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Paper money eventually returns to its intrinsic value—zero.

—Voltaire
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Preface to the 
PAPERBACK EDITION

November 30, 2007

Certain books become outdated the moment they’re released. That was our main concern back in 2004 when we were writing this one: Not that we were wrong, but that events would move too quickly for readers to prepare for the deluge. In retrospect, we needn’t have worried. The U.S. dollar is indeed down and gold is up, and investors who followed the advice laid out here have done very well. But the global currency crisis has unfolded at a more leisurely pace than seemed likely back then, giving readers even now—especially now—plenty of time to get out in front of what promises to be one of the great economic realignments of modern times: the end of the age of fiat currencies.

Not only are most of the points we made two years ago still valid, they’re becoming more so every day. Virtually all the trends that pointed to an epic financial crisis have continued, taking already-gargantuan global imbalances to even more extreme levels. Take the U.S. debt buildup, which the 2004 edition of this book illustrated with the chart on the next page. Note that until the 1980s U.S. debt and GDP rose more or less in tandem, which implies that economic growth was consistent with new borrowing. America was, back then, a productive society living within its means. But since the 1980s, progressively larger amounts of debt have been required to produce a given amount of new wealth, and by 2003 the chart had become a portrait of a people headed off a cliff, living far beyond their means and borrowing to make up the difference.

[image: image]

In the ensuing three years, instead of recognizing the risks that it was running and changing course, America stepped up the pace, borrowing more than ever before. Though the next, newly updated chart looks at first glance more or less the same as the older version, note how the scale has changed. U.S. per capita debt has risen from an already unprecedented $130,000 to a completely unmanageable $150,000, or $600,000 per family of four.

The same arc is evident in virtually every other trend we highlighted back in 2004. The trade deficit is wider, the money supply is growing faster, exotic derivatives balances have more than doubled, and the cost of the Iraq war and other foreign commitments is soaring. And now the world is catching on. In 2006 the housing bubble burst. In 2007 the securitized debt market imploded. And as this is written in November 2007, the dollar has fallen to record lows against most other currencies, while gold, a form of money that can’t be created on government printing presses, is testing its 1980 record highs. In response, America’s trading partners are actively seeking to “diversify” their foreign exchange reserves out of dollars.

[image: image]

The stage is set, in short, for not just a further decline in the value of the dollar, but a collapse. Which means the turmoil—and profit opportunities—of the past few years were just a taste of what’s coming. But it’s not only the dollar that’s headed for the trash heap of history. The real problem isn’t U.S. economic mismanagement, but the whole concept of fiat currencies. Put simply, when politicians have the ability to buy votes by printing money, they do so. This lack of monetary discipline leads to an oversupply of currency that causes its value to decline until most citizens give up on it altogether. In the past this has happened to one country at a time, but today it’s happening everywhere, with the world’s dominant currency, the dollar, leading the way. The inevitable result will be a tumultuous few years in which the world discovers that fiat currencies—i.e., government-created-and-controlled currencies with no externally imposed discipline on the printing press—are inherently flawed, and abandons them en masse. So it’s not too late to profit from the coming currency crisis. In fact, the ride has just begun.

About this edition: As this book is being updated in November 2007, the financial markets are in the grip of a credit crisis that began with the implosion of the U.S. subprime mortgage market and is spreading to virtually every corner of the global economy. The vast structured finance/leveraged speculating community, which had come to rule the financial world, has discovered that asset-backed bonds and other exotica that depend on mortgage debt or bank solvency or exchange-rate stability are now worth far less than originally thought. And the institutions that have leveraged themselves to the hilt to buy such things have begun suffering the consequences. The huge losses on subprime mortgages and other dodgy assets that banks and others have been reporting in recent months are harbingers of far worse problems ahead.

Because what happens next is predictable in general terms (the dollar and most other fiat currencies will fall spectularly) but not in its specifics, we’ve chosen to leave this book’s broad-brush analysis largely in its original form, simply updating some of the 2003 numbers with their 2006 and 2007 successors. For an ongoing chronicle of the financial crisis, complete with names, dates, and analysis, please visit our Web sites, www.goldmoney.com and www.dollarcollapse.com.





PREFACE

In putting this book together, we’ve made a few choices that require some explanation.

