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Honoreble Duncan U. Fletcher // (s
United States Senate

Weshington, D. C.
Dear Senztor Fletcher:

I heve the telegram which you referred to me on July 4,/
urging you to support the GoldsborodES‘iiiiﬂiii!’fi'?iiritiip
ing Bill. This emenduent would direct the Federal Reserve
System and the Secretary of the Treasury to restore and
maintain the general level of commodity prices at the average
for the years 1921 to 1929 and to this end would make it the
duty of the Secretary of the Treasury to establish & free and open
market for gold end silver.

The principsl purpose of this proposal is to preveat wide
. fluctustions in prices, particularly of agricultural commodities,
which in the past have caused great injustice and suffering teo
farmers.

No one guestions the fact thet ell efforts should be directed
towards keeping price fluctuations within reasonable limits.
But it should be realized that changes in prices are only psart of
the picture. There have been periods since the wer when commodity
prices on the average were stable, while the volume of industriel
production went up or down by &s much as twenty percent. In fact,
the entire orgy of speculation im 1925 and 1929 occurred with a
relatively stable level of commodity prices.

Proposals for price stability es & guide to mometary policy
necesserily refer tc some index or average of prices, beczuse
stability of prices of individuzl commodities is neither feasible
aor desirable. Those interested in price stability, however,
are thinking for the most part in terms of the prices of their
own products. For example, the cotton grower is interested
primerily im the price of the cotton which he has to sell &nd the
prices of tae gcods that he hag to buy. 4 stable genersl level
of prices would not satisfy him if it reoresented, for example,
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the net effect of a fall in the price of cotton, which is what he

rise in the price of food which he has to
buy. Nevertheless, under the proposed mandate the Federal Feserve
Board would have discharged its respomsibility 17 it achieved this

Or, as mnother exauple, should prices of demestic articles
be deprecsed because prices of imported goods advance? This rould
mean that the American people would have to be contemnt with less
for what they sell, because they would have the privilege of pay-
ing more for what they buyj certainly a doubtful source of satis-
faction,

4 eimilar question arires when a technological improvement
results in the lowering of prices of commodities, like automobiles
or electric refrigeratofs, for exampls, Would it be desirable te
offset this decline by raising othsr prices im order to maintain
stability in the genoral price average? Would it not be better
for the country as a whole to take advantage of lower prices to
increase consumption, production, and employment, -ithou* dis-
turbing othor prices?

¥hat producers are primarily concerncd with is not the prices
of their products alone,; but the net returm on the ssle of their
products, which is the result of the volume sold, ‘imes the prics,
less the volume of materisls and other clements of cost, times
their prices, In manufacturing industries, preduction is under
control, but the volume of sales depends on the market; and when
proefits decline, manufacturers can rsduce their losses by reducing
the volume of their output, In agriculture, production is less
easily influenced because it depends in larger part on natural
forces, and changes in buying power of the public are refl-cted
chiefly in fluctuations in the pricesg of agricultwral products.
Parmers, therefore, have a direct interest in sustained indus-
trial employment and national income, which are sssential ‘or
the marketing of crops at profitable prices.

In the final analysis, the objsct of enforeing price stabil-
ity is the effect that it would have in moderating “luctuations
in business and in assuring justice between creditors and debtors,
Price stability, therefors, is not so mueh an ond in iteelf as a
meang to an end, The maintenance of the national income and of
fall employment is more important ‘o the national welfare than
is the naintenance of & specified aversge of prices of & selected
group of commodities in rholesale or rstail narkets, When unem-
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ploysent prevails there is a lick of buying pow-r and, in the ab-
sence of an adequate demand for goods, a decline im pricec inevite!-
ly follows., Haintenance of cmployment im turn depends on the main-
tenance of a reasonably comsiant level of production.

In setting uwp a standard to guide the Federal Reserve Syctenm,
therefore, it should be proposed nmot to confine the mandate to the
maintenance of stable prices but tc make it brecad emough ‘e cover
all the more ess ntial elements of ccomomic life, nauely, the
restoration and maintenance of as full employment of lzhor and of
the productive capacity of the nation asg can be continuously sue-
tained.

An integral part of the policy of price stability, =as proposed
in the Goldsborough amendment, is that the Secretary of the Treasury,
with the advice of the Federal Reserve Board, shall mani ulate the
prices of gold and silver in a "free and open market.” The adoption
of such a provision might go & long way toward destroying the effec-
tiveness of the proposed legislation., It would make it impossible
for the Federal Reserve System to use effectively the powers that
are within its jurisdiction, namely, open-market operatioms, dis-
count rates, and reserve recuirements, because the effects of its
actions could at amy time be mullified by operations of the fecre-
tary of the Treasury in the opem market for zeld or silver. The
Secretary's powers im lhis respect would be unlimited under the
proposel, except that he would be required to obtain the advice
of the Federal Reserve Doard.

This country®s policies in regard to jold and silver zre among
the most coniroversial public issues. Within the past two years
Conzress had adopted with regard to these netals definite policies,
vhich ineluie strict control over private holdings and private trade
in either gold or silver, Congress also prescribed de’inits limits
within which changes in the price of gold may be made and entrusted
the executionm of ils policies, within these limits, te the Presi-
dent o the United States and the Secretary of the Treasury. It
would surely not be wise at this time withoul careful comsidera-
tion to sweep away all these considered policies, to remove sll
limitations on the prices of the metals, and to reopem the zold
market to private hoarders and speculators.

The theory of the amendment is that a desired price level
can be reached and ngintained and that thizs cam be accomplished
by the use of the powers entrusted to the Secretary of the Treasury
and the Taderal Resecrve System, Apart from the dontroversial ques-
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tion of the validity of this theory, the foregoing 4
= A + an +ha - 3 i, v

?uce i: clear that price stability slone ie mot an adent
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tive of mopetary policy and that the roader objective 1

s

toward the nationsl welfare should be adopted, e

Very truly yours,

He 8. Eccles

Covernor
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