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The great fask confronting us today iz that of making our
American system, which we call "democracy", work., No one con doubt that it is

threatened. dowever, the danper lies less in the provaganda of autocratic Govern-

ments from abroad than in the existence, here in Amcrica, of ton millions of uneme
ploycd workors, sharecroppers living barely at subsistence levol, and hundreds of
thousands of idle machines. On such a soil fascist and comnunist propaganda can
thrive. With full employment such propaganda would bo futile.,

The important objective,thorefore, is to repair and reobuild
our ceconomic gystem so that it will apain employ our productive resources to the
fullest practicable extent., A4 high scale of living for our people will betier pro=-
tect our cherishod American democracy than will 11 the speeches and writings in

the world,.

Our problems are not simple and we can offor no panncea to
solve them. We beliove, howover, thot certain fundamental adjustments in our
economy are cssential to any successiul atiempt o bring our idle mon, materials,
land, and mochines together. These fundancntal adjustments would, woe believe,

be facilitated by the monetary refori here proposed.
Throughout our history no economic problem lias been more

Frobably none hau had the dlSulnC-

pPassionately discussed than the noney problom,

tion of suffering so mucb ?rom gﬂ"o”'l nisunderstonding -~ sulferirg fron morg. hanot
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than light, As o result, not o=l: is our m01c+ar" systom now MHOllj 1qad@quabe

e b £ n ety bt s e s ot -

i sy i Tt T

and, in fact unable to Lu1£111 its furiction; but thr fow reformes which have bheen
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adoptod during the past threo doondes heve Loon

matelwork, leaving the hasic

" ctructure s6111 unsound.

In analycing this problem, we concluded that it is nro-
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mminently the responsikility of Ansricas ccouomicts o prosceint congtructive pro-

posals fer its solutioi, Ful, Lolorc organizing o rovcmest for monctary roforn,
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woe wished to debermine how many of our collecagucs agree with use Tor this purpece
we drew up "4 Frogram for Monetary Reform" snd sent this to the completest avmil-
able list of scademic oconoalsts, a thousand in mmber. This Frogran econsists of
18 sections which, we believe; comprise the ossential features of what nceds to bse
dene in order to put our nonctary system into working condition. Up to the date
of writing (July, 1939) 235 economists from 157 universitios and colleges have ex-
pressed their general approval of this "Progrem"; 40 more have approved it with
reservations; 43 have expressed disapprovanl, The remainder have nct yet replied.
We viant the Anerican pecople to know where we stand in this

important matter. The following is the first draft of an exposition of cur

"Program", and the part it may play in reconstructing America.

Paul II. Douglas BEarl J. iHamilton
Trving Figher Willford I. King
Frank D. Grahan Charles R« Wiiittlesey

July, 1939

—-F



Introducection

The following suggested monetary program
is put forth not as a panacea or even as

a full solution of the depression problem.
It is intended to eliminate one recognized
cause of great depressions, the lawless
variability in our supply of circulating
medium,*

Ho well informed person would pretend that our present mon-
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should to promote
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stary and banking machinery is perfect; that it operatcs as it
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an adequate and continuous exchange of goods and sorvices; that it enables our pro-
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docutive resources - our labor, matorials, and capital = to be fully or even APProx=
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1 imately employed. Indced, the contrary is the fact, If the purposc of monecy and

E Al

credit were te discourage the exchange of goods and scrvices, to destroy pericedical~
1y the woalth produced, to frustrate and trip thoso who work and save, our prescnt
monetary systom would scem a most effective instrumont te that end.

