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11;- attention has been called .0 a release, of the _>o.rd of 

Governors of the Federal lie serve System op' Inarch 6, 1939-Xn v/hick 

a saee: ia • rê aly is : _le to the ^roposals contained in various bills 

in Congress, such a.; that of hon. LI* ... Logan of iCentuclsy (3. 31); 

the bill introduced by Hon* Brent Spence of --entucky in the --ouse of 

lihe purport; the bill introduced by Hon. .."rir̂Iit Batman of Texas; 

the bill introduced by .Ion. John Rankin of Mississippi, and probably 

others. Your release groups the substance of these bills as those 

favor in • the control of the purchisin / pov/er of : ioney by re ulatinc 

;ho volu: '.e of . .oaey. 

Your rel~ .se says: 

"Those .;ho favor such proposals believe that prices 

can be raised 1/ incrc„3in th, supply of lone; , th..t 

prices can. be lov/ered b; reuacin ; the supply of loney, 

and that prices can be kept fairly steady by chanr;iny the 

supply of uonoy ia the ri •; t direction at the ri at tiae." 

Tlie substance of your release is a denial of bhe substan-

tial truth of these viev/s. You conclude . a r ar'junent in the following 

./oras: 
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"In vievr of all these considerations the ho - xC .oes 

not favor the enactment of ,n bill based on the assumption 

that the Federal he serve hyste:. or uiy other agency of the 

-ovem .ant can control the volume o ' money ?..n~ credit aid 

there!*.-' r .ise the _ rice level :o a rescri!ed _oi.it aid 

.^intuin it amre." 

oi ce . our release broadly denies the 1 • ?/ of su\ 1." aid de:. .id, 

it seems unnecessary to -;o further than to examine the uestion as to 

ahether you are ri in v . ar ,:ain are:."J. so; that the v lue of :oney does 

not depend .;pon the supol of mone; in circulation, hut you are contra-

dieted by our oan experience under the io-irC cf Governors. _he index of 

the purcku3in; _0"..cr of none; a us H e in !-.y, LOIS. en ioney v. .3 exrende 

in financing the horld ..ar, the index of ;he purch.isin power of .iona; fell 

to 60 in May, 1920, less than half what it had been before the expansion 

of the money supply took place. The country was able thru the Federal 

he serve System to finance the ..'or Id ,'nr and become hi :hly prosperous do in -

so, John Skelton './illiaus said truly, as Comptroller o ' he Currency, 

"Hint one --ct on the .far." Under th.t _ct t.' United a:, tes roverm-ient 

raised y40-billion of credits and liquidated a very large part of fcher . 

.'jid if the forei n debts had been paid J would have almost completely li quit-

dated blie cost of the iorld .'ar in bonds. 

You are contradicted flatly by L.e experience of 1920-11, 
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when the federal Reserve Board, "by the contraction of credit and currency 

(the Lioney supply), caused the price level to fall from 167 in Ilay, 1920, 

to 9r6 in June, 1921. This contraction of credit and currency was deliberate 

and intended to increase the purchasing power of money by contracting the 

supply of i.ioney. The details of how this was done is set forth in Senate 

document L310, published in February, 1923, in which the Federal Reserve banks 

under the influence of the Board caused the member banks to put on a drastic 

contraction of credit. Farm products fell to less than half of what they 

were. The price of farm and farm ranch lands suffered u loss in market 

value of over -billion, from which agriculture has never recovered. 

The Federal reserve 1.-0:.rd fully understood and used their power 

to influence the purchasing power of money by contracting the money supply. 

The effect on the purchasing power of money was immediately represented by 

a rise in the dollar index from GO in Hay, 1920, to 107 in June, 1921. 
is/tit** The letter of Governor r. G* l.ardin- of .lay 25, 1920, a copv of ,;hich is/' - w ' (/i ̂  j 

hereto attached, shows 11 different ways in which the Board explained its 

power to chanje the price level and to change'the purchasing poaer of .he 

dollar. Since your Board of Governors denies the obvious and contradicts 

the self-evident, it is idle to follow the detail by which a justification 

is attempted for the conclusions which are obviously and demonstrably unsound. 

