
The Monetary Control Act of 1980
The New Money Monster

by Dan Piro

It was April 1, 1980. The press
hailed it as banking reform legislation.
Everyone spoke about giving the small
saver a break by lifting the restrictions
on rates he could earn. It was April
Fools Day.

The event was the signing into law of
the Depository Institutions Deregula-
tion and Monetary Control Act of
1980. It marked the third time that
fraud, deception, crisis, and confusion
were used to unleash a money monster

on the American people. The creation
of the Federal Reserve Systemin 1913,
and the abandonment of the gold stand-
ard in 1933 employed similar tactics.
These two measures were used in tan-
dem to depreciate the currency by
87% from 1933 to 1980.

The powers granted in the Monetary
Control Act expand the bank privilege
to create money. As banks flood the
economy with more and more paper
money, the currency in circulauon loses
value. It is conceivable that with their
new powers, the banks could engineer
an 87% depreciation of the currency
by 1990.

The passage of the Act wasavictory |
for the paper money power structure
over the American people. This power |
structure, consisting of the banks, the
largest corporations, Wall Street, and
a cadre of pseudo-intellectuals, was on

the defensive. First Pennsylvania had
failed, many savings banks were in
trouble, Chrysler was bankrupt, and
Ford was about to absorb heavy losses.
Worse yet, a quiet revolution for a bal-
anced budget was threatening to ob-
struct their basic system of creating
paper money.

Fhe Monetary Control Acthad floun-
dered in the 95th Congress. It fared
better in the 96th Congress as the
Eastern Banking Establishment and
all its friends maneuvered skillfully
and forcefully. Led by Henry Reuss,
Chairman of the House Banking Com-
mittee, and all the resources the Fed-
eral Reserve Board could muster, the
forces of paper money overcame a
series of political obstacles until they
had reshaped the law.

In Spring of 1979, I suddenly found
myself taking on the banking and eco-
nomic establishment in a fight waged
against the bill. I was opposing it on
behalf of the Committee to Establish
the Gold Standard. We were joined in
this battle by the American Economic
Council.

Legislative History
Let me review for you, in detail, the

process by which the legisiation has
become law. This may give you some

msight into the intention behind cer-
tain provisions of the bill.

In 1978, a version of the Monetary
Control Act was introduced into Con-
gress. At that time G. William Miller
was head of the Fed. Mr. Miller an-

nounced that this legislation — which
he clearly did not understand - was his
top priority. Miller’s bill died in that
session of Congress.

When the 96th session convened
last year, the bill was reintroduced as

the Monetary Control Act of 1979.
For reasons unrelated toits easy money
provisions, the bill was defeated three
umes.

However, this bill, knownin 1979 as

H.R. 7, was the baby of Henry Reuss,
Chairman of the House - Banking
Committee. Mr. Reuss was followinga
strategy that could only work for
someone who was a committee chair-
man.

If at first you don’t succeed, keep
trying until you have bargained the
committee members into passing your
bill. :

For more than a year and one half,
the press paid no attention to this legis-
lative effort. Finally, after the third
defeat, a small news item was carried
by one of the wire services indicating
that the bill contained a provision to
lower bank reserve requirements.

1t was at this point, in the spring of
1979, that the American Economic
Council and the Committee to Estab-
lish the Gold Standard became greatly
interested in the bill. We discovered
that this bill would dramatically ex-

tend the bank privilege of creating de-
mand deposits. Under the terms of
H.R. 7, banks would be able to create
$25 in demand deposits for every cash
dollar they held. This would be a four-
fold expansion of their existing privi-
lege. Technically, the bill would ac-

complish this by allowing the Fed to
lower bank reserve requirements.

This would triple the money supply,
triple prices, and cause the dollar to
lose two-thirds of its current vaiue.

Interestingly, the money supply
could be tripled even ifthe budget were

balanced. g

We lobbied against H.R. 7 as it wem‘
before the banking committee for the
fourth time. Unfortunately, we were
several months too late. We fell seven
votes short ofdefeating it in committee.
On the fourth try it passed.

Only 3 of the 26 congressmen who
voted for the bill in committee under-
stood its impact on the value of the
dollar. The others were led to believe
that they were voting on the issue of
voluntary vs. mandatory membership
in the Federal Reserve System.