Practically cvery period of cconomie hope and promise has
been a mere inflationary boom, characterized by an expansion of the means of PRy~
ment, and has been followed by a depression, characterized by a detrimental contrac-

tion of the means of payment, In boom times, the expansion of ecirculating medium

accelerates the pace by raising prices, and creating speculative profits. Thus,

B with new money raising prices and rising prices conjuring up new money, the infla-

tion procceds in an upward spiral till a collapse ocecurs, after which the controc-
{ tion of our supply of money and credit, with falling prices and losses in place of
; profits, produces a downward spiral gencrating bunkruptey, unemployment, and all

i the other cvils or depression,

The monotary reforms here proposed are imtended primarily ‘o
prevent these ups and downs in the volume of our means of payment with their harm-

ful influence on business. o cleim is made, however, that this will entirely do

T aapd 4] :
away with “"business coyoles",
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* This und the fubseauent closely printed parggraophs are quoted with minnr aliera-
tlons from the mimeographed "Program for Sonetary Referm', circulated nmong
ceonomists as oxploainsd in the foreword.
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The Gold Standard

(1) During the last ten years the world has large-
ly given up the gold standard. Gold is still, and
nay always remain, an importamt part of the machine
ery of forcign trade and exchange. But it is no
longer, and probably nevor again will be, the sole
reliance for determining the "internal value" of
monctary units., Even those who advocate some de-
gree of return toward the former gold standard are,
a3 a rule, now convinced that it must bo "mansged"
and nover again loft to work "automaticnlly”,

Up to 1931, the great majority of the countrics of the world
were on the gold standard, The characteristics of the gold standards may be brief-

1y sumarized as follows:
() The dollar, frane, guilder, or other monetary unit was

the equivalent of, and usually was redeemabls in, a fixed smount of gold of o cerw

tain fineness. For instance, the Amorican dollar wos a definite weight of gold
(25,22 grains of fine gold). This made on ounce of gold 9/10 fine identical with
$20.67. Conversely, $20.67 was convertible into an ounce of gold of this quality.

In other words, "one dollar® was roughly a twentioth of an ounce of gold or precise-

1y 100/2067ths of an ounce,
After the war, chiefly as a result of a shortage in gold re-

serves, some of the smaller nations changed their currensics by making them redeem-

able in some foreign currency which, in turn, was convertible into gold. This sys-
tem was callad the gold~exchange standard, For thesc small nations, our dollar, the
pound sterling and similar gold currencics, such as thoe Dutch guilder and the Swiss
franc were "ns pood ans gold",

{b) Because every gold currency was rodecmable in a fixed
amount of gold, the exchange relationship of these currcncies to cach othnr was to
all intents and purposes fixed: That is, the Foreign exchange rates of zold-standard
currencies were constant, or only varieq within extremely narrow limits. 4 grandiose
ideology has been built up on this fowcalled " stability" of gold-standard currencies.
The publie has been confuxed and frightened b the cry, "the dollur is falling"

or "the French franc is falling",which eirmply means falling with refercnce o zald;

whereas it may well have been thot the real trouble wos that the value of ~old was
. with reference to cammodities
Tlsing ndced such wag of ton thE casc. Tt the uninformed publiec never reslized

at the comcalled "stability" of “he solden monoy had 1ittle to do with nny

th

ttebility of buying power over goods and serviecors., In foet, the buying rcower of

so-called "stabls" gold currencies fluctuntod quite 7iolently, bocunuse +ho raluce

-
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of gold itself was changing. Perhaps the most vicious feature of +he gold standard
was that, so long as exchange ratos - the price of gold in terms of geld - remsined
unchanged, the public had a false sense of security. In order to maintain this
nisleading "stability” of gold and cxchange rates, the "gold bloc" nations period-
_ ically made terrific sacrifices which not only destroyed their prosperity, and in-
(*;%, deed brought thom to tho brink of bankruptey, but ultimately destroyed the gold

standard itsclf.

(¢) Ia order %o agsure the redmption of natioral currencics

in gold, the central baonks were accustomed +o naintain, behind their note issues,
% a reserve of upwoards of forty per cent in gold or gold exchange .

(d) The oxtent of gold movements under this systert led the
central banks tc regulatory acticn, For instance, if large amounts of gold began
: to vanish from a central bank, either +to pay for a surplus of comrodity imports or
1 by way of withdrawals for speculative purposes, the banks smong othor things raised
intorest rates in,order to discournge borrowing from it and +thus put-a stop to gold
withdrawals, Thus the disappearance of gold from the banks led thern automatically
to toke deflaticnary action; for it curtailed the volune of bank oredit outstanding.

