Public control of the US Federal Reserve System


In order to fully understand the recent demands for fundamental change in this nationally and globally important US Federal Reserve System, it is useful to go into some depth about its creation and purposes in order to understand its role in coping with the present global financial and economic recession
 and its receptivity to the Tierra Fee & Dividend system. 


The origin of the US Fed

There are different interpretations of the origin and purposes of the Federal Reserve System—from the highly political such Rothbard 1994, 2002,  Zarlenga 2002, Brown 2008 to the a-political Milton Friedman 1971 and 1974 and the in-between and more scientific one such as Greider 1987, Howard Zinn 2005, David Wessel 2009. I will try to synthesize these interpretations into a plausible narrative.
Populist Congressmen such as Jennings Bryan and Wright Patman were strongly opposed to “elastic” money that the bankers in New York were promoting in a new central bank system. They felt, together with large segments of the agricultural population, that the gold standard would keep the population under control of these Eastern financial interests because their state banks had to stick to a central bank’s available reserves based upon gold. 

In order for the bankers to get their way to establish a central bank they engaged in organizing monetary commissions and conferences, mostly in the mid-west to give the semblance of grassroots support. Conant was their main point person who traveled to the country, writing OPED pieces and articles for the scores of newspapers in the towns he visited. 

In 1907 two banks were rumored to be insolvent and a bankrun ensued leading to the panic of 1907. Later on it was determined that the rumors had been started by the House of Morgan. In the meantime JP Morgan nobly provided $100 million worth of gold that he brought in from Europe to quell the panic. Congressman Lindberg Sr. charged: “the Money Trust caused the 1907 panic…..[T]hose not favorable to the money trust could be squeezed out of business and the people frightened into demanding changes in the banking and currency laws which the Money Trust would frame.”
 Congress set up a commission of inquiry about the panic which was to be headed by Senator Aldrich, the worst champion for reform because of his umbilical ties to Wall Street, his marrying into the Rockefeller family and his doing political favors for cash.

The Commission was made up of the same number of Senators and House of Representatives and, of course, the coterie of the Money Trust as experts. They came up with the Aldrich plan in 1911 after a clandestine meeting was held in November 1910 at the Jekyll Island Club resort, a JP Morgan property. Because of the changing of Administration and opposition to parts of it, the plan became the Glass Plan which evolved in the Federal Reserve System Act of December 22, 1913. It was introduced just before Christmas for obvious political reasons. Woodrow Wilson signed the bill into law the next day. Later he regretted what he had done and is reported to have said before he died: “I have unwittingly ruined my country.”

Did Wilson ruin the country on account of his signing the Glass Plan? We have to look into the control of the Federal Reserve System, its purposes  and how has it been executing its objectives.

The control of the Federal Reserve System which consists of a central reserve bank which coordinates its 12 regional banks, is governed by a Board of 7 governors appointed by the President and by 5 presidents of the regional banks who annually rotate among the 12 district banks. They together set the monetary policy in the Federal Open Market Committee (FOMC) by increasing or decreasing the money supply. While the central reserve bank is a hybrid institution, the regional banks are completely privately owned by their member banks. According to William Greider in his 800 page award winning book Secrets of the Temple. How the Federal Reserve Runs the Country” the presidential appointments are from a broad based middle class, generally from the financial and banking industries. 