Infact, H.R. 7 was informally known
as the *“Fed Membership’’ bill. Once it

got through the House Banking Com-
mittee it was passed overwhelmingly
by the full House. Again fewer than
five of the Congressmen who voted for
the bill on the floor understood its con-

sequences.
One congressional aide who opposed

the bill said that ifwe had been around
six months earlier, we probably would
have killed it in committee.

The Tactics of Obfuscation

We did enjoy one victory.
The paper money faction was looking

to expand the ways in which the Fed
could create money. Under existing
law, the Fed could create money in ex-

change for gold or U.S. Government
obligations. Under this system, the
government would be encouraged to
run deficits. The Fed would create
money for the purpose of lending it to
the government. In the event the bal-
anced budget movement forced a bal-
anced budget through a Constitutional
Amendment, the Fed would need a

new basis for creating money. It could
accomplish this legally by expanding
the definition of Federal Reserve col-
lateral.

When Henry Ruess finally pushed
H.R. 7 through the House Banking
Committee, it included a provision
which removed all restrictions on

Federal Reserve collateral. The Fed
would be allowed to use anything it
chose as collateral. The Fed could

- createmoney for the purpose of lending
it to Government agencies, corpora-
tions, foreign governments, or any
other entity. It could become a cornu-

|

copia of paper money.
This change in the definition of Fed-

eral Reserve collateral was defeated
on thefloorof the House in June 1979,
by Congressman Ron Paul. As aresult,
H.R. 7 passed the House with no

change in the definition of Federal Re-
serve collateral. H.R. 7 was subse-
quently amended to H.R. 4986. This
latter legislation was known princi-
pally for its provision to lift the ceiling
oa interestrates offered to savers. The
Senate never voted on H.R. 7.

The conditions under which H.R. 7
was amended to H.R. 4986 demon-
strated the intensity with which the
paper money forces were operating.
After H.R. 7 passed the House in June
1979, the bill’s supporters needed
similar legislation passedinthe Senate.

They had excellent allies in Senators
John Tower (R-Tex) and Jake Garn
(R-Utah). Both these men had intro-
duced their own versions of the Mone-
tary Control Act. One important road-
block existed on the Senateside. Bank-
ing Committee Chairman William
Proxmire had no interest inmoving the
bill. He appeared cantent to let it die.

Proxmire had his own favorite bill
which was receiving most of his atten-
tion. This bill would lift the lids on
interest rates. offered to small savers.
As interest rates surged towards 20%
in the winter of 1979-80, Proxmire’s
bill became politically popular. Noone
in Congress wanted to be identified
with the position of holding rates to
5%% for the little guy. Suddenly, Prox-
mire’s bill was moving through both
houses of Congress. On the House
side, Proxmire had to contend with
Henry Ruess. They worked out a deal
in which Ruess would amend his
Monetary Control Act to the House
version of Proxmire’s bill. Proxmire
and Ruess agreed to arrange a joint
conference between the House and
Senate as soon as possible. This was
bow H.R. 7 became amended to H.R.
4986. The expanded version of H.R.
4986 became officially known as the
“Depository Institutions Deregula-
tion and Monetary Control Act of
1980.”

The legislation went to a joint con-

ference between the House and the
Senate on March 4th and Sth. Neither
the House versian nor the Senate ver-
sion containedany provisiontochange
the definition of Federal Reserve col-
lateral. (The purpose of such a confer-
ence is o amend the differences be-
tween the Senate and House versions
of similar bills).

However, the definition
amended in the joint conference.

This time, the paper money forces
lifted all but a small portion of the
restrictions on the definition of the Fed
collateral. The only restriction that
was not completely eliminated was the
one conceming the power to intervene
directly in the stock and bond mar-

kets. However, the door was opened
wide enough in this area to create a

technical loophole. There could be no

doubt that the Fed would return in the
future to consolidate this power.

It was clear that the Fed was hard at
work fine-tuning its paper money
machine. No more than one or two of
the members of the joint commuittee had
the knowledge of money needed to

understand the consequences of an ex-

panded definition of Federal Reserve
colldteral. It was likely that the staff
from the Fed presented these changes
to the Congressmen as mere technical
adjustments.

When Congressman Paul defeated
the collateral provision on the House
floor, no argument was made on its
behalf. Not a word was said as to why
the Fed needed a change in the defini-
tion. It appeared at all points, that the
Fed was seeking substantial powers,
but did not want to reveal its motives.

On March 13, John Robbins, whois
the Banking Committee aide to Con-
gressman Paul, received a memoran-

dum sum marizing the major changes
determined by the conference commit-
tee. This report, prepared by the Re-

was


