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Monex International presents an exclusive interview with

Nobel Launreat

e Dr. Friedrich A.von Hayek
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This month the Gold & Silver Newsletter is priv-
tleged to present our exclusive interview with Nobel
Prize-winning economist Dr. Friedrich A. von Hayek,
who is recognized as the dean of the Ausirian school
of economics. Dr. Hayek 1s an iniernationally known
theorist, author, teacher, and lecturer. He is interdis-
czrlmurv and has made zmpurtant contributions not
only in economics, bui also in political science, philos-
ophy, law, history, psychology, and the social sciences.
In our wide-ranging interview, Dr. Hayek gives his
views on the economy, unemplovment, depression,
likely future economic developments, and invesiments
appropriate to those conditions. He also tells how he
was able to forecast the 1929 crash and gives some per-
sonal—and surprising—insighis about the British econ-
omist John Maynard Keyries.

Dr. Hayek was born on May 8, 1899, in Vienna.
He served as an cfficer in Worid War I and afterward
studied at the University of Viennu where he became
a Doctor of Law in 1521 and a Doctor of Political and
mouc! Science in 1925, After a few years in uuzl serv-

ive in Austria, ke became the first director of the Aus-

trian Institute of Fconomic Research in 1827.

D 197C Mionex Iniernational, I.44.

In 1931, he was appointed to a chair at the Lon-
don School of Economics and Political Scienco and
was later awarded a degree of Doctor c¢f Science in
Economics there. In 1950, he became Professor of
Social and Moral Sciences at the University of Chi-
cago. Follozving his retirement from the University of
Chicago, he became Professor of Economic Policy at
the Albert-Ludzugs—UmberSLty of Freiburg, Germany.
He currently resides in Salzburg, Austria. He s also
Professor Emeritus of the Freiburg University and the
University of Chicago, a Fellow of the British Acad-
emy, and an Honcrary Doctor of Rikkyvo University
in Tokyo.

Dr. Hayek’s many books include Prices and Pro-
duction (1931), Monetary Theory and the Trade
Cycle (1933), .Collectivist Economic Planning (1935),
Individualism and Economic Order (1949), The Sen-
sory Order (1952}, The Counterrevolution of Science
(1955), and his monumental work, The Constitution
of Liberty (1860,. He is curréntly writing ¢ irilogy on
political science, Law, Legislation, and Liberty. The
first volume, Pu]m and Order, was publisked in 1973,
and he is presently writing the second volume, The
Mirage of Social Justice.

His most widely known book is The Road to Seri-
dom, which he wrote in London in 1944 in {avoer of a
free market economy and in opposition to Keynesian-
socialist arguments that a government-planned econ
omy is the best economy. The main thesis of the book
is that governmeni central planning was not only less
effective than a free market economy, but also would
lead inevitably to totclitarianism. The book, which
was a best seller in both the U.S. and England, has
been translated into 12 other languages.

Dr. Hayek’s many coniributions to economic un-
derstonding were recognized lust October when the
Eoyal Swedish Academy of Sciences awarded the

Hayek to speak at symposium
Dr. Hayek will be one of the participating
| speakers in the Monex-sponsored educational
| symposium on the economy this month in
} Beverly Hills. Details are on Page 6
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/}u‘y lrates fell, and interest rates would not fall until the|
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( to da so. Is that true?
VHAYEK: Yes. I was one of the only ones to predict

-.-Arhencan boom Collapces which I sald was likely to‘

1974 Nobel Memorial Prize in Economic Science to
Dr. Hayek and Dr. Gunnar Myrdal. We interviewed
Dr. Havek in April at his suite at the Waldorf-Astoria
Hotel in New York City during his current visit to

the U.S. Q-
é@f"/

MONEX: First of all, Dr. Hayek let us congratulate
you on receiving the Nobel Prize. :

HAYEK : Well, thank you. I had not expected it, but,
of course, I was honored at having been chosen. I must
say, however, that the demands on my time since then
by the press and others has been astonishing. I'm
beginning to think that the Nobel Prize is designed 2
to prevent anyone who gets it from doing any further
work.

MONEX: Our first question deals with your forecast in

F

}asted for something like 10 years. It ought to have
been over in two or three years, if sensible policies had
been followed.