Your Boards conclusions are not onl contradicted by reason and 

by fact but by the experience of other nations. The Government of Great 
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Britain nov; directs the credit operations of the Bank of England and the 

Governi.lent of Great Britain during the last six years has ;iven cony n .tijre 

domestic stability to the pound sterling; has increased its index of indus-

trial production fifty per cent; and has ;iven its ; eo pie ar unbroken tvflb 

per cent rate for the use of money employed in industry. 

The unreasonable denial of the obvious in the rele a-e of .. rch 6 

is contradicted by the experience of every n tion in Burope. Gaeden 1ms 

demonstrCited hov; money can be regulated hy re -ulatin the si nil . '-er _y 

for two years past has had no change in the domestic purchasing .oaer of bhe 

nark. Under managed -oney it has expanded its index of industrial ; roavetioa 

.̂46 per cent since 1932. 

Diiring the .or la far .ac;i It ly expanded the lire four times, it 

diminished the purchasin ; poaer of the lira to one-fourth of v;hat it had teer 

..'her: France expanded the franc f 

eighty billic m, or five tines, it diminish 

franc to one-fifth of /hat it G been. 

The Board of Governors of the Federal Reserve ayster. in the 

astonishing release submitted not only contradicts the experience ,:e ; ve 

in the United States and the experience in Europe hut it flatly contradic 

SOli c i. u l V G G 3 0.0 G-L J170G. 0J1 .. . . c-> * J*dt , se o, 

;r a tv;o a; 

Gurrenc; 
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of the Jreasurj , the Federal Reserve Board una t'.e Federal Reserve b lihs 

to i.lake effective the policy of restoring the purchasin : jower ojf money 

to the predepression price level, or the avera -e for the years lp21-2j, 

inclusive, as found by the Department of Labor. 

The Thomas amendment to the .agricultural adjustment ,_ct was 

an ex. re: si on of opinion by the Congress of the U. s. thru an overahelming 

vote contradicting the present declaration of the Board. The fhbmas amend-

ment reco nized the principle that the value of money and the price of commodi-

ties would be directly affected by the volume of money. The Board of Gover-

| | 

mors has made itself responsible for refusing for about six years to use the 

means proposed by the Congress of the U. 3. for relieving this country of 

* depression. 

The President of the U. _>., himself, in his famous cable to 

the London Bconomic Conference declared tae purpose of the United States to 

establish . iOney whose debt-paying purchasing; power should remain the same 

from one generation to another, .aid he declared his purpose to restore the 

pre-uepression ;rice level. 

The arguments made by various monetary authorities and by 

various groups demanded the expansion of the money supply as a means of 

restoring prosperity in 1932. Five hundred pages of testimony wes taken by 

the committee. Representatives of the Rational Gran :e, the Rational Farmers 

Union, the Clerican federation of Farm Bureaus, and the ^uuerican Federation Digitized for FRASER 
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of Labor supported the contention. The far . organizations, are no*.; de landing 

the expansion of the money supply as a means of restoring prosperity and 

e: ,ployment. 

I have not failed to note the argument submitted by the Board, in which 

it is contended ta ..t the banks are full of aona . mi- t the; have .ere money 

now than they had in 1929. In year release you say that the demand deposits 

in 1929 were .23-billion and ,26-billion in 1038 and that the price level . l 

95 in 1929 and 77 in 1938. You arme from that that the price level, upon 

which the purchasing power of money is bused, is not affected by the volume of 

demand de; osits. You fail to point out w• -at money is ia its relation to .rices. 