Because having a sense of where the dollar and gold have been is crucial to understanding where they’re headed, we’ve covered some important points in monetary history. But doing justice to such a vast subject is not the objective of this book. So we’ve ended up alluding to many things without adequately explaining them (dispensing with the monetary turmoil of the French Revolution in a couple of paragraphs, for example). For this lack of depth, we apologize in advance. But to help those readers who want to learn more, we list some of the many great works in this field in Chapter 22, “Good Information,” which begins on this page.

On some current aspects of the dollar and gold, we face a conflict, since James is not just an author but also a participant. So in the relevant chapters we’ve dropped the literary “we” in favor of “James” in the third person.

Occasionally, in building the case for the dollar’s collapse, we’ve encountered issues that, while not strictly necessary to the story and sometimes a bit technical, are helpful in understanding the current state of affairs. So we include a few of these topics as sidebars.

And twice, we’ve used less common but, we think, better ways of presenting certain kinds of information. They are:

Gold’s exchange rate. Generally, when gold is mentioned in the financial media, people refer to its “price.” This is incorrect, because gold is not a commodity like oil or eggs. Gold is money. An old Chinese proverb says wisdom begins by calling things by their right name. And since we don’t talk about the “price” of euros or yen, but instead discuss their exchange rate, in this book we treat gold in the same way, as in “gold’s exchange rate was $410 per ounce on December 31.”

Ounces versus grams. In the U.S., the most familiar measurement of gold is the troy ounce. But this convention is a historical legacy of the British Empire, in which the gold standard and gold itself played central roles. As British historian Niall Ferguson puts it, “The British Empire is long dead; only flotsam and jetsam now remain.” And one of these remnants, we believe, is the U.S. habit of expressing gold’s weight in terms of troy ounces. These days most of the world, including the U.K., is on the metric system, in which gold’s weight is expressed using the gram, which is about [image: image] of a troy ounce (31.1034 grams per troy ounce, to be precise). So while we stick with ounces to avoid confusion, we also give the equivalent measurement in “goldgrams,” as in “$400/oz. ($ 12.86/gg).”





INTRODUCTION

This book, as the title implies, envisions dramatic changes in both the global financial system and the lives of ordinary people. Because what we’re covering isn’t what you hear on the evening news and read in the daily paper—at least as of this writing in late 2007—we expect to be asked (over and over again) a very natural, very rational question: “Why, if this gloom-and-doom stuff is as obvious as you make it sound, don’t all the Harvard economists and presidential advisors get it?”

So we’re providing two answers right up front: First, as a group, political and intellectual leaders hardly ever recognize major turning points until after the fact. Eminent Yale professor Irving Fisher spoke for most of his peers when he proclaimed in 1929—just before the Crash—that stocks were at a permanently high plateau. After President Nixon took the U.S. off the gold standard in 1971, most Washington policy makers expected gold to plunge; instead it soared from $35 an ounce ($1.12/gg) to $850 ($27.33/gg) by the end of the decade. Business Week magazine was firmly in the mainstream with its 1979 “Death of Equities” cover story—which ran not long before the start of one of history’s greatest bull markets. Most economists and politicians failed to predict the dollar crisis of the 1970s, the junk bond implosion in the late 1980s, and the dotcom crash of the late 1990s, as obvious as all seem in retrospect.

Our leaders and opinion makers, in short, shouldn’t be expected to “get it,” because they almost never do.

The second answer (vastly more important, because it explains why the mainstream doesn’t see the financial crisis coming) is that conventional economic and financial thought is operating under some dangerous misconceptions. Among them:

Debt doesn’t matter. At every level of American society, from Federal Reserve governors to Wall Street economists to average homeowners, the idea has taken hold that because we’ve been borrowing ever-larger amounts of money for decades and we’re still standing, debt not only isn’t a problem, it’s actually a good thing. A $500 billion federal deficit staves off recession. Homeowners consuming their home equity boost consumer spending. A trade deficit that floods the world with dollars keeps European and Asian economies moving, and in any event America’s trading partners love having all those dollars with which to buy U.S. stocks and bonds.

Governments can be trusted to manage a country’s currency. It’s fine for the supply—and therefore the value—of dollars, yen, and euros to depend on the goodwill and competence of politicians and their appointed officials. When problems come up, the world’s central banks—with a little help from free-floating exchange rates—make the proper adjustments. By and large, they’re doing a great job with a difficult task.

The U.S. economy operates independently of the foreign exchange markets. America is so efficient, and dominates the world in so many ways, that both Wall Street and Main Street can thrive when the dollar is falling versus gold and the other major currencies.

