally defining the monetary name al-
ready in use as some definite unit of weight of the former
money - commodlty Of course, considerations of the prevailing
economic reality -- namely, "the enormous inflation of the
supply of fiat dollars that has occurred since the severing
of the gold-dollar link -- would determine the exact ratlo

at whirh +ha radammt+tanm ~AE AAT1TTaeen £... - 12 _ 111

dressed here.

In light of the foregoing discussion, the most that
could reasonably be expected from Timberlake's proposal is
not the spontaneous emergence of a parallel gold standard at
all, but the existing unitary fiat-dollar standard in which
the manotarv h; nt 1 5 1 st * ~ 1 \
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The full plan would be implemented as follows:

Governments should be deprived of their
monopoly of the currency-issuing power. The
private citizens of every country should be
allowed, by mutual agreement, to do business
with each other in the currency of any country.
In addition, they should be allowed to mint
privately gold or silver coins and to do busi-
ness with each other in such coins... Still
further, private institutions should be allowed
to issue notes payable in such metals. But
these should be only gold or silver certifi-
cates, redeemable on demand in the respective
quantities of the metals specified. The
issuers should be required to hold at all times
the full amount in metal of the notes they have
issued, as a warehouse owner is required to
hold at all times everything against which he
has issued an outstanding warehouse receipt,
on penalty of being prosecuted for fraud. And
the courts should enforce all contracts made in
good faith in such private currencies.[55]

Hazlitt's proposal is at once less ambitious in its
aims but more realistic in its likely results than the pro-
posal put forth by Timberlake. Thus, Hazlitt does not pro-
pose the immediate abolition of the Federal Reserve syste
or the return of the government gold hoard to private hands.
Instead, recognizing that a private gold standard would not
emerge immediately and automatically alongside the well en-
trenched fiat-dollar standard, Hazlitt believes that, given
the legal framework he has set out, a private, 100 percent
gold standard would slowly but surely evolve in step with
the inevitable inflationary destruction of the fiat dollar.
According to Hazlitt:

As the rate of inflation increased, or
became more uncertain, Americans would tend
increasingly to make long-term contracts pay-
able in gold. This is because sellers and
lenders v~ oo 2o 0 oo

dollars or 1n 1rredeemable money-units or any
other kind.

This preference for making long-term con-
tracts in gold would apply particularly to in-
ternational contracts. The buyer or debtor
would then either have to keep a certain amount
of 1 . r i mtre =
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to buy gold, or depend on buying gold in the
open spot market with his paper money on the
date that his contract fell due. In time, if
inflation continued, even current transactior
would increasingly be made in gold.

Th ;, there would grow up, side by side
with fiat paper money, a private domestic anc
international gold standard. Each country
that permitted this would then be on a dual
monetary system, with a daily changing mar-
ket relation between the two monies. And
there would be a private gold system ready
to take over completely on the very day that
the government's paper money became absolutel
worthless -- as it did in Germany in November
1923, and in scores of other countries ¢
various times.[56]

As described by Hazlitt, the process of rans

private gold standard amidst the hyperinflationary
of the fiat currency is certainly realistic enougt
it must be admitted that the economy would suffer
devastation from the consequences of hyperinflatio—

the
not

>mise of the primary fiat-money standard, peo
1ve to resort to barter but were able to take

of an already developing commodity-money standard.

Hazlitt's plan leaves one naturally wondering why ..

monetary reform must await the catastrophe of a hjy
tion, while the economy continues in the throes of
worsening stagflation.

In fact, Hazlitt himself expects that the img

of his proposal will serve to avert a hyperinflati
geddon by constraining the government to surrende:
money monopoly and restore a genuine gold standarc
nately, Hazlitt is not very clear on exactly how t
come to pass. He writes:

I .
do not expect t bt

ness in the culicucies us 1vicign uvacituns VT
private gold coins will in the long run in mc-
countries mean that these citizens will do mc
of their business in these foreign or private
currencies. I am assuming that practically
all governments will continue to issue an off
cial currency and that, when they have ceasec
inflating, they will issue their own gold coi
and certificates. And I assi that mos of
their citizens will then use their own goverr

tion to a
sreakdown
Moreover,

ich less
if, upon
Le did
advante
Still,
2aningful
arinfla-
in ever
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ments' money and coins. But this is because I
expect that once freedom of choice in currencies
is permitted, each government will begin to re-
form its own monetary practices. What will

count is not only the actual competition of
foreign money or private coins, but the ever-
present possibility of the competition of foreign
or private money.[57]

In this passage, Hazlitt alludes to the »~tentjial com-
petition from a private gold standard as the rey rdctor which
will induce government to abandon its inflationary ways and
embrace the gold standard. However, this contradicts his
earlier analysis of the transition from a hyperinflated fiat
money to a free-market gold money. As Hazlitt points out,
it is only after hyperinflation is well under way that the
public will even contemplate incurring the substantial costs
of completely abandoning the existing medium of exchange in
current transactions as well as credit transactions. 1In
short, inflation will have to progress a long way before the
parallel gold standard, as conceived in Hazlitt's plan, pre-
sents serious competition to the government fiat money. In
the meanwhile, the economy will still be left to suffer the
ravages of a hyperinflation.

Conclusion

The road to long-term monetary stability leads ulti-
mately to the complete abolition of the government monopoly
of issuing money and, concomitantly, to the return of the
function of supplying money to the free market. The most
crucial and difficult step along this road -- though cer-
tainly neither the first nor the last -- involves reconsti-
tuting the dollar, the existing fiat money, as a commodity
money. This would be done by restoring it to its original
status as a legally redeemable claim to a fixed weight of
the former money-commodity, gold. Only if and when this
step is taken is there hope of ever achieving the ultimate
aim of a wholly '"'denationalized" money whose supply and value
are at long last free from the arbitrary manipulations of a
nonmarket monopolist.
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