You fail to point out that demand deposits which are hoarded, which are not in 

circulation, cannot be proper!; called "money" because money is " anythin ; con-

ventionally used as a medium of exchange and measure of value". Demand deposits 

not employed as a medium of excaan e cannot properly be called "money", although 

it is potentially capable of iuich conversion into aoney. hut that is true of 

securities listed on the exchaa as which are -uicklv convertible into none; . But 

securities in locked boxes are not money because they do not function as a media: 

of exchan e and measure of value. ..either are Government deposits in rocess 

of expenditure oper .ting as a medium of exchange. Government demand deposits 

comprise the absorption of demand deposits from taxpayers, diminishin • the 

amount of money used by the taxpayers as a medium of exchange and. until the 

Government expends the money, it does not function again as a medium of exchange, 

nor until it is used as a mediiu; of exc. a -o a the depositor. In 1J: . bPo 
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demand, deposits of June 30 for individuals and corporations, excluding 

inter-bank deposits and Governmental deposits, /ere ^22.4-biIlion; and in 1938 

mere ,,22.8-billion as of June 30. It appears that in the figures you use in 

the release for 1938 for demand deposits there has been added over .^3-billion 

dollars of Governmental accounts because the corporate and individual demand 

deposits were only ^22.3-billion as of June 30. 

This does not appear to be the only error. There is a far more 

important oversi ;ht made by the Board which does not appear in the statistics 

which you recite; and that is the extent to which in 1938 the demand deposits 

were hoarded. 

The extent to which they are hoarded is relatively ascertainable 

by com; arin the turnover of check money or checks debited against demand 

deposits in 1929 and 1938. The checks debited against demand deposits in 

1929 were .^1227-billion and ,;530-billion in 1933, showing that over half of 

the .,22.8-billion of demand deposits of 1938 were ho rded. This is well kaoan 

and is capable of demonstration by an examination of the books of the banks, 

which have been available to the Board all these years. 

It is perfectly obvious that the Board of Governors lias not 

taken into account der. aid deposits having zero circulation, or approximately 

zero circulation. It is perfectly obvious that they are entirely unconscious 

of the manner in which the circulating medium can be contracted by the 

hoarding of demand deposits. These demand deposits which are hoarded are the 

reserves o_: the great corporations and insurance companies, of investment 
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companies, of those who are merchandising in money and stocks and ./ho sold 

their stocks on a colossal scale in 1937-33 -ana are hoarding the money as 

demand deposits awaiting future investments. It is perfectly obvious that 

the Board of Governors is responsible for its failure to make a correct diamio-

sis of the causes which have resulted in the destruction of the value and 

market price of farias mid ranches and town and city property, and has resuite.1 

in the destruction of the vtlue of securities, and has resulted in the concen-

tration in the few large cities of a great mass of unemployed money which is 

being loaned to the Government at negligible rates of interest, everybody 

knows that the debtors of this country who are now compelled to pay their 
J< ! debts in dollars which have a purchasing power of 130 are being s ueezed to death 

c ana being deprived of their property ana their ri lit to a living by a contrac-

tion process brought abcut by those who believe in increasing the purchasing 

power of money and decreasin • the exchange value of the products and services 

of Labor. 

I do not care to turn from the main point to discuss your obser-

vations on the price level because informed students understand that perfectly 

well• They know that monopolies can effect individual prices. They know that 

unfair trade practices can interfere with the normal prosperity of the count r;. ; 

ana they also know that the remedies for these things lay in other departments 

of Government and that the Board of Governors has no occasion or justification 

to excuse itself from giving the country relief thru a proper monetary policy 

by pleadin • that other dep rtments are not dischar ;ing their duty to the public. 
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I have not failed to observe that your press release states your 

sympathy with the restoration of prosperity ana the prevention of booms and 

depressions, but your release contains no constructive suggestions. On the 

contrary, they are obstructive in the highest degree and clearly intended 

to discourage those who have been studyin ' this question and who are trying 

to bring about a public understanding ana to establish the means thru which 

the Congress of the U. o. shall discharge its constitutional duty to regulate 

the value of money. Those who founded the Constitution and had had experience 

with unstable money put a direct mandate in the Constitution authorising 

and directin Congress to regulate the value of money. nd after 150 years 

we are confronted by j-i Board of Governors under the Federal Reserve ,~ct 

declarin, in effect that the value of money cannot be regulated by the Board 

or bp anybody else. I wonder if the usefulness of the Board of Governors 

as at present organized has not ended. 

Yours respectfully 
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