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ANALYSIS OF STABILIZATION AMENDMENT TO BANKILG ACT OF 19: MAR 2

By Di:can U. Fletcher L/_[_gg;y £/
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Omitting all non-essentials and unimportant matters, my amendment inserts
only four words in the House Committee's mandate to the Federal Ruscrve Board for
the wdministration of our monetary policy as provided for in Title II of thc Bank-
ing Act of 1935. I thus meet the criticism thut the House amendment doms not suf-
ficiently satisfy the constitutional reguirement in steting the legislative object-
ive.

The object of Title II is to give powsr to the Federul Roscrve Board to ad-
minister our monctury policy in such ¢ way es o bring about or rostore full empley-

ment w«nd business wctivity, wnd, thercafter, to stabilize production, trade, prices

end cmployment.

In view of those facts, my amendmont wes dravm as follows:

"It shull be thoe duty of the Feder:l Rosorve Board to cxsreisc such
powers as it posscsses in such manncr as to promotsz conditions cou-
ducive to full employment and business activity, and thorenfiter to
mitigate by its influence unstabilizing fluctustions in the genercl
level of production, trade, prices and employmcnt, so far as may be
possible within the scope of monetury action and credit administreo-
tion."

The words "full cmployuwent," the word "uctivity" and the word "thoreafter™,
as underscored, were inserted by me in order to attain th: objective referrsd to of
stating clearly both the legislative policy and the legislative will, iu the fornm
of a Congressional mandate to the Federal Keserve Beurd.

Recently, I took the pains to point out that there now lies within the hends
of bankers the potentiul makings for one of the most stupendous inflations this or
any other nation hus over experienced. It is for this reuson thut I have scid theot
the Banking Act of 1935 is conceived us ovur most essenticl sufeguard. My cmendiment
is deliberately concsived with the expressed purpose in mind of strengthening the
ket as a safeguard against buth inflation and deflation.

It is universzlly recognized, I believe, that our objective must be the restor-
stion of industrizl empluyment to the highost practicable level and to restore
busincss activity to a muximum. That, it must be conceded, is a legitimate and
lzudable objective.

Consonant with the increzse in industrisl employment and business schivity,
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there must of necessity teke place a legitimute expansion of credit and currcncy.
To the extent thut these three factors undergo a proportioncl degree of chruge 5
inflation will not arise. It is axiomatic, I presume, thot full cmployient oud
business activity cannot be expected to come about without the cccompaniment of =
somewhat comparsable rise in the general lovel of all prices.

Aftor cmployment and business activity arc restored, the Federal Resoerve Board
would be required to use all of itc powers to "mitigate by its influcnce unstebili-
zing fluctuations in the generzl lovel of production, trndé, prices, :nd cmpluyment,
gso far as may be possible within the scopne of monctary action and eredit sdministra-
tion."

Those powers of thé Board which ure directly roferred to as being "within the
scope of monctary actlon and credit administration" are: first, the power of the
Board to direct Rescrve benks to buy and sell eligible paper - including Government
securities - in the open market; second, control over rediscount rates; «nd,

third, the power to change the rescrve requirements of member banks. Under this

mandate, any administrution can be held responsible for the results. The power is
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given; and they can be held responsible if they do not exercise the power to
restore and maintain full employmeunt in industry and full business activity.
The absurd objection that this monetary policy would interfere with membor
benks in extending credit as they sce fit, hos no foundation whatever in the pending
Banking Act of 1935. The monctary policy of Congress is one thing--- the business
of lending money by the member banks is another thing entircely.
You will note that in the above amendment no particular reference is made to
either silver, gold or « specific price level. This in my estimation is corrcct.
International exchange, tariffs, embargoues, bountics, subsidies, the ownership
. of banks, znd other issues must be dezlt with wholly upon their own merits. It is,
in my cpinion, impossible for us tu find ¢ common solution for any one or all of
Laese ilssues in conjunction with the main issue raised in Title II, nemely, the
aetermination of our monetary volicy. For instance, international exchsnge ogres-
ments connot be legislated by Congress for the obvious reason that Great Britian,
. Frenee, Germany, Italy, Japaen and other nitions determine in individual cases one-
Tariffs, embargoes, bounties, and subsidies must be dealt with subject to the
determination of: first, our monetary policy; eand second, the international exchuc
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retios. The owuership of either the Federal Res.rve bunks or commorceinl bunks is not
end cunnot be made & part of the mejor problem: nwacly, the determination of our
national nonetary policy. Irraspective of who ultimatoely shall own the banks, &
definite snswer must be made 25 to whou shall control the cdministration of o
monetary policy cnd what that policy shall be.

A rise of prices resulting froa cn undue exponsion of credit -nd currcncy or
in excess of thut necessury tu prumote conditions conduecive to "full employmont
end busiiess cctivity" would be «n cvidence of lﬂ;lﬂuldh.

Conversely, = recession of prices accumpunicd by uncamployment or the cxistence

of more then a reasunuble zamount of unemployment, irrespective of any purticulor
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. .price level, wuuld be n cvidence of controction or defintion.

Under my cmendment it would definitely be tue int:ntion end mendste of Congress
thit both inflation end deflaution, as I have defined thoem, would be out-luwed; ond
that the Federal Reserve Board would be held strictly accountoble for the ultimate
results arising from the administretion of our monetary policy under the mondato.

In my estimation, the amendment us drovm satisfies the constitutiornal question

wnich has been riised. At the scume time it avoids any embrrrassment or discpooint-

ment which might arise from the insertion of & particular price level, duz to the
fact that ony particulur price level might prove to be either too low or too high.
Moreover, it has the merit of fulfilling zlmost =1l of the expressed "normg" or

levels advoceted by cunserviitives, liberals, and "left-vingers"; in faet it writes

intv the luw what every recsonable parson must be willing to concede is just and

proper.
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