This feature of gold-standsrd maciinery, in nost cases, worked efficiently enough

{ to 1ts end, But it often brought depressions as the price of maintaining a fixed

gold unit,

When there wns a excess of cormodity exports from o given

“‘k;t”’

country, or a f£light to it of cold from foreign countries, its cental bank was

: _1simi1ar1y supposed to lower intercst rates, thus sti-mlating lending, with 2 consee

Pquont withdrawal of gold from tho buvke Tut after the wnr this aubonatic regulatory

.necharien trorked badly or not ot all,

in September 1031 Zngland found it impossible to nmaintain her

B R

. 8old reserves and wns forced of f th2 zold stondard., Since then, avVery other gold-
{ standord notion 'ws either heen forced of f gold or has sbandoned it voluntarily.
Those countrios whick bowed first to this Prossure were also the first to rocovor

!
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i from the dopressilons, Franco wWas among the lagt to abondon geld; and she is still
suffering from her mistoke in walting so longs

i The depression expericnce of all countrics under the gold
stonderd hos shown that it is scarcoly worthy of being called a "standard" at all.
It hos showm that the so-called "stability' of gold and of foreign oxchange destroye
ed the stability of the buying powor of monoy and theoreby the stability of cconomic
conditions genernlly. In fact, the effort to retain gold as a "standard" has had
such disastrous results all over the world that, for the time being, international

trade hes been deprived of same of the useful services which gold might still

L? ronder it.

It may be that America cannot solve the problem of the funce
ticn of gold in the monetary relations among nations without the cuoporation of
othor nations., The Tri-Partite Agrccmemnt, concluded in 1936 by England, France,
and ourselves = at our initiative ~ may well serve as a first tentobive step in the

; directicn of such a2 sclution. The point here, however, is that we need not walt
for international agreements in crder to attack our domestic mometary problems,.

L But nbw that the central banks no longer operate according
to the old rules of the gold standard, how do they determine their monetary
pelicies? What "standard" has reploced the gold standard?

Thio Standard of Stuble Buyling Puwer
[‘QE (2) Several of the leading nations nowr
scck to.keep thelr monctary units roasonably

stoble i:n ianfeornal veluo or buylag power am
to make tielir money suprly £i% the reguirece
ments of production and commerce.

In the determination of a nationts monebary volicy, the needs
of 1ts domestic ceommy have taken the place of “he arbitrary rules of the gold
standard, After the exmerience of the nast decade, it is improbable that many
countrics will want to give their currencios arbitrary gold valucs ut the cost of
domestic deflation and doprossions ot present healthy dozcstic ccoucmic conditions

i
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arc generally given precedence gvor the maintenance of a fixed moncy value for
gold, This is a great step forwards The countries which have consistontly followie

od this new line have more nearly solved their depression problems than have thoseo

+hat have sought to compromise by poermitting considerations other than domestic

velfore to determino tholr monctary policics. And for the United States stobility

in the domestic purchasing power of the dollar is certainly of far more impeortance
than stability in its exchange value in terms of foreign monetary units.

(3) Some countries, especially the

Secandinovian and othors included in thse

so=cnlled "Sterling Bloc", have gone

further than the United States in formue

lating and in carrying out these new

monatary policics,

On abandoning the gold standard in 1931, the Scandinavian
countries took steps to mainbain for the consumer a constant buying power for their
respective currencies. Finland's central bank made a declaration to +this effect,
The Riksbank of Sweden has done the same, and its action was offically confirmed
by the Swedish Govermment. As a rosult, since thon pooplc of those fortunate lands
have nover lost confidence in their money. The buying power of their monetary
units have been maintained constant within a few por cent since 1931, At the ssme
time, these countries have made consciocus use of monetary policy as an essential
part of their efforts to promote domestic prosperity. They have bcen so success-
ful as tv havs practically eliminated uncmployment: to have raised thoir production
figures to new peakss; and to havo improved steadily the scale of livirg of their
reople,

(4) 0w ocwn nonctary policy should iikc=-
wisc bo direccted toward avoiding inflation
as viell as deflation and attaining and

maintaining as =mearly as possible fall
production and cmployment,

‘here iz omple cvidence that the Roosovelt Administration
- q-A ] ; . . . .
onee had every intention of DRnaglLg our money on these principles, «~g early as

-
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July 3, 1933, in his famous nessage to the London Economic Conference, rresident
Roosevelt declared:

"ees 0ld Ffebishes of so-called international bankers are

being replaced by efforts to plan nationsl currencies vwith

the objective of giving to those currencies a continuing

purchasing power which does not groatly vary in terms of

conmodities and the ncod of modern civilization.

