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January 22, 1941 

MQKmiiY mm.Q£HCY P04SRS OF H ^ I L M T 140 LOHaSK APPHQPIiLtTIS 

The esaer&oncy monetary powers o f the President and the 

Secretary o f the Treasury had t h e i r o r i g i n i n a per iod when strenuous 

a c t i o n to overcome the fo rces o f d e f l a t i o n was an overwhelming neces-

s i t y . At the depth of the Great Depression the fo rces o f con t rac t i on 

i n which our economic system was caught had become so strong tha t i t 

was impossible t o p red i c t what measures might be necessary to reverse 

t h i s cumulat ive process. I t was appropr ia te t ha t the Government should 

be equipped w i t h broad and d i v e r s i f i e d powers i n order to take whatever 

a c t i o n might appear des i rab le t o produoe expansion. 

Th is p a r t i c u l a r emergency has been success fu l l y overcome, and 

the monetary powers associated w i t h i t have become obsolete anachronisms. 

We are today more l i k e l y t o be confronted w i t h the problem o f c o n t r o l l i n g 

expansion r a t h e r than t ha t o f b r i ng ing i t about . This i s the t ime f o r 

t r imming powers t h a t have become redundant—-especial ly when thought and 

experience have shown tha t the powers i n quest ion are not the best ones 

t o achieve g iven aims. 

No one today would se r ious ly recommend tha t use be made o f the 

greenback power. The issue o f greenbacks i s recognized as undesi rab le 

because i n the pub l i c mind the p r i n t i n g o f paper money i s associated w i t h 

f e a r s o f run-away i n f l a t i o n , wh i l e o ther forms o f money c rea t ion do not 

bear t h a t s t i g o a . The issue o f greenbacks a lso adds t o the volume o f 
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bank reserve8. Experience has shown tha t these are l i k e l y to accumulate 

i n the form of i d l e , excess reserves when i t i s des i rab le tha t they 

should lead to c r e d i t expansion, £ad there i s a danger tha t they w i l l 

prov ide the basis f o r such expansion a t a t ime when i t i s l eas t wanted. 

To b r i ng about c r e d i t expansion through excess reserves i s l i k e l i g h t i n g 

one*s c i g a r e t t e by g radua l ly s t o r i n g dynamite i n the basement of one's 

house and wa i t i ng f o r an acc iden ta l spark to i g n i t e i t . 

The Treasury 's power t o issue s i l v e r c e r t i f i c a t e s up to the 

f u l l Qonetary va lue o f s i l v e r purchased has, s i m i l a r l y , remained unused 

and there i s no thought o f us ing i t . I t a lso has become redundant. 

Al though f o r e i g n s i l v e r i s bein^; purchased, i n moderate amounts under 

the S i l v e r Purchase Act o f 1934, the p r i n c i p a l cur ren t s i gn i f i cance o f 

such purchases i s as a source o f d o l l a r exchange to c e r t a i n s i l v e r 

producing countr ies—Mexico, Canada, and Peru, I t would be f a r be t te r 

i f our method of p rov id ing d o l l a r s to these count r ies were not l i n k e d 

to s i l v e r purchases but were in tegra ted to our general programs o f a id 

t o L a t i n America and to the B r i t i s h Btapire. This would e l im ina te & 

source o f expansion i n excess reserves. 

When the poss ib le d e s i r a b i l i t y o f devalu ing the d o l l a r was f o r e -

seen, the prec ise amount o f deva luat ion which would be appropr ia te could 

not be determined i n advance and i t was prudent t o e s t a b l i s h a range 

w i t h i n which adm in i s t r a t i ve d i s c r e t i o n could be exerc ised. Moreover, 

even a f t e r the d o l l a r had been f i x e d a t 59.06 per cent o f i t s previous 

gold p a r i t y , i t was doubt less appropr ia te , i n view o f the f l u c t u a t i n g 

and unstab le cond i t i on o f the f o r e i g n exchanges, to r e t a i n the power to 
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a l t e r egain the d o l l a r ' s gold oontent , even though t h i s power was never 

used. Under cond i t ions whioh have p reva i led since the outbreak of war f 

however, when a l l important f o re ign currencies were brought under r i g i d 

governmental c o n t r o l , the exchange markets have ceased to be s i g n i f i c a n t l y 

in f luenced by v o l a t i l e market forces associated w i t h the movements o f 

p r i v a t e c a p i t a l from country t o count ry . Exchange ra tes have become 

almost pure ly a mat ter o f governmental dec is ion and the forces of supply 

and demand have been subjected t o r i g i d governmental con t ro l i n almost 

a l l f o re i gn coun t r i es . As a r e s u l t , v a r i a t i o n s of the d o l l a r * s go ld 

p a r i t y no longer prov ide an appropr ia te means o f i n f l uenc ing the d o l l a r ' s 

ex te rna l va lue . The P res iden t ' s deva luat ion power sust there fore be 

regarded as another obsolete remnant o f an e a r l i e r episode i n our monetary 

development. 
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