Speaking of gold, it’s an anachronism with no constructive role in a modern economy. In fact, because it tends to go up when national currencies are weak, it’s actually an annoyance, distracting governments from their important job of fostering growth and full employment. Gold is therefore best thought of as jewelry and nothing more.

Don’t worry if the above seems completely reasonable, because, as we said, these are the core beliefs of most Washington policy makers and Wall Street money managers, and their thinking determines what the rest of us are told. Economic growth, job creation, and stock prices thus dominate the evening news, while the borrowing it takes to generate today’s growth ($6 for every dollar of new wealth we create) is ignored, as is the amount of debt that we as a society now carry (more than $600,000 per family of four). Also commonly overlooked is the fact that foreign governments and investors now own enough dollars to cause massive damage to the U.S. economy if they so choose.

It wasn’t always this way, of course. America’s first four presidents and the other framers of the Constitution would have found today’s conventional wisdom to be completely unacceptable. After witnessing the collapse of many state-issued paper currencies and struggling with the debt amassed during the Revolutionary War, they designed their newly formed union to prevent it from evolving into what the U.S. has become—a country in which borrowing is a way of life, government power grows year by year, and property rights are steadily eroded.

To capture its true purpose, the Constitution should be read as an attempt to limit the power of government. The federal government, as originally conceived, couldn’t erode its citizens’ savings by making their money less valuable. Nor could it mortgage the future by borrowing excessive amounts of money or encouraging citizens to do the same through federal programs and agencies created for this purpose. The framers even, as you’ll soon see, prohibited the federal government from issuing paper money.

But over time, these promises were either ignored or intentionally broken. We’ll argue in coming chapters that the erosion of safeguards against “unsound” money and excessive debt are both the result of choices by former leaders and their constituents and, from a historical perspective, inevitable. Government, even when constrained by a well-designed constitution, always finds a way to grow, which requires it, in time, to destroy its citizens’ currency. So the dollar’s coming collapse and all the attendant turmoil isn’t a random act of God or the result of accidental cultural trends and policy mistakes. On the contrary, it is a natural, though unfortunate, part of every society’s life cycle.

And just in case you detect a partisan political message here, let us state for the record that this late in the game, it doesn’t much matter whether George Bush and Alan Greenspan or their political opposites are calling the plays. After all, for the past seven years the Republicans, ostensibly the champions of “limited government,” have been in charge, and federal spending and borrowing have both soared. The debt creation/monetary inflation machine, it seems, is no longer under anyone’s control.

The following chapters will walk you through the consequences that flow from all the bad paper and broken promises. Among them: a financial crisis the likes of which few living Americans can even imagine, with the dollar plunging and prices of many necessities soaring; a huge shift in wealth from financial assets like bonds and dollar cash to hard assets like oil and gold; and a fundamental reevaluation of the whole concept of money.

But we reject the “gloom-and-doom” label. This book offers a fair number of warnings, true, but its central message is one of optimism. What’s coming is part of a recurring pattern of human history that’s well under way. And the next stage is, in broad terms, predictable. So the real point of this book is in the second half of its title: By taking the right steps now, you can not only protect yourself, but profit from what’s coming—and we’ll show you how.





Part One

WHY THE DOLLAR
WILL COLLAPSE


There is no subtler, no surer means of overturning the existing basis of society than to debauch the currency. The process engages all the hidden forces of economic law on the side of destruction, and does it in a manner which not one man in a million can diagnose.

—John Maynard Keynes,
The Economic Consequences of the Peace






Chapter 1

ILLUSIONS OF PROSPERITY

During the final two decades of the twentieth century, the U.S. economy was the envy of the world. It created 30 million new jobs while Europe and Japan were creating virtually none. It imposed its technological and ideological will on huge sections of the global marketplace and produced new millionaires the way a Ford plant turns out pickup trucks. U.S. stock prices rose twenty-fold during this period, in the process convincing most investors that it would always be so. Toward the end, even the federal government seemed well run, accumulating surpluses big enough to shift the debate from how to allocate scarce resources to how long it would take to eliminate the federal debt.

As the coin of this brave new realm, the dollar became the world’s dominant currency. Foreign central banks accumulated dollars as their main reserve asset. Commodities like oil were denominated in dollars, and emerging countries like Argentina and China linked their currencies to the dollar in the hope of achieving U.S.-like stability. By 2000, there were said to be more $100 bills circulating in Russia than in the U.S.