"Lot me be frank in saying that the United States secks
the kind of dollar which a gensration.honce'will have the
same purchasing and debt-paying power as the dollar value
we hope to attain in the near futurc..."

This was definite notice to the assembled financial repre-
sentatives of the world's nations that the Umited States had abandoned fhe zold
stendard and adopted in its place a policy of dollar managemont designed to keep
the dellarts buying power constant. In several talks during 1933, the President
roaffirmed this prineciple of & "managed currency"., However, some people saw danger
of arbitrary changes in the gold content of the dollar and feared Lhat the discre=-
tionary powers of the Presidont would scrve as a disturbing influence. Apparently
tho Fresidont was influenced by those vioews, hence after fixing the new gold con-
tent of the dollar on Jamuary 31, 1934, he has allowed it +o remain unchangod,
That is, while professizng adherenee te the doctrine of a dollar of stable doncstic
buying power, tho Adninistration lias conpronised and, in offect, followed a policy
of giving the dollar a fixed gold conbent, although Congress had cupowered the
Fresident to change the dollarf g gold content, within cortain limits, wheneover it
should sceem to requirce such treatricnt.

The purchasing power of our dellar has thorefore not bron
consigbently stabilized. Neithor, o the other hand, have we had a penuine rold
standard - or even arxy standard. We have wvacillated betwcen the thio rival srotens

of monetary stability: The internal and the external. The very rigidity of our



gold price has, Lowever, exposed the dollur to the disturbing influences of M hot
money" from obroad and has probably boen an obstacle to recovery in this country.

So long os vo have no law detormining what our ncnctary
policy shall bo There will aluays be uncertainby as to the external aud internal
values of the doilar. Consequently, there is an ever=present danger of abuse of
discretionary powers, not only the President's powers but thosa of cthers as woell.
The Secretary of the Treasury, for instance, has discretionary power to issue
silver certificates snd, for that purpese, to buy silvers. Ho is also free to use,
as he pleases, tho two billion dﬁllars in the stabilization account and thus in-
fluence foreign exchanges. The Board 6f(}ovornors of the Federal Rescrve Sysbtom
mey change the roserve requircnents of banks, may buy or sell Govermmont bounds in
tho open markot, may chango discount rates, and in othor ways al'fect tho volume
of credit and so tho purchasing power of the dllar., Even our gold miners, and
still moro the miners of gold abroad, may affeet thoe volumo of money in circula-
4ion in the United States, since for every ounce of gold they turn over to the
United States Mint, the Treasury increases our volume of money by $35., Lastly,
our 15,000 commercinl banks affect the vonlue of the dellar by expanding, or con-
trocting, the volume of demmnd deposits vhen they sither make or ligidave
loans, and when they either purchase or sell securities.

Our monebory syston is thus permentod with discretionary
povorse But thero is no unity sbout it, no control, ond, worst of all, nc pro-
seribed poliey. In o word, thoro is no mandabe based on a dofinitoe principlo.

The Criteria of Our Monetary Policy

{5) We should set up certain definite
criteria according to which our monetary
policy should be carricd ocut.
Up to the present time Congress has ~orely given our mouetary
agencics cortain troad powsrs, with no cxplicit dircctions as to how those powers

should be used, Today we havo no cloar and definite standard by which to neasurc

succoss or failure and, consoquently, thore is no way by which wo can tell cloarly

