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Embracing the Void: The Economic Effects of 40 Years of Fiat Currency. How have the retirement of the gold standard and the corresponding freedom of the central banks to print money affected domestic and worldwide economics? 

Introduction
Beginning in the ancient world, money was developed as a means of transferring wealth. A wide variety of tradable commodities have been used, including salt, stones, shells, metals, diamonds, furs, livestock, blankets, and the list goes on and on. These types of money are known as commodity money because there is some sort of intrinsic value in the monetary unit. They are also typically fungible units with standard qualities. In other societies, fiat moneys have been used. Typically a fiat money has no intrinsic value, and is simply an agreed upon medium if exchange based on a sort of social contract of some kind. There have been many examples of hybrids of these types of money, but ultimately every monetary system is either commodity or fiat to one degree or another.

In the last 500 years or so, by and large most western societies have used precious metals as the medium of exchange, or they have created paper notes which were used in the place of precious metals, and were redeemable in certain weights of a precious metal. These notes were originally issued by those who stored the gold as a convenient means of claim. Eventually they evolved into a system of exchange, and governments regulated coinage and regulated the financial institutions who printed money to keep the players honest. Over time, these systems developed into three main categories of money and banking systems, free bank gold standard, central bank gold standard, and central bank fiat. The categories are oversimplified for the sake of this discussion.

In a free bank gold standard system, besides being subject to government regulations, banks operate truly independently, and issue notes against their gold reserves. Each bank’s survival is dependent on their notes being accepted at face value, and because any other bank in the system can refuse them if they suspect that the notes will not be honored by the bank, or redeem all of the notes they hold at once if they sense instability, the competing banks in the system serve as a check to keep each other honest. In a system such as this market forces set the cost of money. Proponents of this sort of system explain that it is honest, and that every player in it has an incentive to keep it honest. They further explain that it allows for individuals to make their own choices with as much accurate information as possible. Finally, they argue that it keeps the power of currency creation in the private sector, and well distributed, so that no one player or group of players can dominate the others for an extended period of time. Critics of this system complain that individual banks and players can game this system, and take control of an economy causing booms and busts. They also complain that commodities are not necessarily finite resources, and things like gold rushes can become very disruptive to an economy. Finally, they complain that without the ability of a central planner to introduce currency into the system at will, that those holding money can simply stop spending, putting the economy to a halt.

In a central bank gold standard system, the central bank holds the gold reserves, sets interest rates, and issues currency redeemable in gold to various independent banks, who then can borrow more from the central bank in the event that they become illiquid. This system can work fairly well if the central bank either acts responsibly, or if it doesn’t, the central banks of other nations (or the public at large) begin redeeming the central bank notes for gold. Proponents of this system feel that it is the ideal mix of the responsible limitation of a commodity measure of redemption along with the flexibility of governments or central banks to expand the money supply in times of crisis to provide for liquidity, stop wide spread panics in the event that one or several banks become insolvent, and allow for a modicum of central economic planning. Critics of this system complain that the centralization of currency creation removes accountability from the system, that a poorly managed central bank could bankrupt an economy, that the threat of widespread panics is overstated and that the proper place for economic policy to be decided is by the individual player.
In a central bank fiat system, the central bank prints money as though it is gold, continues to set interest rates, without any physical limitations whatsoever. It serves as the lender to each of its member banks, is free to print as much money as it wishes, with its only restraint being the public or international will to accept this currency. Fiat central banking systems can be successful if the central bank is well disciplined and avoids devaluing its currency by over issuing it. Unfortunately, history is full of examples of what happens when those agencies, whether public or private, are not disciplined in their issuance of fiat currency. The appeal that fiat currency has to government is that it allows a government to spend money that it doesn’t have and doesn’t have to borrow. History of the last several hundred year’s shows that many wars have been financed by the printing of fiat currencies. Proponents of this system say that all that matters is that economies keep moving, that economic activity of any kind is positive, and that so long as consumers (citizens and the world at large) believe in the value of the currency and its value does not drop precipitously, that money is doing its job, and society benefits from government being able to invest the surplus goodwill into valuable programs such as wealth transfers, warfare, etc. Critics of these regimes argue that fiat systems create mal-investment, as no one can really know what the future value of money is, that they amount to wealth transfer from those who cannot borrow directly from the central bank to those who get to borrow newly created money at a much lower cost, and that that fiat systems encourage corruption in financial and political processes, which will create continually increasing pressure to print more and more currency, which inevitably leads to hyperinflation, depression, and economic collapse.

