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‘ I ndependence from Washington
Freedom, self-determination, and the

end of allegiance to an unaccountable

government: 228 years ago this week a
handful of radical American colonists set forth their demands
in the Declaration of Independence. They sought indepen-
dence not only from English rule, but also from the feudal
notion of obedience to King and Crown. Their views were
not shared even by amgjority of their fellow colonists, nor
could they hopeto match England’snaval and military power
— but their courage was undeniable.

A bloody conflict ensued, and the new Americans
emerged victorious. But still we celebrate the 4th of July as
the birth of our nation, rather than the date the Constitution
wasratified. We celebratetheday our forefathersboldly
proclaimed to theworld that liberty wastheir goal, that
thepursuit of individual freedom wasparamount. Those
who signed the Declaration of Independence envisioned a
nation based on the rule of law and the right of individuals
tolivetheir livesfree from oppression. To adegree perhaps
unimaginable to that band of radical idealists, their vision
has come to pass over these two centuries.

That vision has been challenged throughout our history,
however. The Nineteenth Century held davery. The Twentieth
Century saw therise of socialism and itssister, fascism. But
rather than focus on where we have failed, we should stay
focused on theideal of freedom. The freedom we enjoy to-
day isthedirect result of the commitment of men and women
who refused to compromisetheir ideals. Certainly they failed
at times, but they understood that the goal was liberty. To-
day our government and society seem to have lost sight of
this goal.

For more than six months of every year the average
American toils not for his family, for his needs, or for his
future. No, for the first six months of the year the average

American works to pay the cost of federal, state, and local
taxes and regulations. From New Year’s Day until about the
4th of July, you worked to pay for government. Thisisun-
conscionable. Our Founding Fathers, no doubt, would be
embarrassed at our squandering of their vision. After all,
they revolted at acomparable tax rate in the single digits or
less. And yet we willingly suffer an effective tax rate of
50%, and much more in many cases. The tyranny of the
Crown has been replaced by the tyranny of the federal gov-
ernment in Washington.

We are not slaves, but many fedl they are indentured
servants to government. And by and large it has happened
with our willing consent. We have knowingly compromised
our sacred liberty for temporary promisesof security or false
prosperity. But it does not have to be so. We can reclaim our
independence not with guns, but with our voices. We can
reject creeping statism and encourage the blessings of lib-
erty for our land. It will require work, and it will require
commitment, and it will require awillingness to stand firm
for our beliefs. But that isa small price to pay compared to
the sacrifices made by those who founded America.

Liberty, freedom, and self-determination. Those goals
are asworthy of our attention today as they were 228 years
ago in a hot convention hall in Philadelphia. Just as devo-
tion to those goals brought forth this great nation then, a
renewed adherenceto liberty can save our nation today. Our
Founding Fathers felt freedom was worth their “lives, for-
tunes, and sacred honor.” Do we?
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Dr. Paul addresses the House
Government Spending— A Tax ontheMiddleClass
All government spending represents a tax. The infla-

tion tax, while largely ignored, hurts middle-class and low-
income Americans the most.



The never-ending political squabble in Congress over
taxing therich, helping the poor, Pay-Go, deficits, and specia
interests, ignores the most insidious of all taxes — the
inflation tax. Simply put, printing money to pay for fed-
eral spendingdilutesthevalueof thedollar, which causes
higher pricesfor goodsand services. Inflation may be an
indirect tax, but it isvery real — the individuals who suffer
most from cost of living increases certainly pay atax.

Unfortunately no one in Washington, especialy those
who defend the poor and the middle class, cares about [the
inflation tax]. Instead, all we hear is that tax cuts for the
rich are the source of every economic ill in the country.
Anyone truly concerned about the middle class suffering
from falling real wages, under-employment, arising cost of
living, and a decreasing standard of living should pay alot
more attention to monetary policy. Federal spending, defi-
cits, and Federal Reserve mischief hurt the poor while

Eventually borrowing is aways paid for through taxation.