But as the century ended, so did this extraordinary run. Tech stocks crashed, the Twin Towers fell, and Americans’ sense of omnipotence went the way of their nest eggs. By the end of 2007, one million fewer Americans were drawing paychecks. The federal government was borrowing $500 billion each year to finance the war on terror as well as an array of new or expanded social programs. Short-term interest rates were once again falling, and while the economy was growing, borrowing at every level of society was rising even faster. The dollar, meanwhile, had become the world’s problem currency, falling in value versus other major currencies and plunging versus gold. Now the whole world is watching, scratching its collective head, and wondering what has changed.

The answer, as will become clear in the next few chapters, is that everything has changed, and nothing has. The spectacular growth of the past two decades, it now turns out, was a mirage generated by the smoke and mirrors of rising debt and the willingness of the rest of the world to accept a flood of new dollars. Just how much the U.S. owes will shock you. But even more shocking is the fact that we’re still at it. Like a family that has maintained its lifestyle by maxing out a series of credit cards, America is at the point where new debt goes to pay off the old rather than to create new wealth. Hence the past few years’ slow growth and steady loss of jobs.

So why say that nothing has changed? Because today’s problems are new only in terms of recent U.S. history. A quick scan of world history reveals them to be depressingly familiar. All great societies pass this way eventually, running up unsustainable debts and printing (or minting) currency in an increasingly desperate attempt to maintain the illusion of prosperity. And all, eventually, find themselves between the proverbial devil and deep blue sea: Either they simply collapse under the weight of their accumulated debt, as did the U.S. and Europe in the 1930s, or they keep running the printing presses until their currencies become worthless and their economies fall into chaos.

This time around, governments the world over have clearly chosen the second option. They’re cutting interest rates, boosting spending, and encouraging the use of modern financial engineering techniques to create a tidal wave of credit. And history teaches that once in motion, this process leads to an inevitable result: Fiat (i.e., government-controlled) currencies will become ever less valuable, until most of us just give up on them altogether. These are strong words, we know. But by the time you’ve finished the next two chapters we think you’ll agree that they are, unfortunately, quite accurate.

Now, what does a collapse in the value of the dollar mean for your finances? Many things, mostly bad but some potentially very good. First, it hurts people on a fixed income, because the value of each dollar they receive plunges. Ditto for those who are owed money, because they’ll be paid back in less-valuable dollars (hence the disaster about to hit many banks). Bonds, which are basically loans to businesses or governments that promise to make fixed monthly payments and then return the principal, will be terrible investments, since they’ll be repaid in always-depreciating dollars. For stocks and real estate, the picture is mixed, with a weak dollar helping in some ways and hurting in others. We’ll walk you through this labyrinth in Chapter 17.

The only unambiguous winner is gold. For the first 3,000 or so years of human history, gold was, for a variety of still-valid reasons, humanity’s money of choice. As recently as 1970, it was the anchor of the global financial system. And since the world’s economies severed their links to the metal in 1971, it has acted as a kind of shadow currency, rising when the dollar is weak and falling when the dollar is strong. Not surprisingly, gold languished during the 1980s and ‘90s, drifting lower as the dollar soared, and being supplanted by the greenback as the standard against which all things financial are measured. But now those roles are about to reverse once again. In the coming decade, as the dollar suffers one of the great meltdowns in monetary history, gold will reclaim its place at the center of the global financial system, and its value, relative to most of today’s national currencies, will soar. The result: Gold coins, gold-mining stocks, and gold-based digital currencies will be vastly better ways to preserve and/or grow wealth than dollar-denominated bonds, stocks, or bank accounts.

That, in a nutshell, is the story. The rest of this book will put some meat on this chapter’s rhetorical bones, but as historians once said of Aristotle, all that follows is mere elaboration.


Chapter 2

FIAT CURRENCIES ALWAYS FAIL

Before we explain why the dollar is headed for trouble, let’s return to Chapter 1’s assertion that fiat currencies always collapse. An extravagant claim, yes, but also demonstrably true. The history of such currencies is, in fact, an unending litany of failure.

Why is this so? Put simply, governments are fundamentally incapable of maintaining the value of their currencies. Every leader, whether king, president, or prime minister, serves two powerful constituencies: taxpayers angry about what they currently pay and steadfastly opposed to paying more, and those receiving government help who support greater spending on everything from defense, to roads, to old-age pensions. Alienate either group, and the result can be an abrupt career change. So our hypothetical leader finds himself with two choices, the most obvious of which is to level with his constituents and explain that there’s no such thing as a free lunch. Taxes have to be paid, but government largesse can consume only so much of a healthy economy’s output, so no one person or group can have all they want. This looks simple on paper, but in the real world it makes the leader vulnerable to rivals willing to promise whatever is necessary to gain power.