Throughout history, the United States has employed all of these sorts of monetary systems, typically moving between free banking gold standard systems and central bank gold standard systems in times of peace and fiat systems in times of war. However, since 1971, the US has been on an entirely fiat system managed jointly by the Board of Governors of the Federal Reserve Bank and the U.S. Treasury. In addition to being the central bank of the United States, Federal Reserve Bank issued currency and United States Treasury Bills enjoy the status of being the primary reserve currency for the entire world, which gives the United States and its agencies unprecedented power as well as a huge market to expand newly printed currency into. In essence, in the minds of the consumer in most nations worldwide, the US Dollar has become gold, but is this a good thing for most people?

If you listen to the vast majority of wealthy people, Keynesian economists, and most people with power and an investment in the status quo, the answer is a resounding “yes.” The changes in the world over the last 40 years since the U.S. adopted a fiat currency have been phenomenal. Technology has exploded; we are now interconnected as never before. The Berlin Wall came down, China has adopted a sort of capitalism, we have more millionaires today in this country than ever before (though recently this reversed somewhat, and with inflation it is hard to say for sure what a millionaire is), and the government reports inflation at about 2-3%. 

But there is an alternative view taken by an increasingly large minority. This minority says that a vast majority of the growth that has occurred since 1971 is an illusion, and comes at a great cost that includes corruption, erosion of self determination of peoples worldwide, never ending warfare, and the collapse of the middle class in the U.S. and abroad. If they are right, you would expect to see over the last 40 years increasing corruption in government and business, continual warfare, degradation of civil liberties, concentration of power in the U.S. and U.N. and other super governments, administrative agencies, concentrations of great wealth in the hands of an ever shrinking few, an ever increasing number of poor people, despite a war on poverty, and an ever growing prison population.
Ultimately, this research project seeks to explore what the real effects of the adoption of a fiat currency system have been for the United States and the world at large. While attempting to fully answer these questions is far more work than this course allows for and far more research is necessary, the initial work has been quite interesting, and suggests that there is at least a modicum of truth to the second position.
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Ben Bernanke is currently Chairman of the Board of the Federal Reserve Bank. This address was given two years before his appointment. As a central bank insider, Mr. Bernanke is an unapologetic advocate for centralized monetary policy. In this address, Mr. Bernanke describes the evolving state of scholarship in Keynesian economics that eventually comes to blame Federal Reserve conservatism for the great depression, as well as the Gold standard. This address is particularly interesting because in it Mr. Bernanke criticizes the Federal Reserve during the Great Depression for keeping interest rates high, for not bailing out banks, and for maintaining the gold standard. These criticisms speak volumes in explaining the decisions Mr. Bernanke has made as Chairman. This article is useful in giving me an insight into the minds of the current bank management, and how they view themselves and the process that they manage.
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Mr. DiLorenzo gives an Austrian Economics perspective of the origins of central banking in the United States. He puts this in the perspective of the debate between Keynesian, Austrian, and Chicago schools of economics. From the proposal of the first Bank of North America to the 2008 economic crisis, Mr. DiLorenzo connected the dots from his perspective. He began by explaining the relationship between Hamilton, Robert Morris, and the goals of the proponents of the first central banks. He then went on to explain the various corrupt schemes by which political and business insiders used the power of the Federal Government and Central Bank combined to steal legally from the taxpayers. This presentation was very helpful to me in drawing parallels between the effect of State endorsed fiat currencies on democratic institutions and government. It also helped me to visualize the effect of these institutions on our modern society and economy. Finally, it gave me some great ideas regarding possible secondary effects (corruption, control of legislative bodies, etc.) that the creation of a fiat currency might have on an economy.

Review of My Research Process:
My method for finding sources was to start with very general search terms and to narrow my results by date and source, and when that was unsuccessful to move on to more specific topics. Sadly much of what I found was opinion as much as it was well researched advocacy. The research process for this project was both frustrating and rewarding. Because this topic is not well understood nor is there much popular interest in it, there is not a wealth of information or research available that doesn’t advocate one particular position or another from the get go. My original problem was that I simply couldn’t find much information, and the information I could find was clearly skewed in one direction or another. Once I set my frustration aside and decided to evaluate each of the positions in light of the others, I was able to move forward.
Like many topics, there are two predominate positions on this topic, the first is that the status quo is the best thing since sliced bread, and the other, that the status quo is evil incarnate. Third positions that take some other position are either non-existent or lack sufficient support to have much in the way of written advocacy. If I had more time, I think would like to test the various theories of both sides against reliable real world data, if there is any, and develop my own analysis of the subject matter. 
Finally, the internet was every bit as valuable to me in this process as any other source of information.
Ultimately, a complete treatment of this subject will be impossible without delving into the underlying data and assumptions of both sets of advocates, and comparing their conclusions to others who have studied these issues. As it stands I am aware of at least five schools of economic and political science that touch on these matters, including the Chicago School, Keynesian economics, Austrian economics, the Positive Political Theory, and Public Choice School of economics. Perhaps someday I will have a few years to consume all that and produce a theory of my own.  