All spending ultimately must be a tax, even when
direct taxes and direct borrowing are avoided. The third
option isfor the Federal Reserveto create credit to pay the
bills Congressruns up. Nobody objects, and most Members
hope that deficits don't really matter if the Fed accommo-
dates Congress by creating more money. Besides, interest
payments to the Fed are lower than they would be if funds
were borrowed from the public, and payments can be de-
layed indefinitely merely by creating more credit out of thin
air to buy U.S. treasuries. No need to soak the rich. A good
dedl, it seems, for everyone. But isit?

Paying for government spending with Federal Reserve
credit, instead of taxing or borrowing from the public, is
anything but a good dedl for everyone. Infact, it isthe most
gnister seductive tax of them all. Initialy it is unfair to
some, but dangerous to everyonein the end. It isespecially
harmful to the middle class, including lower-

isthereal problem, and raising taxes on those
who producewealth will only make conditions
worse.

This neglect of monetary policy may be
out of ignorance, but it may well be deliber-
ate. Fully recognizing the harm caused by print-
ing money to cover budget deficits might cre-
ate public pressure to restrain spending —
something the two parties don’t want.

Expanding entitlements is now an ac-

transferringwealth tothealready rich. This

spending
ultimately
must be
atax...

income working people who are thought not to
be paying taxes.

The tax is paid when prices rise as the
result of a depreciating dollar. Savers and
those living on fixed or low incomes are hardest
hit as the cost of living rises. Low and middle-
incomes families suffer the most as they
struggle to make ends meet, whilewealthislit-
erally transferred from the middle class to the
wealthy. Government officials stick to their

cepted prerogative of both parties. Foreign
war s and nation building are accepted asforeign policy
by both parties.

TheLeft hardly deserves credit when complaining about
Republican deficits. Likewise, we've been told by the Vice
President that Ronald Reagan “ proved deficitsdon’t matter” —
atenet of supply-side economics. With this as the prevailing
wisdom in Washington, no one should be surprised that
spending and deficits are skyrocketing. The vocal concerns
expressed about huge deficits coming from big spenderson
both sides are nothing more than political grandstanding. If
Membersfeel so strongly about spending, Congress simply
could do what it ought to do — cut spending. That, how-
ever, is never seriously considered by either side.

If those who say they want to increase taxes to reduce
the deficit got their way, who would benefit? No one!
There’sno historic evidence to show that taxing productive
Americans to support both the rich and poor welfare ben-
eficiaries helps the middle class, produces jobs, or stimu-
lates the economy.

Borrowing money to cut the deficit is only marginally
better than raising taxes — government eventually must be
paid. Federal borrowing meansthe cost of interest isadded,
shifting the burden to a different group than those who
benefited and possibly even shifting it to another generation.

claim that no significant inflation exists, even
ascertain necessary costs are skyrocketing and incomesare
stagnating.

The transfer of wealth comes as savers and fixed-
income families lose purchasing power, large banks benefit,
and corporationsreceive plush contracts from the government
— asis the case with military contractors. These companies
use the newly printed money before it circulates, while the
middle class is forced to accept it at face value later on.
This becomes a huge hidden tax on the middle class, many
of whom never object to government spending in hopesthat
the political promiseswill befulfilled and they will receive
some of the goodies. But surprise — it doesn’t happen. The
result instead ishigher pricesfor prescription drugs, energy,
and other necessities. The freebies never come.

The Fed is solely responsible for inflation by creating
money out of thin air. It does so either to monetize federal
debt, or in the process of economic planning through inter est-
rate manipulation. This Fed intervention in our economy,
though rarely even acknowledged by Congress, is more
destructive than Members can imagine.

Not only is the Fed directly responsible for inflation
and economic downturns, it causes artificially low interest
rates that serve the interests of big borrowers, speculators,
and banks. This unfairly stealsincome from frugal retirees



who chose to save and place their funds in interest-bearing
instruments like CDs.

The Fed's great power over the money supply, interest
rates, the business cycle, unemployment, and inflation is
wielded with essentially no congressional oversight or un-
derstanding. The process of inflating our currency to pay
for government debt indeed imposes atax without legidative
authority.

