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Hanke of the Johns Hopkins University. Every schoolchild is dutifully taught that President Franklin D. In
fact, FDR was the architect of monetary madness and an American debt default. Yes, FDR engineered a U.
FDR asserted that he was doing this to end the Great Depression and to raise farm prices. As FDR put it:
Before that, a gold clause was included in most private and public bond covenants. These covenants insured
that bond holders would receive interest and principle payments in dollars that contained as much gold as the
dollar had contained when the bonds were issued. This left gold-clause bond holders out to dry. They could
not receive enough additional dollars to make their payments equal in value to the amount of gold originally
stipulated. Bondholders, of course, sued over this theft. But, the Supreme Court, in , held that the abrogation
of the gold clause for private bonds was constitutional. For bonds issued by the U. But, because the legal
briefs were defective in proving actual damages, the plaintiffs who had held U. In anticipation of additional
gold-clause cases, Congress simply passed a law amending the jurisdiction of federal courts, so that they were
barred from hearing any further gold-clause cases. The point is clear: Indeed, with the abrogation of the Gold
Clause, the U. He also engineered a plan to manipulate the price of silver. This, among other things,
destabilized all the countries that were on the silver standard, notably China. In the early s, China was still on
the silver standard and the United States was not. Using the authority granted by the Thomas Amendment of
and the Silver Purchase Act of , the Roosevelt Administration bought silver. This, in addition to bullish rumors
about U. Bizarre arguments contributed mightily to the agitation for high silver prices. One centered on the
fact that China was on the silver standard. Silver interests asserted that higher silver prices â€” which would
bring with them an appreciation of the yuan against the U. As a special committee of the U. Senate reported in
This is wealth that enables such peoples to purchase our exports. In consequence, China was thrown into the
jaws of the Great Depression. In an attempt to secure relief from the economic hardships imposed by U. But,
its pleas fell on deaf ears. After many evasive replies, the Roosevelt Administration finally indicated on
October 12th, that it was merely carrying out a policy mandated by the U. Realizing that all hope was lost,
China was forced to effectively abandon the silver standard on October 14th, , though an official statement
was postponed until November 3rd, This gave the communists an opening that they exploited â€” one that
contributed mightily to their overthrow of the Nationalists. FDR should not be remembered as a monetary
messiah, but rather as a monetary madman. And, the manipulation of the price of silver forced China, which
was on the silver standard, into a depression, opening the door for the communists.
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You can help by adding to it. February Main article: Fractional Reserve Banking When money is deposited in
a bank, it can then be lent out to another person. However, because the depositor can ask for the money back,
banks have to maintain minimum reserves to service customer needs. The reserve requirement therefore acts
as a limit on this multiplier effect. Because the reserve requirement only applies to the more narrow forms of
money creation corresponding to M1 , but does not apply to certain types of deposits such as time deposits ,
reserve requirements play a limited role in monetary policy. Below is an outline of the process which is
currently used to control the amount of money in the economy. The process of money creation usually goes as
follows: Banks go through their daily transactions. Of the total money deposited at banks, significant and
predictable proportions often remain deposited, and may be referred to as "core deposits. It offers the Treasury
security for sale, and someone pays cash to the government in exchange. Banks are often the purchasers of
these securities, and these securities currently play a crucial role in the process. The person Federal Open
Market Committee , which consists of the heads of the Federal Reserve System the seven Federal governors
and five bank presidents , meets eight times a year to determine how they would like to influence the
economy. Treasury Bonds anonymously from banks in exchange for dollars. If the Federal Reserve wants to
decrease the money supply, it will sell securities to the banks in exchange for dollars, taking those dollars out
of circulation. By means of open market operations, the Federal Reserve affects the free reserves of
commercial banks in the country. When they believe they need more cash than they have on hand, banks can
make requests for cash with the Federal Reserve. In turn, the Federal Reserve examines these requests and
places an order for printed money with the US Treasury Department. Treasury sells this newly printed money
to the Federal Reserve for the cost of printing. Though the Federal Reserve authorizes and distributes the
currency printed by the Treasury the primary component of the narrow monetary base , the broad money
supply is primarily created by commercial banks through the money multiplier mechanism. New loans are
usually in the form of increased checking account balances, and since checkable deposits are part of the
money supply, the money supply increases when new loans are made The currency distributed by the Federal
Reserve has been given the official designation of " Federal Reserve Notes. In previous periods, the Federal
Reserve has used other debt instruments, such as debt securities issued by private corporations. During periods
when the national debt of the United States has declined significantly such as happened in fiscal years and ,
monetary policy and financial markets experts have studied the practical implications of having "too little"
government debt: Depositors of funds in the banking system are paid interest on their savings or provided
other services, such as checking account privileges or physical security for their "cash" , as compensation for
"lending" their funds to the bank. Increases or contractions of the money supply corresponds to growth or
contraction in interest-bearing debt in the country. First, the actual position of the economy and growth in
aggregate demand at any time are only partially known, as key information on spending, production, and
prices becomes available only with a lag. Therefore, policy makers must rely on estimates of these economic
variables when assessing the appropriate course of policy, aware that they could act on the basis of misleading
information. Second, exactly how a given adjustment in the federal funds rate will affect growth in aggregate
demandâ€”in terms of both the overall magnitude and the timing of its impactâ€”is never certain. Economic
models can provide rules of thumb for how the economy will respond, but these rules of thumb are subject to
statistical error. Third, the growth in aggregate supply, often called the growth in potential output, cannot be
measured with certainty. In practice, as previously noted, monetary policy makers do not have
up-to-the-minute information on the state of the economy and prices. Useful information is limited not only by
lags in the collection and availability of key data but also by later revisions, which can alter the picture