Instead of allowing the market to correct the
misdirections of labor and resources that occurred dur-
ing the inflationary boom, -the government believed '

/fhey could cure the depression by keeping up wages,

0 began—the policy, but Roosevelt greatly ex-

. Lnanded it. The cry was—‘“For heavens sake keep up

i wages so that demand remains sufficient.” Policies of
government intervention in_the economy led-interna-,

/ .i'f;if()'nally to-exchange controls, restrictionsm_g_r_l_‘fgpaigri'
4;"trade and other policies that only made matters worse.
g.trade and otAer POl

The absence of a sound international monetary

/stem was another factor that was responsible for the /

length of the dcprebmon One of the single most im-

,the 1920s that America was headed for a depression. ,fk“pqr’cm'rt‘nﬂﬁalies that unnecessarily prolonged the /

{ We understand you were one of the only economists

what was going to happen. In early 1929, when I made
this forecast, I was living.in Europe which was- therr,
going through a_ period- of depreaswn I said that'
there’s sTo‘hope of a recovery in Europe Gntil 1nferest¢,

% happen within the next few months.

“You cannot indefinitely
maintain an inflationary boom.”

MONEX: How were you able to foresee what would
happen?

HAYEK: What made me expect this, of course, is one
of my main theoretical beliefs that you cannot indefis
mtely_mamtem an infiationary boom. Such a boony
/ Cxeates_aluxgds of artificial jobs that might l\eep go-
ing for a fair_yjorTg tlme buf sooner or later must
the-FedeﬁtReserve made an attempt to stave oﬁ a
collapse-by credit expansion, the boom had become a

]

" typically inflationary one.

So in eany 1929 there was every sign that the
boom was going to break down. I knew by then that
the Americans could not prolong this sort of expan:
sion mdeﬁmte’y and as soon as the Federal Reqerve
/was no longer willing to feed it by more inflation; t}u

In addition, you ‘must remember that at the time \
| /

/ the Federal Resérve was not only unwilling but was
unable to continue-the-expansion-because the gold
stapdgra'set a limit to the possible expansion. Undey/ |

_the gold standard, therefore, an inflationary boo,m
co?ﬂa 1ot |a§t very long

\IO\EI\ You've mentioned before that the depres-
sion of the 1930s was unnecessarily prolonged. Would
you explain your reasoning for our readers, please?

/

HAYEK: In 1929, a crisis and depression_of some
length was inevitable. But it certamly need not ha\e

2
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: 'm progress in London at the time that was on the
g

n
/J‘ume when there were some signs of a recovery.—

depression was Roosevelt’s-decision-togo off the gold/.
andard. —_—

as an international monetary conference

/whole-working on a proposal along the right lines. The
conference just blew up as a result of the 2 Amerlcan
Vaeiaen Roosevelt completely upset “the whole mrer-\;
ational monetary system by that decision at Just a\
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Gold & Sﬂver Newsleuﬁer

The material contained in the Gold & Silver
Neuwsletter is based on careful research and docu-
mentation. All information is accurate and reli-
able to the best of our knowledge. However, we
recognize that error i1s always possible, and, for
this reason, we cannot guarantee its absolute ac-
curacy. The Gold & Silver Newsletter is not a
complete source of informaticn concerning gold
and silver.

Each reader should make decisions based
upon his judgment of all information available to
him from all sources and each reader assumes the
risks of his decisions. The views expressed by per-
sons writing under their own byline and by per-
sons interviewed by the Gold & Silver Newsletter
are their own and not necessarily those of Monex
International, Ltd.

Louis E. Carabini, Editor

E. Keith Owens, Senior Editor

Dr. Patrick Boarman, Research Director
James R. Blakely, Managing Editor
Daniel Rosenthal, Asst. Managing Editor

The Gold & Silver Newsletter is published
monthly by Monex International, Ltd. Executive
Offices at 4910 Birch St., Newport Beach, Calif.
92660. Telephone: 714/ 752-1400. Rights and per-
missions: 2525 Palmer Ave New Rochelle, N.Y.
10801.
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MONEX: Would you review some of the additional
consequences that flowed from that decision?

~ HAYEK: Abandonment-of the gold standard also set)
_the stage for future inflation through a gradual elimi:
| “nation of restrictions on the free actions ofl)ohtluans
4. Atthough the U.S. nominally continued on the gold
standard, in fact the gold standard ended in1933- “The,

ld standard is by its nature international—no single)
country can have an effective gold standard because
‘i just one country is on gold it means that the policy
of that country determines the value of gold and nog
the other er way around.

s
-

w%”
g

.]