Thisisno small matter. In just thefirst 24 weeksof this
year, the M3 money supply increased 428 billion dollars,
and 700 hillion dollars in the past year. M3 currently is
rising at arate of 10.5%. In the last seven years, the money
supply has increased 80%, as M3 has soared

creasingly uncomfortable with the unrestrained spending
contained in the proposed 2004 budget. Some of these con-
servatives supported an alternative budget that merely
spent about 1% lessthan the proposed budget, and even
that nominal act of rebellion ear ned them theireof House
leadership. The spending control measure considered last
week was merely asymbolic gesture designed to quash their
complaints and ensure cooperation when the final budget
voteiscast later thisyear. After all, those Members now can
tell their constituents they voted to keep alid on spending,
even asthey please their party bosses later.

The pressureto go along with the herd in Congress
isintense, regardless of which party isin con-

4.1 trillion dollars. This bizarre system of pa- The rotten trol. Every Member knows that thwarting his
per money worldwide has allowed seriousin- . party’s leadership, particularly on budget mat-
ternational imbalancesto develop. We owejust system In ters, isrisky. Any opposition to spending bills
four Asi tries 1.5 trillion doll : Itinveiled, tright, threat

conseauenceof achroric and staggering our- | CONGMESS WLl 100 e for the Member'sdistrict, to
rent account deficit now exceeding 5% of our Change Only limit the M ember’s committee assignments,
GDP. This current account deficit means and to bury the M ember’slegislation. Some
Americans must borrow 1.6 billion dollars When _the Memberswho buck the system find themselves
per day from overseasjust tofinancethisdefi- | American facing primary opponents in the next election

cit. This imbalance, which until now has per-
mitted usto live beyond our means, eventually
will give us higher consumer prices, a lower
standard of living, higher interest rates, and

people change
their beliefs

asaresult. Thedesireto winreelection is para-

mount, and those who go along get plenty of

help from their party’s fundraising machines.
Predictably, ailmost all Members of the

renewed inflation. abOUt th e House Appropriations committee — the com-
Rest assured, the middle class will suffer pr oper r0| e Of mittee initially responsible for every nickel of
disproportionately from this process. federal spending — voted against the bill. This
The moral of the story is that spending is gOVGr nment... simply highlightstheinstitutional problem that

alwaysatax. Theinflation tax, though hidden,
only makes things worse. Taxing, borrowing, and inflating
to satisfy wealth transfers from the middle classto therich
in an effort to pay for profligate government spending, can
never make a nation wealthier. But it certainly can make it
poorer.

Dr. Paul’s Texas Straight Talk
June 28, 2004

Why Can’t Congress Stop Spending?

Congress spent one evening last week debating atoken
measure to reduce government spending by implementing
very dight caps on some future entitlements. Not surprisingly,
even this exceedingly modest bill failed overwhelmingly.
The process behind the vote, however, reveals just how
deeply ingrained the spending problem really is.

House leaders knew the spending-control bill had
little chance of passing. In fact, that’swhy they allowed
the vote to happen. The real goa was to appease fiscal
conservativesin Congress, some of whom have becomein-

plagues Congress and government in general:
no politician ever voluntarily relinquishespower. In Con-
gress, control of the nation’s purse strings represents the
ultimate power. Appropriators can reward some lavmakers
and punish otherswith the stroke of apen, by adding or elimi-
nating federal projects in any congressional district. No
amount of talk about spending can change the reality that
government power naturally grows.

Everybody complainsabout pork, but Members of Con-
gress keep spending because voters do not throw them out of
officefor doing so. Therotten systemin Congresswill change
only when the American people change their beliefs about
the proper role of government in our society. Too many
Members of Congress believe they can solve al economic
problems, cure all social ills, and bring about worldwide
peace and prosperity simply by creating new federal programs.
We must reject unlimited government and reassert the con-
gtitutional rule of law if we hope to halt the spending orgy.