considerably. Therefore, although monetary policy makers will eventually be able to offset the effects that
adverse demand shocks have on the economy, it will be some time before the shock is fully recognized
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andâ€”given the lag between a policy action and the effect of the action on aggregate demandâ€”an even
longer time before it is countered. Add to this the uncertainty about how the economy will respond to an
easing or tightening of policy of a given magnitude, and it is not hard to see how the economy and prices can
depart from a desired path for a period of time. The statutory goals of maximum employment and stable prices
are easier to achieve if the public understands those goals and believes that the Federal Reserve will take
effective measures to achieve them. Although the goals of monetary policy are clearly spelled out in law, the
means to achieve those goals are not. Opinions of the Federal Reserve[ edit ] The Federal Reserve is lauded by
some economists, while being the target of scathing criticism by other economists, legislators, and sometimes
members of the general public. There have also been specific instances which put the Federal Reserve in the
spotlight of public attention. For instance, after the stock market crash in , the actions of the Fed are generally
believed to have aided in recovery. Federal Reserve policy has also been criticized for directly and indirectly
benefiting large banks instead of consumers. Federal Reserve was implementing another monetary
policyâ€”creating currencyâ€”as a method to combat the liquidity trap. However, banks instead were spending
the money in more profitable areas by investing internationally in emerging markets. Banks were also
investing in foreign currencies which Stiglitz and others point out may lead to currency wars while China
redirects its currency holdings away from the United States. Although the Federal Reserve has been required
by law to publish independently audited financial statements since , the Federal Reserve is not audited in the
same way as other government agencies. Some confusion can arise because there are many types of audits,
including: Similar to other government agencies, the Federal Reserve maintains an Office of the Inspector
General, whose mandate includes conducting and supervising "independent and objective audits,
investigations, inspections, evaluations, and other reviews of Board programs and operations. Congress began
to review more options with regard to macroeconomic influence beginning in after World War II , with the
Federal Reserve receiving specific mandates in after the country suffered a period of stagflation. Throughout
the period of the Federal Reserve following the mandates, the relative weight given to each of these goals has
changed, depending on political developments. If a currency is highly "elastic" that is, has a higher money
multiplier, corresponding to a tendency of the financial system to create more broad money for a given
quantity of base money , plans to expand the money supply and accommodate growth are easier to implement.
Low elasticity was one of many factors that contributed to the depth of the Great Depression: In some cases,
the Federal Reserve intentionally sacrificed employment levels in order to rein in spiralling inflation, as was
the case for the Early s recession , which was induced to alleviate a stagflation problem. Inflation has averaged
a 4. Inflation worldwide has fallen significantly since former Federal Reserve Chairman Paul Volcker began
his tenure in , a period which has been called the Great Moderation; some commentators attribute this to
improved monetary policy worldwide, particularly in the Organisation for Economic Co-operation and
Development. Public confusion[ edit ] The Federal Reserve has established a library of information on their
websites, however, many experts have spoken about the general level of public confusion that still exists on
the subject of the economy; this lack of understanding of macroeconomic questions and monetary policy,
however, exists in other countries as well. McFadden , even went so far as to say that "Every effort has been
made by the Federal Reserve Board to conceal its powers The Federal Reserve website itself publishes various
information and instructional materials for a variety of audiences. Criticism of government interference[ edit ]
Some economists, especially those belonging to the heterodox Austrian School , criticize the idea of even
establishing monetary policy, believing that it distorts investment. Friedrich Hayek won the Nobel Prize for
his elaboration of the Austrian business cycle theory. Briefly, the theory holds that an artificial injection of
credit, from a source such as a central bank like the Federal Reserve, sends false signals to entrepreneurs to
engage in long-term investments due to a favorably low interest rate. However, the surge of investments
undertaken represents an artificial boom, or bubble, because the low interest rate was achieved by an artificial
expansion of the money supply and not by savings. Hence, the pool of real savings and resources have not
increased and do not justify the investments undertaken. These investments, which are more appropriately
called "malinvestments", are realized to be unsustainable when the artificial credit spigot is shut off and
interest rates rise. The malinvestments and unsustainable projects are liquidated, which is the recession. The
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theory demonstrates that the problem is the artificial boom which causes the malinvestments in the first place,
made possible by an artificial injection of credit not from savings. According to Austrian economics, without
government intervention, interest rates will always be an equilibrium between the time-preferences of
borrowers and savers, and this equilibrium is simply distorted by government intervention. This distortion, in
their view, is the cause of the business cycle. Others may advocate free banking , whereby the government
abstains from any interference in what individuals may choose to use as money or the extent to which banks
create money through the deposit and lending cycle. Reserve requirement[ edit ] The Federal Reserve
regulates banking, and one regulation under its direct control is the reserve requirement which dictates how
much money banks must keep in reserves, as compared to its demand deposits. Banks use their observation
that the majority of deposits are not requested by the account holders at the same time. Low reserve
requirements also allow for larger expansions of the money supply by actions of commercial
banksâ€”currently the private banking system has created much of the broad money supply of US dollars
through lending activity. Despite calls for reform, the nearly universal practice of fractional-reserve banking
has remained in the United States. Criticism of private sector involvement[ edit ] Historically and to the
present day, various social and political movements such as social credit have criticized the involvement of the
private sector in "creating money", claiming that only the government should have the power to "make
money". Some proponents also support full reserve banking or other non-orthodox approaches to monetary
policy. Various terminology may be used, including "debt money", which may have emotive or political
connotations. These are generally considered to be akin to conspiracy theories by mainstream economists and
ignored in academic literature on monetary policy.
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