] Owa
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and definitely whother the divers agencics arce giving us the hoest scrvice They
chTle
For instance, our most powerful monotary agency, the Board
of Governors of the Federal Reserve System, proceeds cn the basis of a broad
statenent of gensral principles which it published in Septenber, 1937, This is
not law, but merely om expression of opirion on the part of the members of the
Board as to what they, at that particular time, thought they ought to do. Thero
is no compulsion about it., It is not binding on the Board itseclfs 1t salds
* .. .The Board believes that oconomic stobility rather
than price staobility should be the general objoctive of
pubiic policy. It is comvinced that this objectivo
cormot be achieved by monetary policy alone, but that
the gonl should be sought through coordination of
monﬁta;y and other nojor policles of the G overnment
which influsnce busiuness activity, including particu-
tarly policies with rospect to taxation, sxponditures,
lending, foreign trade, agriculture and labor.
"3+ should be the declarcd objective of the Governs
ment of the United States to maintain economic stability
and it should be bhe recognized duty of the Board of
Governors of tho Fedoral Eosorve Systom to use all its
povers to eoutribube to a conesrtoed effort by all
agencios of the Govermont touard the ottailmont of
thic objective,'"*
As mentioned bhefore, the maintenance of a gubotanticlly

1

constant buying power of the Siedish aad Finaish currcicics is not inconsictoent

Ath tho csbablistmont and meinbonance of prosperous econiniec conditions. Un th

Y

~ et

¥  From the Bullotin of +the Eourd of Governors of the Federal Reserve Systen,

Septermber, 1037
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other hand, there is no record of any experionce of sustained economic equilibrium
without somo degroe of price-lcvel stability. In a general way, howover, the
Boardts decleration conformed to the goneral principles of monctary stabilivy
onunéiatod by Prosidont Roosevolt in 1833, although the President was Tuch more
specific then the Board in mentioning the cbjective of "stable buying power." The
Bosrd declared emphatically what it believed it could not do. As to what it
oould do, or intended to do, it made, at best, only a vague statement: It may,
ot any time in the future, in order ‘o justify eny action or lack of action to
which it may be inclinoed, intorpret this statement as it pleasos or repudiate it
altogether. That is, the Board is now free to resorve to itself the widost pos-
sible discretion in the use of its powers under any circumstancos that may arise.
Whet cortainty is thore that it has not already changed its mind on the subject
without having mado nnothor declaration? What obligation would a now member of
tho Board feol for the opinions cxpressed by his predecessors? What doos the pu-
blie know of the roal aims of the Board?

Onco Congress determines the criteria of monctary policy,
nany current errcneous beliefs in erratic varleties of "managed currency' as &
cure-all for our economic 1lls may be replaced by nore raticnal views as to the

many important things that need to be done cutside the monetary field in order to

put our econonic system into working condition. Unless disturbing monetary fac=

tors have first beon largely elinminated, the relative importornce of other ncces-

sary measurcs cannoct be determincde

(6) The criteria for nonctary nanagemom
adopted should be so clearly defined and
safozuarded by luw as to olininate the nced
of pornitting sny wide discrotion to our
Monctary futhority.

That is, unlcss wo tell one single responsible Honetary

Authority cxactly what is expected of it, wc can never call it to account for net

giving us the kind of policy e wish, Vhen there is no defirite direction in

the lay, the Monetary futhority (or as matters are nov, authorities) cannot pos-

am



-i sibly function as a united body, but will make decisions under the ever-varying

] domination of different interests and different personalticss. This wmeillation
carmot be aveided, and, in the past, it has been one of the vweak points in the
gperation of the Federal Resorve Oystoms MWre Adelph Miller, a mormbor of the
Fodoral Roserve Board for twonty yoars, brought this woakness to light on the oc-

casion of a Congrossional Hearing:

"T have in nind, vagucly, whatcvor happens to bo tho
domrinant influence in the Federal Rescrve Syston, and
thot is oxpreossing itself in the line of policy undertaken.
It ney today be this individual or group; tomorrew it nay be
anothere But whercver any important iiné of action or policy
ig tokon thoro wwill alwvays be found soe one or sorie group
vhose judgnent and whose will is the effective thing in bring-
ing obout the reosult. Their's the coar which docs the hearing
for the systom." *
This uncertain eondition is ono which a law could and should
nioko impossible.