The words of H.R. Gross, the great libertarian-conser-
vative congressman from lowa, ring as true today as they
did during a budget debate in 1974:

“No amount of legislation will instill in a majority

of the Members of the House the ingredient, the



element that has been missing. That isfiscal respon-
sibility. Every Member knowsthat he or she cannot
for long spend $75,000 a year on a salary of $42,000
and remain solvent. Every Member knowsthis gov-
ernment cannot forever spend billions
beyond tax revenue and endure. Congress already
has the tools to halt the headlong flight into bank-
ruptcy. It holds the purse strings. No President can
impound funds or spend unwisely unlessan improvi-
dent, reckless Congress makes available the money.
| repeat, neither this nor any other legislation will
provide morality and responsibility on the part of
Members of Congress.”

Dr. Paul’s Texas Straight Talk
June 21, 2004

Zero Down for the American Dream

The House Financial Services committee on which |
serve often passes legiglation that wastes taxpayer dollars,
harms the economy, and egregiously violates the Constitu-
tion. The Zero Downpayment Act [H.R. 3755] recently
passed by the committeeis a striking example of abill that
does all three.

This legislation is considered completely noncontro-
versia by both political parties, and will breeze through
thefull Congress later this summer with the blessing of the
administration. Nobody in Washington thinkstwiceabout
another welfare scheme that further entrenches the
something-for-nothing mentality so prevalent today in
America.

The Zero Downpayment Act, as its names suggests,
creates a federa program that allows some homebuyers to
obtain federally-insured mortgages without making a
downpayment. Federally-insured really meanstaxpayer-
insured, as taxpayers like you foot the bill for defaults.
So, while Congress congratul ates itself on yet another pro-
gram that supposedly helps the poor, it is taxpayers who
pay for the inevitable defaults.

Every mortgage banker knows that even a modest
downpayment greatly increases the likelihood that a buyer
will pay hismortgage as promised. A buyer who hasconsis-
tently saved money for a downpayment is by definition a
better credit risk, and it's harder to walk away from an obli-
gation if it means losing a sizable amount of hard-earned
money. A downpayment measures abuyer’swillingness and
ability to make sacrifices in order to reach a goal and im-
prove his standard of living. Banks used to recognize hard
work and thrift as indicators of creditworthiness, and in a
free market would demand a significant downpayment for
virtually all homebuyers.

But as with all federal intervention in the economy,
housing welfare distorts the mortgage industry and makes
ordinary Americans poorer. Banks, of cour se, lovefederal
mortgage programs — after all, the risk of default is
transferred toAmerican taxpayer s. Thelending mortgage
banks get paid whether homebuyers default or not, and what
businesswouldn’t love having the federal government guar-
antee the profitability of its ventures? Between the Federal
Housing Administration, which is the largest insurer of
mortgagesin theworld, and the government-created Fannie
Mae and Freddie Mac corporations, the mortgage market is
hopelesdy distorted. Millions of mortgages in this country
are federally insured, and the tax bill for defaults could be
astronomical if the housing bubble bursts.

Despite the congressional rhetoric about helping the
poor, federal housing policies often harm poor people by
pushing them into houses they may not be ready to buy.
Giventheredlitiesof insurance, property taxes, maintenance,
and repairs, many low-income buyers lose their homes and
destroy their credit ratings. Easy credit and low interest rates,
courtesy of the Federal Reserve, havedramatically increased
housing demand and artificially increased prices. Zero-
downpayment schemes do the same thing by pushing renters
into the housing market. Thisincreased demand actually
servesto price many poor Americansout of the housing
market indefinitely.

The American dream cannot be lived courtesy of tax-
payer handouts. The experience of working hard, saving for
a downpayment, and buying a home is the essence of the
true American dream. Eventually the beneficiaries of gov-
ernment programs stop thinking of themselves as indepen-
dent citizens and start viewing themselves as wards of the
state. It isimpossible to maintain afree society when more
and more people look to the state to provide what Ameri-
cans used to provide for themselves.

[H.R. 3755, Zero Downpayment Act of 2004, was passed
out of the House Committee on Financial Services on June
3, 2004. It can now be brought up for a vote before the full
House]

Nothing in this publication isintended to aid or hinder the
passage of legislation before Congress.
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