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A Trillion Dollar Platinum Solution to the Debt Ceiling?

Joseph E. Gagnon says the far-out idea of the US Treasury minting a $1 trillion platinum coin to avert a debt
ceiling crisis is not as absurd as it seems.
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Should the United States Treasury mint a trillion dollar platinum coin to avert defaulting
on the debt? Joseph Gagnon, senior fellow at the Peterson Institute for International
Economics, is here with me, Steve Weisman, to explain the ins and outs of what seems,
on the surface, like a kind of crazy proposal. But Joe, is it really that crazy?

No it’s not. It’s not nearly as crazy as it sounds. It’s really just an accounting loophole.
And, believe me, it would be far, far better do this than to default on a debt.

Explain the mechanics. Under what authority does the Treasury have to do this?

The Treasury manufactures coins and bills for the Federal Reserve. The Federal Reserve
buys them from the Treasury. But the interesting thing is, the Federal Reserve pays
Treasury the cost of materials for your $100 bill, but it actually pays Treasury the face
value for coins, so Treasury makes a profit on coins.

This is the way of giving the Treasury a huge profit that it can then use to pay its bills
instead of issuing Treasury bonds.

I'm a little confused. They would have to sell the coin?

They would have to sell the coin to the Federal Reserve. The Federal Reserve would then
credit the Treasury’s account, and then the Treasury could write checks on that account to
pay its bills. This actually sounds crazy and it sounds inflationary, but it takes advantage
of a loophole in the accounting between the Fed and the Treasury. What would happen is
that the Treasury would stop issuing bonds, so it wouldn’t break the debt ceiling. It would
just write checks on its Fed account. And instead, the Fed—to keep this from being
inflationary—would sell off its holdings of Treasury bonds to the public.

Actually, as far as the public is concerned, it would have absolutely no effect on anything
because they would still be buying Treasury bonds as they normally did. The only
difference is that they would be buying them from the Fed instead of the Treasury, but
that’s the only difference. There is nothing else—it would just be an accounting gimmick.

It doesn’t introduce another trillion dollars in currency into circulation with a potential
inflationary impact, like printing greenbacks during the Civil War?

No, it would not, and that’s the key thing. The coin would just sit at the Fed. It’s just an
accounting gimmick. It just shifts who issues the debt from the Treasury to the Fed, but it
doesn’t change anything.

Do you see any evidence of this being taken seriously in real circles of authority in
Washington?
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Interestingly, there was a press conference yesterday in which the White House

Press Secretary ruled out another strategy, which was to declare that the Fourteenth
Amendment to the Constitution invalidated the debt ceiling. He said they’re not going to
go that route. When asked about the platinum coin, he refused to answer.

He refused to rule it out.
He refused to it out, right.

What about the idea of issuing some kind of promissory note or scrip for people who are
due payments from the United States Government? Is there a precedent for that? Is that a
whacky idea?

I don’t know of any federal precedent. There’s precedent at the state level. California did
that to get around their limits on their ability to issue bonds a few years ago. That is a vastly
inferior prospect because the scrip might not sell at full value. It would have distortions and
costs. Some people might not want to hold it. I don’t know if the legality is vetted.

The platinum coin thing is fully vetted. I don’t see any question about whether it would
be legal and it would have absolutely no visible effect on anybody in the economy.

By the way, why does it have to be a platinum coin? The coin itself is not worth a trillion
dollars no matter how valuable the metal is to coin it, so why do they keep calling it a

platinum coin? It could be a 24 carat gold coin.

It could be. It could be anything, except the denominations of coins set by Congress. So if
you want to do this through Susan B. Anthony coins, youd have to mint a trillion of them.

But Congress hasn’t authorized a trillion dollar coin, so why—

For everything except platinum, the amounts are authorized—$1 for this, $0.50 for
that, blah, blah, blah—but for platinum, the Treasury Secretary has the sole discretion
to determine the denomination, so that makes it easier. Now it isn't necessary. You could
imagine them minting a trillion Susan B. Anthonies and lugging them over to the Fed.
That would have a lot of logistical problems and it would actually have some real cost
because that’s actually costly to do, whereas a platinum coin is essentially one coin worth
of platinum, just not worth worrying about.

But just to be clear, the Treasury can’t just print a trillion dollar bill because...?

Well it can, but the Treasury cannot sell it to the Fed for its face value.

Because Congress—

Because it’s set up so that the Federal Reserve pays the Treasury the cost of printing bills,
not their face value, but it pays the Treasury the face value of coins.

Okay, Joe. Thank you very much.

Youre welcome. b