Comparing this arrangement with other central banks Greider writes: “The American arrangement was quite different from those of the central banks in most other industrial nations, where the appendage or regional reserve banks did not exist. The crucial difference, however, was that other central, even the prototypical Bank of England, were democratized in a way the Fed was not. They operated on the same basic principles of finance, but other central bankers took their orders directly from elected politicians. 
When the Bank of England wished to raise interest rates, it could not move without approval from the Prime Minister’s Cabinet. The same subservient relationship applies in Japan, France and Italy. The one exception was the Bundesbank in West Germany, whose political independence resembled the Federal Reserve’s and for good reason. In the reconstruction following World War II, Germany’s new central bank was patterned on the American model.”
 The only change that was made in the structure and process of the Fed was in 1935 when the US Treasury Department and the Office of the Comptroller of the Currency that were part of the FOMC were removed from this most important monetary organ, further severing its link with the accountable executive part of the US government.
The purposes of the US Fed
What are the purposes of the Federal Reserve System and how have they been carried out? The Federal Reserve System was established to provide order and stability in the monetary system. In its fiftieth Anniversary Edition of 1963 its function was described as “to foster a flow of credit and money that will facilitate orderly economic growth, a stable dollar, and long–run balance in our international payments.”
 To carry out this function it uses its two main devices of the discount window that provides emergency funding for banks and its FOMC that buys or sells securities in order to, respectively, expand or contract the money supply. 
Greider believes that until 1987 when his mammoth book was published the Fed has done well enough to continue as a viable hybrid institution, notwithstanding that some 200 amendments have been made over time. As a hybrid institution it is not a government institution because it does not belong to the executive, legislative or judicial branch; its employees are not government employees and are not hired using government regulations. It is not a completely private organization, owned by the regional banks because its 7 Board Governors are appointed by the president (for 14 years). As a matter of fact the Federal Reserve Act commanded that a President, when selecting governors, “shall have due regard to a fair representation of the financial, agricultural, industrial and commercial interests and geographical divisions of the Country.” Comments Greider (p73) “But there were now no farmers, manufacturers, small-business men or labor on the board. With only scattered exceptions, the Fed governors were chosen from two disciplines—financial economics and banking.  In the case of the Federal Reserve Board, the American   meritocracy allowed capable people to rise to the top, but is also screened them carefully. There were no radical thinkers or original theorists among them. No one with unorthodox opinions would be chosen.” 
It is this practice of selection of governors, the influence of the privately owned regional reserve banks in determining monetary policy and the hard-nosed politics of the establishment of the 1913 Act by the Money Trust, that one can be justified in stating that the Federal Reserve System is a well-nigh privately owned institution, that, with its secrecy protection and refusal of transfer of important information to Congress, is able to escape accountability in a democratic society. Also, the poor performance of its past chairman Greenspan who was unaware of the mess derivatives were causing and the disastrous consequences of the deregulated modern Money Trust of the big global international banking corporations in causing the global recession are leading to the demands for reformist and transformational changes in Federal Reserve System. Present chairman Bernanke’s view that the Asian savings glut is a or the major cause of the economic crisis in the US is a view that seems to absolve big national banks from their unbridled dealings at home and abroad.

Reforms of the US Fed
One of the most vocal politicians calling for democratization and transparency 
in the Fed and even its abolition and incorporation into the Treasury Department is Dr. Ron Paul, a medical doctor turned politician and Republican candidate in 2008. In populist style he, like his Texas predecessor Wright Patman, introduced a bill in Congress on September 10, 2002 to “Abolish the Federal Reserve”, basing his reasoning on the views of Llewellyn Rockwell, the president of the Ludwig von Mises Institute.  The bill for greater transparency has been introduced in many sessions. It is “To amend title 31, United States Code, to reform the manner in which the Board of Governors of the Federal Reserve System is audited by the Comptroller General of the United States and the manner in which such audits are reported, and for other purposes.” His bill, HR 1207, has presently 55 sponsors in the 2009-10 session, all of whom are republicans except for a few democrats. It is part of the Campaign for Liberty whose mission is to “promote and defend the great American principles of individual liberty, constitutional government, sound money, free markets, and a noninterventionist foreign policy, by means of educational and political activity.”
 It is also this campaign that manages an international petition campaign on the free www.petitiononline.com  which presently has 553 signers.

Another related effort to democratize the Fed and to steer the monetary system away from the fractional reserve system has been the introduction of the American Monetary Act proposed by the American Monetary Institute. Its website http://www.monetary.org explains that “This Act – a work in progress – has been in preparation since December 2004 and was placed on our web site for public criticism in February 2006, and concurrently released in Philadelphia at the Eastern Economic Association Conference for general comment. It draws from and improves a previous proposal known as “The Chicago Plan,” which was advanced by Professors Henry Simons, Irving Fisher and other leading economists in the 1930s in response to the wreckage of the Great Depression which resulted from our poorly conceived banking system. The Act also incorporates and improves some infrastructure concepts from the old Sovereignty Proposal of the mid 1990s.” Below details are presented of this important endeavor in having the Fed controlled by Congress. 


On January 27, 2010 Mr. Ben Bernanke was confirmed with a 70-30 tally by the US Senate. It was the weakest tally in the history of the 97th year of the Federal Reserve. This event plus other, far less public, events show how the Fed is an institution that is being questioned both in terms of recent activities in respect to the financial crisis and its governance. Because it was in the forefront of causing of national and global financial disaster in 2008 and is in the forefront in recovering from it the Fed plays a most important role in reforming the national and global monetary/financial system. 