Constant ~ per ~ Capita Stoandard

(7) Among the possiblo standards to which the
dollar could bo nade fo conform aro those which
could be obtained by the two following notheds:

(n) Bstablish o constarteayerapgo~per-capita
supply or voluuc of circulating mediun, including
both "pocket-buck money” and "check=hook noney"
{that is, denvnd deposits or individual deposits
subject to check}, One great advantege of this
"oonstant-por-capita-nicney” stundard is that it
would require a ninirum of discretion on the rert
of the llunetary Authority.

(b) Kuep the dollar equivalent to an ideal

"market basket dollar", sinilar te Sweden's twrkot
basket krona. This narket basket doillar would
consist of a ropresentative assortment of consumer
moods in tho retail narkets (so nuch food, clothinag,
ote.), thus curstibuting the reciprocal off an Index
of tho cost of livirg. Under this “eonstont-cost~

e

: # Sco page 165 of the Heocrings o L0, 118086, 1928
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of-living'standerd tho Monetary Authority would,
however, as hos been found in Sweden, have

to obscerve closely the movements of other,

roro sensitive indexes, with a view to pre-

| verting the develoment of disequilibrium

as between sensibive and insensitivo prices.

Under the forrer of these two arrangencnts all the Monetary
Authority would have to do would be to ascertain the amount of circulating nediun
s active circulntion end the population of the country. It would thon put into
or toke oub of circulation whatever amount of circulating rnediwn scencd necessary
to keep unchangod the emownt of :monoy per head of population. For this purpose,

the statistical information regarding the volwnme of means of payment should De in-

proved, At present, we have only the weekly figures of leading banks and the
senimammual figures of the Federal Doposit Insurance Corporation.

It is also cviden® ‘that the Monetary Authority would have
to bo empowored to regulate the total money supply, including denapd deposits of
cormorcial banks, which would have to furnish appropriate data cvery weck. Thus,
correct stabistical information would, under this constantepor-capita~volurc=-of-
money oriterion, clearly proseribe the dutics of tho Monotary Authority, and
autonatically reduce to a ninimm the possibility of a discrotiomary, hit-or-
niss deecision on o given occasion,

It is believed by same competent students that the annual

money income of the nation tends to remain in a fairly constant ratio to the

means of payment in circulation. This ratio is alleged to be approximately 3

3

of ineome to 1 of Circulating.mﬂdium. I# this is truc, a constont-por-capita
volume of circulating medium veuld be substantially the squivalent of a conctant
por capita money income. In other rords, wo could keep per capita money incomo
stable by keceping corstant the por capita volume of circulating modium.

Ounc conscquenco of this would be that technological inm-
rrovemonts, resulting in an inerease in the wmtional real income, would not

change the nstionnl money income but, ag rool incoese incrcased, the price lewvel

—-id=
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would fall. Somo aubhoritics regard prices falling,to some extent at least,

with technological improvements, as a proper result of a successful monetary

pOliCYo*
Constant-Cost=of=Living Standard

The constant-per-capita criterion for the volume of money
ig only oue of several possible criteriae. The alternative most often suggested

ig the "constant~cost-of-living", or "market basket", standard as outlined in

(b) aboves

The experience of Sweden during tho past eight years shows
that, with the help of monetary managemont, it is possible to maintain at a sub-
stantially constant lovel the comsumer buying power of o curroncy. Thiz stabil=
ity in Sweden has not prevented o readjustmont in the prices of farm products,
and of other raw materials which had fallen to unduly low lovels.

Violent changes in the volume of money affect not only the
general price level, but also the relationship of prices to each other within
the price structure. Conversely, a coustant volume of money tends ultimately to
stabilize not only the general price level, but the relations within the price
structure, The retail prices involved in the cost-of-living index, belng rela-
tively "sticky", do not afford all the information nocessary for regulating the
volume of moneys The Menetary Authority night thorofore find it desirable to in-
clude in its stondard some carnoditics having "sensitive" prices, 1n order to
moke its actions respond morce guickly to tho dircetion in which things arc mov-
ing.

Undor o "constarbecost-of-1living" or "narket-basket™ dollar
technological improvenonts would not find oxpression in o falling price lovel,
but rather in a higher ner capita womey income and larger money waoge for irbore.

With present lobor policics, there would be a strong tendency for noney wages to

* Profeossors Dougles and King do not approve of this criterion.
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