Our leader doesn’t like this prospect at all, and so turns to his remaining option: borrow to finance some new spending without raising taxes. Then create enough new currency to cover the resulting deficit. The anti-tax and pro-spending folks each get what they want, and no one notices (for a while at least) the slight decline in the value of each individual piece of currency caused by the rising supply. Human nature being what it is, every government eventually chooses this second course. And the result, almost without exception, is a gradual decline in the value of each national currency, which we now know as inflation.

But a little inflation, like a little heroin, is seldom the end of the story. Over time, the gap between tax revenue and the demands placed on government tends to grow, and spending, borrowing, and currency creation begin to expand at increasing rates. Inflation accelerates, and the populace comes to see the process of “debasement” for what it is: the destruction of their savings. They abandon the currency en masse, spending it or converting it to more stable forms of money as fast as possible. The currency’s value plunges (another way of saying prices soar), wiping out the accumulated savings of a whole generation. Such is the eventual fate of every fiat currency.

To illustrate the process, here are a few of history’s more spectacular currency crises. Note that they all follow roughly the same script, with excessive government spending leading to excessive currency creation, leading, in turn, to inflation and its inevitable consequences.

Rome: Barbarians at the mint. During its five or so centuries of dominance, Rome had ample time to perfect the art of currency debasement. Various leaders made their coins smaller, or chopped wedges or holes in them and melted these bits to make more coins. Or they replaced gold and silver with lesser metals, either outright or by mixing them during the smelting process. By the time Diocletian ascended to the throne in the third century A.D., his predecessors had already replaced the realm’s silver coins with tinplated copper. And to his credit, Diocletian made an initial stab at reform by issuing coins of more or less pure gold and silver.

Perhaps this newfound honesty would have had the intended stabilizing effect, but the world chose not to cooperate. Rome at the time was a vast, sprawling empire stretching from Spain to present-day Syria, beset on all sides by fast-growing populations of rough Germanic and Asian tribes. Defending the empire was costly, and Diocletian, loath to cross his major constituencies, adopted the now-familiar “guns and butter” approach, hiring thousands of new soldiers while funding numerous public works projects. When he ran short of funds, he simply minted vast new quantities of copper coins and began, once again, debasing his gold and silver coins with copper. When the increasing supply of currency caused prices to rise, he blamed greedy merchants, and in 301 issued his Edict of Prices, which imposed the death penalty on anyone selling for more than the mandated price. Merchants understood the message all too well and instead of raising prices began closing up shop. Diocletian then upped the ante by requiring every man to pursue the occupation of his father. Failure to do so was like a soldier deserting in time of war, said the emperor, and the penalty for this was also death.

Among the many unintended consequences of Diocletian’s edicts was an even more stratified society. The rich, because they understood the monetary debasement taking place and hoarded their pure gold and silver coins (which held their value), became even richer. But the poor were stuck with virtually worthless copper “pecunia” and became increasingly dependent on public assistance. This put an even bigger strain on the treasury and caused even more copper coins to be minted. In 301, when Diocletian imposed price controls, a pound of gold was worth 50,000 denarii (the empire’s currency unit). By 307, a pound of gold was worth 100,000 denarii. By 324, the figure was 300,000 denarii, and by midcentury it was 2 billion. In 410, a financially debilitated Rome fell to the Visigoths.

France: Twice in one century. France in 1715 was a classic victim of bad government. King Louis XIV’s many wars had saddled his successor, Louis XV—only five when he took the throne—with a society that resembled modern-day California. Taxes were high, debt levels were onerous, and people were disgruntled. Then a Scotsman named John Law showed up with a solution.

The disinherited son of a wealthy goldsmith, the handsome and articulate Law had developed a novel theory about money—namely, that the more a government put into circulation, the greater the country’s prosperity. In a preview of some of today’s more destructive economic ideas, he also believed that monetary authorities could, by managing the amount of money in circulation, keep an economy growing briskly without inflation, thus generating plenty of tax revenue while keeping the citizenry fat and happy. He would achieve this nirvana not with gold or silver, the supply of which was limited and therefore hard to manipulate, but rather with a new type of currency made of paper, invented and introduced only years before by the Bank of England. Paper, because its supply could be expanded or contracted at will, was vastly superior to boring old gold and silver coins, said Law, and, managed correctly, would produce a never-ending economic boom.