Then came Bretton Woods after World War 11

quired to _contract its—currency=all"the — adjusting
| would be done by expanding the money supply of the |
cour%fhat had a favorable trade balance. That
“&ﬁh;..semn@e “The third stage was abandoning
~ fired exchange rates and accepting flexible exchange
rates and ﬂo‘atmé"curren‘mes This_means, of course;
that a~ Wy free mfl’_c_s_mrleiary

_policy=
As long as the people who manage the national
currency had to pay some attention to maintaining
these rate_s__t_ws some restraint on them. Now\
L. ,that bhey ve_gotten Tid-ef-that restraint, they are fred
/to ‘inflaté all they want. The result is that we >’ve had/
/ ?Bn inflationary boom that has lasted for some 35 years

' '—an unnre_gg(_igr_lted.sltuatlon

MO.\E_\. Do you think there’s much hope of a return
-("to the gold standard as a solution to the world mone-
tary proolems of today?——— __

} HAYEK: The chances of re storing any kind of goid
standard _has occupied me a great deal and I don’t

LR

I Ve and Vhe gold standard is only effective as an m-/
tematlonal standard, and the chancewif_ﬁhmé
L)t cn an mternatlonal Lasm are small.

The chances of its being maintained for any
length of time at the present are almost nil because
1no- counfr\ris' ‘as yet willing to submit to temporary
-periods of deflation and unemployment that the gold
standard"&emanas._Lihmk before one can serlous”ly

v ',Gﬁ fwish_that the gol_q_standard ‘be reestablished opinion,
# 2 has to change a great deal. Now it may be that a
L;’ ‘severe depression of some length will change public
4/, opinion _to the point where pecple would uld agree that
A<  rleven with its defects the gold standard is preferable to
e |  what they are experiencing without it.

/; 2.7~ But belore this can happen, countnes must fore-

swear_a_monetary and fiscal full employment policy.

‘, full employment by inflation, or there is no chance of/
I~ Mmaintaining a gold standard. The gold standard,-of
l \ course, Apﬂs a curb on po]muarxs—f hat-forces them to
do tlﬁmgs they don’t want to do. If you could get the
‘; politicians to submit to that discipline, it would be

}nghly desirable. But I don’t believe at t the _present -/

i -‘ time there’s much Chance of this happemnﬂ

| o e et s o

ith its principle that no country should ever be re- -

/ They must realize t"wy cannot permanently maintain |

X and investment advisors agree and cothers dis-

“I think that if Lord Keynes had
lived longer he would have :
become one of the main fighters
against inflation.”

MONEX: In The Road to-Serfdom, you argue that’

John Maynard Keynes’ theories, if carried far cnough,_ =y,

/W\H_T.ad to the end of individual liberty and to totali:
farian __government. Keynes, nonetheless, géve the
Y_Q%\.An—aimost_.paglonate endo;sement sawng he
jwas “not only in agreement with it, butin deeply
( moved agreement.” Do 3"6’u “Teel he may have changed
\_his views-tnhistateryears? 7 ‘
HAYEK: No, T don't think he did. I knew Keynes
! well. Infact, personally we were good friends. We just
/ lgenerally avoided talking ecomomics—We—lmew we
¢ coquhf._agLee_on_uQr'ormcs but there were many
other common interests. It didn’t surprise me that he
[ accepted the thesis of the book because-he-was- basi- .
callywﬂ&hb_er%utlook and concerned about any |,
- threat to-liberty—It-was not-against-Kéynes_that the ,/
E_qg_dddtg_&‘ctdom was-directed.

I do, however, feel that Maynard would have
changed his views had he lived ]onger What I blame
K%es foris'to have called his major work a General
Theory. It wasn’t a general theory. It was admtttedly
adapted to the ‘special needs of the 1930s when we!/
had  a general period of deflation. It was fempered for I

/the momerLtino was never intended to be a ge‘aexa;
| theory.

~

He was up to a point aware of this when I saw g
him in early-1946..] asked him whether he wasn’t get-
/ting alarmed that some of his theories-had-led_into”
‘inflation. He said—“Oh, Hayek, never mind. Don’t be‘

"'alarmedﬁ_ﬁ[‘nese views were frightfully important in
'tHe 1930s. If they should ever bec come ¢ damzerom }”qt
.watch me. I'm going fo turn pu pubhc opinion amﬁnd
Hike this”"And he made a movement oi qu hand, indi-
cafmg a r‘omp’ete ch_a_ng,e,g_f,_dlrectmn and _ﬁlaslz.lr’o'

