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rionor&ule Duncan U. Fletcher
United States Senate
fashington, D. C.

Dear Senator Fletcher:

I have the telegram which you referred to me on July 4«y
urging you to support the Goldsboi^ugF~aiin^ien^"io the Bank-
ing Bill. This amendment would direct the Federal fce^erve
System and the ^ecret^ry of the Treasury to restore uid
maintain the general level of commodity prices at the average
for the yQ*rs 1921 to 1929 and to this end would siake it the
duty of the Secretary of the Treasury to establish ft fret ijen
market for gold and silver.

T:.e principal purpose of this proposal is to prevent wide
fluctuations in prices, particularly of agricultural coaaodities,
which in the past have caused gret.t injustice and suffer LIT- to
farmers.

one questions the fact tnut fell efforts should be directed
towards keeping price fluctuations within reasonable 1L its.

It should be realized that changes in prices are only port of
the pictare. There have been periods since the wt,r when commodity
prices CM tie average were stable, while tfet volume of industri. 1
production went up or down by as much LB twenty percent, tm ft.ct,
the entire or^y of s peculation in 192b and 19^9 occurred with a
relatively stable level of conLuodity prices.

Proposals for price stability as a guide to sonet :>licy
necessarily refer to sorae index or average of prices, bee-, â e
trtahllitj of prices of individual commodities is neither feasible
nor deairaile. ftm interested in price stability, however,
L.re t-Lrikin .or tne most part in terms of the prices oi tneir
D«a pro ucts. ?or example, the cotton grower is interested
priiaarily in the price of the cotton which he hi..& to sell tAd i
-rices of t̂ e goods thtt hi h*M to buy. A staile êrier:-l level
of prices would not satisfy fela if it reoretented, for example,
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net effect of a fall in the price cf cotton, ??hich is i»hat he
hat to sel l , o'fcet by a ri3e in HM price C J>ood which he has to
buy. Nevertheless, under the proposed mandate the Federal Reserve
Board w H have discharged i t s responsibility if i t achieved this
rer»ult#

Or, as another example, should price articles
be depressed because price? of imports Is advance? This ould
jiean that tlie American people *ould have to be consent with lees
for vrhat they sel l , because they v-oiild l̂ ave the privilege of pay>-
lng more for î At they buyf certainly U lat is-
~&ction.

A eiaila; ion arises Then a tec1 ndo ;ical iap-.'o
reeults in the lowering of ^ices of coBfcioditiee, like automobiles
or electric refrigerators, "or ex&Kipla» Woul i e cesirable to
offset thli decline "y raising oth-r prices in order .ntaln

l i ty in tfci gen ral ,:-rice avf.rTii?e? Wovilr' It net be better
or the country a« a ^iiole to take advantage of lower prices to

increase concim.ption, production, r- LoyBtmtj Lev
turhin - -pr ices?

What producers are primarily concern prices
their — ? • net retnrn on fche &

pro Mttf b cl. t i the r—ult of thr volTane soL , ; ;es the
"olirae of materisls and otb^r aWM | tine»

ices. In manufactitrln.: industries, prod action is under
control, but tbt volume of sale nda on arl:et; and \shem

tecl ine, manu.facturerf c^n ~~ .uc c e. clng
the voluniQ c> ut. In acriouH . .;. less
easily influenced because I t deoends in larger port c «al

-ces, and. o in ĉ . La bvjiag ptm i l i e ar« 3d
chiefly in flac « in xcal : ^
PlHna«S , •- - -.' , have a direct tstf I '.n sust .ir—
^rial employment anĉ  national inco , Ich are eesential "or
the mark^tin o ~ices.

In the ' inel analysis, thm ofcj c 1-
mt that It o 1 ;ave in BOdTi I 1 buations

in bu^inest': and In rig justice between
Price sta' , erefore, is not so auch an :nd in • 1 as a
means ta m eud# all ~" .ance .
p;ill employment is aore IWjlui till I al welfare than

.mint-enaiice o r t I *d
•ip of concao- itien- ! 1 «• ¥hen i\ns»-
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loyruent prevails there ie • o v.yin.: pow r aud, in the ab-
uate deaand for oods , a decli e ID fits

ly d i e : . Maintenance loyaent in urn ucp r.;/ on the nalii-
tenanee of a reasonably constant level of

In betting up & standar to feirfe the Federal Reserve System,
therefore, i t should be proposed not to confine she mandate t,o l.he
Tsaintenance o:" stable prlc bread enough o cover
11 the aore ess n t ia l element" Lc l i fe ,

restoration :jid naintenanee of us full esiployae.. I of
the -tive capacity of the nation as can be continue* I

An integral pa.rt of UM policy of price Btsbility, ?d
in •:••• ,e Golc'cboc-cTigh anendaent, Is that t
wi: advice of the Fnd-^ral Pxaerve Board, shcJJL Bftnipulatc
prices • nc silver in a "free and open market.n T̂ ie a opt
o provision sight go a Ion,: 7?ay toward destroying the •ff«C-

the proposed legislation. I ; ," Mfln i t iapoc^ible
r'ov i. • erve System to use effrcti-rcly the powers tha t
are In i t s ju r i sd ic t ion , namely, open-inarket operations, d i s -

reserve r ecu i reae r t s , because the rti «f ..
actionc could a t any time be nul l i f ied "by operati I reci*e-
tary o^ trie Treasury in the open raarket for cl a Lnr« 1

cretary1^ powere in tldfl respec i jnliait•••. • the
opossl, except that he be requirf-d to obtain the advice

of tfar >v.-l M M ..car .

Thiv. coon ' policies in regard o old e.n& z liver t r e among
rovers ia l public i seues . Within the r,wo years

Con - -vith regard b* tlMM e po l ic ies ,
lael i • ontrol over private holdin; .3 sad pri afce trade

in either . er s i lve r , Comjpess alr>o prescribed de i n i t e l i a i t s
Ilia ich ohangei in -ce of fold n&y be ar.de and entr-asted

the ear—til I - olicies, I these l imits , to 'lie Pvv
en • . WtJ of tlie "r „ I •

ely not be iw© al M s time ithout careful consi'era-
tion to sweep away all ' e e corwlf.erzc policies, to remove all
limitations on the prices of the nietfils, and to reopen I a cl
market to p^ivatf hotrdera and spocnlator©.

eory of the aawndaent is that a desired price level
can e ,vv I U .inod and tha I can be accozipll
ly the use o; \km powers entrusted to the Secretary of the treasury
and :deral Reeeanre Systea, Apar1. tttm controverti'-l
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9 It cl- . :.OG 0ti Li I4B ie net an a-
tive o:' aê  polic,: M roader ol

I ^elfa d
^ plic, : M roader o

I ^elfa^ d.

V-ry .r ly yours,

/

. ' ies

EAG:ch
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