The now-desperate French gave Law the chance to put theory into practice by allowing him to found a bank, Banque Royale, which could issue paper livres, the currency of the day. Initial results encouraged more experimentation, and Law parlayed his initial goodwill into government contracts to trade with Canada and China and develop France’s vast Louisiana territories. He also had himself named Controller General and Superintendent General of Finance, analogous to today’s U.S. Treasury Secretary and Federal Reserve Chairman, with the power to collect taxes and print money. Then he combined most of these operations into one of the world’s first conglomerates, Compagnie d’Occident, popularly known as the Mississippi Company.

Now in nearly complete control of French finances, Law decreed that henceforth land and stock could be used as collateral for loans, enabling borrowers to enter his bank with a property deed or stock certificate and walk out with newly printed currency. The result was a self-reinforcing cycle, in which people borrowed against their land and stocks to buy more land and stocks, driving up prices and creating collateral for new loans (not unlike today’s U.S. real estate market, about which more will be said shortly).

Mississippi Company stock—the glitziest growth stock of its day—soared from its original price of 500 livres in January 1719 to 20,000 livres by year-end 1720. Law’s early investors made fortunes, and ordinary Frenchmen began quitting their jobs to become that era’s version of day traders. As Charles Mackay recounts in his 1841 classic Extraordinary Popular Delusions and the Madness of Crowds, the action was so frenetic on Paris’s curbside stock exchange that a hunchbacked man made a nice living renting out his broad back as a mobile writing table for frenzied stock traders. Law became an international celebrity and, on paper, one of the world’s richest men.

But within the year, the paper livres cascading from Law’s printing presses caused the price of virtually everything in France to soar. And in an early example of what we now know as Gresham’s Law (bad money drives good money out of circulation when the government insists that they trade at the same value), French consumers began hoarding gold and silver coins and spending paper the minute they received it. By January 1720, prices in paper livre terms were rising at a monthly rate of 23 percent.

That same month, two royal princes decided to cash in their Mississippi Company shares, and others began to follow suit, sending the price down sharply. Law responded by printing even more paper money, while using his official powers to prohibit ownership of more than 500 livres in gold or silver. This thoroughly spooked the markets, sending Mississippi Company stock—and the value of the paper livre—through the floor. By the end of 1721, the stock was back to its original price of 500 livres, the French economy was in a shambles, and Law was history. Stripped of wealth and power, he fled to Italy, where he died penniless in 1729.

The lost fortunes and ruined lives of Law’s experiment with fiat currency scarred the French psyche for decades. But it didn’t fix the country’s underlying economic malady, which was a particularly nasty remnant of feudalism. France at that time was an absolute monarchy, in which the nobility and church leadership owned most of the wealth yet paid no taxes. As a result, the full burden of a series of weak, spendthrift kings (all named Louis for some reason) fell on the ever-oppressed peasants and the growing but still-disgruntled merchant class, or bourgeoisie. After losing ruinously expensive wars with Britain and Prussia, France in the 1780s was, to put it mildly, open to new ideas.

Without dwelling on the gory details, regime change did occur in 1792, and the new government, calling itself States General, attempted to finance the transition from feudalism to democracy by confiscating church lands (nearly 10 percent of the whole country) and using them as collateral for the issuance of interest-bearing notes, called assignats. The issuance began cautiously enough, with notes worth 400 million livres. But then came 800 million livres’ worth of notes the following year, then another 600 million and another 300 million.

Because assignats paid interest and principal in paper livres, the result was a massive increase in the supply of fiat currency. By 1794, there were 7 billion paper livres in circulation. A year later there were 10 billion, and six months later 14 billion. Soon the total hit 40 billion, and a full-scale hyperinflation had begun. The ostensibly democratic government then tried to force people to accept its money by (are you noticing a pattern here?) imposing a twenty-year prison sentence on anyone selling its notes at a discount, and a death sentence for anyone differentiating between paper livres and gold or silver livres in setting prices. Shopkeepers closed their doors, the economy collapsed, rationing replaced commerce, and the fledgling Republic crumbled, opening the door to Napoleon’s dictatorship and yet another round of devastating European wars.

Germany: From Versailles to Hitler. In the decade leading up to World War I, Germany was an industrial powerhouse. Its currency, the mark, was linked to gold and had been stable for decades, while its industrial regions supplied the rest of Europe with coal and steel, among many other things. But as the war’s
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