The Gold & Silver Newsletter has usually
presented interviews with persons who express a
distrust of paper money under present economic
circumstances, believe that governmental mone-
tary policies must be radically changed, and
believe that precious metals are an important
element for the protection of a person’s assets.
However, economists and investment advisors
hold widely varying views as to the econemic out-
look, continuance and degree of future inflation,
possibility of recession or depression, price trends
of precious metals, and the methods by which in-
vestors can protect themselves. Some econormists

agree with the viewpcint presented in this issue.
As is the case with many of our Newsletter inter-
viewees, Dr. Hayek was paid an honorarium fee
for his time.
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Hayek {continued)

,he had this great confidence that he was able to play
! on public opinion as an instrument. Six weeks later he
was dead and couldn’t do it.
A I think if Lord Keynes had lived longer, he would
'have become one of the main fighters against inflation.
/I think it was a great calamity that he died when
he did.

MONEX: What's your assessment of world economic
conditions today?

HAYEK: My overall view of world economic condi-
tions at this time is_g@ne.ra[l_{{ one of pessimism-1 think
\there's a chance that people may become reasonable
l[\agam and the depression that is now beginning will
ang-It's possible—After-all, with a work-
ing economy you can-pull-out_of a_depression ex-
traordmanly rapidly. For example, after World War I
-1 beheve it was 1921 —American prices fell somethmg\
| like 40% within six months, causing acute depression. |/
21 But. there was a rapid adjustment, and within months/|
recovery “ES"nderwdy because_you still had a func- |

tioning price anc’r'vnar}\et mechanism.
e s AN e

The German recovery after the hyperinflation of
1923, again, was possible because there existed a fully
furn_ctj.onix}g}abomarket with the possi‘vilitv of adjust-

“You won't get away with a mild
depressicon this time.”

KMONEX: Most economists refer to present economic
conditions in this country as a recession. Do_you see
1t as a depression?

HAYEK : Well, there’s really no quantitative distinc-
tion between the two. The word recession was mvented

1 to avoid the scare word dppresqmn and it just mean

a-mild-dépression. But you won’t get away with a mlld/

\\ dep‘essmﬂ this time. You may hope it will be a short, /

ione, but it will be a depression, and 1 don’t *Bmk
’we ve reached the depths vet. I don’t want to set any
ﬁcnre “but. unemployment4°4;omg to rise Turther——

MO\L‘& Do you think this deprcsmon is likely to be
worse than the 1930s? S R P

H AYEK: It's not Jmpossxble On the other hand, as an
leconomist, I feel it’s my job to tell the people that it's
{not necetqar\uf they fo]low 1easonab]e pohc1e° I don)

possLbleg

MONEX: What’s your assessment of recent actions
taken by the Administration and Congress to deal
with the nation’s economic problems?

HAYEK : The Congress has done exactly as I expected
and that’s to try to cure the problem with a'lo*he}
dose of inflation. It doesn’t surprise me in the least.
| That President Ford should. have temporarily rcsxoted
- was more than I expected I'm sorry that he dldn’f
stick it qui. But, again, I _wasn’t surprised that he
nnally signed the tax cut bill. £

~

X

|

————

J

Now the resumption of an_expansionist credit
palicy can still.once more catch on for a time and tem- |
perarily revive the boom. And Lieaxlha:mH;Li_}m,»
L,D/YOLIT,Q—M at_the present moment they “1ou]d
succeed in prolonging the inflationary boom for ar-
\other T year or two, the ultimate collapse is going to be
2Avorse than it w ould be-now- ‘\/Iy~general Arnpression 1s
hat an_ipflationary expansion isn’t very likely fto ,

catch_on, but it-may-—1 can’t exclude that possibility.

N~

/ But personally, I would rather have a more moderate

\ depressmn noﬂ_ihama_woxae_anem two_year% time.

MONEX: In your 1931 book, Prices and Productian,
you wrote that the way out of a depression is through
the slow process of the market correcting the mistakes
[ made during the mﬂatlonary period. The pubhc, and
the pohtxmans, ‘however, are “rarely willing to do noth-
about unemployment while this slow process runs

its course. What is the solution?
HAYEK: You know you're asking me a question to
which I have no answer and that’s whether it's pos-
’qlble for a government_to pursue a sensible policy-as

-

T — e o2

JAsd|

Iong’gs,the_;mbhcholds the-wrong view of what can

be done. I'd say it’s almost a hopeless. proposmon for-
the govemment to_pursue-a_sensible. pelicy so long as |
/the publi¢ is obsessed with the idea that there’s a
\chwgf cmjnb“ﬁgmplolme_nj, As an_economist
I-can _only argue-thisis a mistake.

But as long as people believe—and I think the .
great majority of people do believe—that the gov-

ernment has the power to eliminate unemplo)ment\ ;

qumJﬁEd Jastingly, the government won’t be ables
Lo stop t the “inflationary proces\ I think we-have" to
teach people first that this is the price we must pa
for_the abuse of monetary policy for so many 3cara )
You must not expect that after having done the wrong
thing for so many years, we’ll get away _cheaply a after
at.
MONEX: Haven’t there been periodic recessionary
ad;gstmcntQ over the_‘y,ears"

involve a cessation of the mﬂatmn 1% mea_r_}_‘g only a/
slowing down of the rate of inflation. i/

“I think the likelihood is that we
will be moving into a completely
controlied economy.”

MONEX: What do you think is likely to happen if we
continue to pursue the economlc policies we have been
following?

HAYEK: I'm fairly certain about two things. First,
that attempts at so-called pump priming will probably
sooner lead to acceleration of the price rise; rather
ithan an increase in cmgloyment and people will de-
~mdnd conhol of the price tise. The government will
\(lamp on controls and pump more money into circula-
tion, which will have the disappointing- efTeLt -of not
reating much employment SRR
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Secondly, these developments will drive the coun-
try into a combination of price controls, public works
" of one sortor another and gradually into a Lompletery)

,government controlled economy. Yes, I think the like-
koo s that we will be moving into a completely con-
/trolled economy_with depression, and employment

directly (1c1>cndenLon+,Q\£rnn1enr bpend'n;,onapublrc
tworhq Of course this is a situation from which it is
very difficult T to e\rn(ate-\%_lf*—s‘qf—— =

S

“Some may say gold is not money
anymore, but it's a store of value
which the paper money is not.”

MONEX: Under the conditions that you see develop-
/ ing, what investment advice would you give to those
who are concerned about protecting their assets?

LHAYEK: For a long time I thought the major thing to
do was to get out of bonds and into equities. But pres-
ent day governments know how to destroy the chances

}Gf _even a stablereal income ve from equities.

I think that anyone who has a claim to a govern-
; ment pension is fairly certain-not-to. have to starve—
but no more than that. And anybody who relies on
and 1&Eino.rlean; certain that he may not starve m,
_his old age. Apart from one’s home, land is for most|
people not-a real altematne 1me<tmenf becauoe gov-)

> i

]

f‘ m\,estment In Enﬂland they’re moving ‘toward mak-
!' ing it a law that if you want to sell your property you
L must sell it to the government which will then  resell it.

RSN

e \.\_
} MONEX: What is your opinion of gold as an invest-
ment?

/ HAYEK : Well, people who did invest in gold were very
———\ __,,_,—--——"’"“’ TR

O

:

wise indeed. Gold is not a certain investment—you

could lose a substantial amount in gold, but probably

less than in anything else. r‘omparcd to everything

else, I would have to say that gold is an appropriate /

( investment that I think will probably do better than .
ost others.

————

MONEX : Why do you regard gold as perhaps a safer
investment than most anything else? " =

HAYEK: Because as conditions continue to worsen,
people will resort to the one th'ng which they regard
. as safe. I must admit that belief in gold is perhaps a
| superstitious one, but it’s one that’s not hkelv to b&
..[-shaken. The more people despair of (.Ond)th"lS, the
_more people will resort to the one familiar thing which
(/ “you can cling ¢ to and-whieh-you-canputin-your pod\et )
\and walk away with.

Some may say gold is not money anymore, but

_ 1t’s a_store of value which the paper money is not. Ifl
1‘ thmvs come to the worst, you Can“bg_ly gold in- 3our\'
{ garden. You won’t make anything on it that way, but
~in20 years time your children will still have something
that has retained its value. S

s
/

e

The government may again clamp down all kinds
jof controls on the possession of gold, but governments
/don’t last forever. Even if the government puts the~
! death penalty on the possession of gold, as the Nazis -
did, it won’t prevent people from burying it in their /\
garden to have something of value when i govern<” ‘Az
\ment has—changed. To have somerhlr‘g hat—will still |
be of value in 20 vears time is, for the great- TajoTity "/
of peop]e still very important.—— e

IOr\F\ ‘Thank you, Dr. Hayek. We'll be lcoking for-
ward to vour address at our Symposium on the econ-
Lomv later this month.

I
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