There was also great dissatisfaction with the Fed before 2010 originating from a great variety of sources. A collection of articles, testimony and speeches collected by the PIIE Monitor after the G20 London Summit of April 2009 shows how reformist America considered the strengths and weakness of the U.S. government and the Fed.
 It was recognized  that, with the economy still stalled and the executive branch struggling with political constraints, the Federal Reserve has seemed increasingly willing to step into the breach. As an independent agency within the government, armed with emergency powers under Section 13(3) of the Federal Reserve Act, the Fed is the one actor that can, to some extent, simply take matters into its own hands. And although everything the Fed does is wrapped in gradualist language to cushion its impact on the markets, the Fed does seem to have embarked on a new, more aggressive phase of monetary policy. 

Such aggressive policy was not pursued a few years earlier, particularly during the Greenspan years. William Fleckenstein who is the president of a money management firm in Seattle, titled his 2008 book Greenspan’s bubbles. The Age of Ignorance a the Federal Reserve. In it he chips away at his over-inflated record and reveals a legacy of lousy forecasts, poor judgment, and two huge asset bubbles. On the other hand, David Wessel, noted columnist in the Wall Street Journal, describes in his 2009 In FED we trust how the Fed became the fourth (unaccountable) branch of government and how Bernanke waged war against the “great panic.” The front cover of the book carries a gold coin, not with In God We Trust, but In Fed We Trust with Bernanke’s portrait and name and the year 2008. 


Voices outside the business and academic sectors were more vocal not only in critizing the Fed, but in pursuing fundamental reforms. They came from both civil society and, with or without its help, from some members of Congress, the most well-known of whom were two presidential candidates, Republican Ron Paul and Democrat Dennis Kucinich. The latter worked closely with the American Monetary Institute who had been working for several decades on fundamental reform of the Fed.

At its 5th Annual AMI Monetary Reform Conference that took place  in Chicago, September 24-27, 2009, its focus was on “on how our private money and banking system must periodically collapse in crisis; how it causes unnecessary warfare by creating a financial motive for war; and how we can bring the money system under our rule of law and checks and balances.” The website continues: “The Conference describes in understandable terms the structural problem with our money and banking

system - the fact that our monetary system has been privatized. Private bank credit has been given the privilege to replace money in our system, to the great benefit of the financiers but to the great harm of our people and our nation, as seen in the present crisis. In fact we don’t really have money in

circulation, but mainly private bank credit is substituting for  money. Such credit always collapses in a crisis.” 

According to the AMI’s  American Monetary Act monetary reform is achieved in 3 parts which must be enacted together for it to work. First, the Federal Reserve System is to be incorporated into the U.S. Treasury where all new money is created by government as money, not as interest-bearing debt, and spent into circulation to promote the general welfare; it is monitored to be neither inflationary nor deflationary.  Second, the banks privilege to create money is to be halted by ending the fractional reserve system in a gentle and elegant way. All the past monetized private credit is converted into U.S. government money. Banks then act as intermediaries accepting savings deposits and loaning them out to borrowers. Third, new money is to be spent into circulation on infrastructure, including education and healthcare needed for a growing society, starting with the $1.6 trillion that the American Society of Civil Engineers estimate is needed for infrastructure repair; creating good jobs across our nation, re-invigorating local economies and re-funding government at all levels.

Aware that it is an uphill battle to have these monetary reforms accepted, executive director  takes on the inflation argument which is generally the most common objection. He writes: “The false specter of inflation is usually raised against such suggestions that our government fulfill its responsibility to furnish the nation’s money supply. But that is a knee jerk reaction - the result of decades, even centuries of propaganda against government. When one actually examines the monetary record, it becomes clear that government has a superior record issuing and controlling money than the private issuers have. Inflation is avoided because real material wealth has been created in the process.”
Though Stephen Zarlenga has done yeoman work with his American Monetary Institute which he founded in 1996 and his publication of over 800 pages of the Lost Science of Money he seems to have a dim view of an international currency because he seems to think that money is a question of law and that no international law exists on currencies. It is also a pity that he did not refer in his tome to the monetary work of Richard Douthwaite and the Global Common Institute nor about the work of James Robertson who is basically advocating much the same things as he does.
 Hopefully, by further discussions 
the international monetary dimension could be included in the AMI Monetary Act, either in the reformist version proposed by observers such as Stiglitz and Bergsten or in its transformational version as proposed by the International Institute of Monetary Transformation.
A very similar position as the AMI Monetary Reform Act is the GREENING THE DOLLAR MONETARY REFORM PLANK, approved by the Platform Committee of the US Green Party on July 11th, 2008 in Chicago. Its purpose is to “To reverse the privatization of control over the money issuing process of our monetary system; and to reverse its resulting concentration of wealth and income; and to place it within a more equitable public system of governmental checks and balances; and to end the regular recurrence of severe and disruptive banking crises (such as the current so called “Sub Prime” mortgage crisis).”  To accomplish this the Green Party will move to:

A) Nationalize the 12 regional Federal Reserve Banks, reconstituting them and the Federal Reserve Systems Washington Board of Governors under a new Monetary Control Board in charge of the U.S. Treasury’s Comptroller of the Currency division, presently responsible for U.S. Government oversight of banking. All new money is to be created and initially put into circulation only by the U.S. Government. The private creation of money, or credit which substitutes for money will cease.

B) The Monetary Control Board will redefine bank lending rules and procedures to end the privilege banks now have to create money when they extend their credit, by ending the fractional reserve system in an elegant, non disruptive manner. Banks will be encouraged to continue as profit making companies, extending loans of real money at interest, but no longer creating what passes for money by loaning their credit.

C) The new money that must be regularly added to the system as population and commerce grow will be created and spent into circulation by the U.S. Government on infrastructure, including the “human infrastructure” of Education and Health Care……… “
There are quite a few voices in the USA that want to end the Federal Reserve.
  Most outspoken is Congressman and former presidential candidate Ron Paul who, at a minimum, wants accountability by the Fed and, at a maximum, reverting it back to the Treasury Department. Congressman Dennis Kucinich with the assistance of the American Monetary Institute is preparing to introduce legislation to that effect. 
 


One of major objections to the operations of the Fed is its lack of transparency and consequently accountability. It is part of central bankers’ argument that central banks should be independent. Stiglitz very definitely questions that independence by arguing that major monetary decisions, dealing with employment, inflation and interest rates are issues to be decided, or at least, monitored by public authorities. He noted that central banks such as those of India and Brazil who are not fully independent have been good performers during the crisis, while the  European Central Bank and the  Fed are among the poor performers. 

In order to increase transparency Rep. Dennis Kucinich of Ohio introduced H.R. 7260 entitled “Transparency in the Creation of Wealth Act of 2008”. 
  This is an important bill for both the US and the global community because of the Fed’s importance nationally and globally.

The purpose of the bill is to increase the quality, completeness and public accessibility of Federal Reserve research on the effects of monetary policy on the distribution of wealth in the United States, and its effect on the proportion of newly created monetary resources directed into various sectors of the economy. The bill consists of the following:

· New estimate of the overall money supply

The bill requires the Federal Reserve to devise, calculate and publish a suitable replacement for the discontinued M3 monetary statistic, in order to provide a transparent estimate of the nation’s total money supply

· New Statistical analysis of the distribution of wealth in the U.S.
The bill requires the Federal Reserve to tabulate and publish a statistical description of the current distribution of wealth in the U.S. by quintile, including a further examination of the uppermost 1% sections by .1% each.

· New credit institution seigniorage calculation for report to Congress

The bill requires that the Federal Reserve calculate and report the total annual seigniorage interest income received by financial institutions as a result of their being allowed to create money in the form of the credit they extend above their own cash deposits or reserves prior to extending the loans. This credit becomes new purchasing media which serves as money in our system. We must know the value of this vast privilege, which borders on the creation of an aristocracy.

· New calculations for the semi-annual Humphrey-Hawkins testimony

The bill requires that the Federal Reserve calculate and publish semi-annually the loss or gain in economic output due to the deviation of the previous year’s actual unemployment rate from the 4% level required by 15 USC 3101 et seq., known as the Humphrey Hawkins Full Employment and Balanced Growth Act of 1978, including such loss or gain, in income by

quintile.

· New accessible statistical comparisons of where credit is being directed

The bill requires the Federal Reserve to tabulate and publish data showing the amount of credit and the percentage of credit now being created and directed into: Public infrastructure; Primary residences; Secondary residences; Stock, bond, commodity, foreign currency and derivatives trading; Mergers and acquisitions; Education; Plant and equipment

Data analyzing the relation between credit extended to corporations and jobs created to measure whether the corporations receiving the lion’s share of new credit are pulling their weight in job creation. Military expenditures,

Each category will be further analyzed by type, and location if applicable. Please consider whether it is appropriate to also analyze these directions of credit by gender, race, religion, and wealth status.

· New land value calculation for the Flow of Funds Report

The bill requires that the Federal Reserve develop a market-based estimate of the value of residential, corporate and publicly owned land and report figures

· New foreign debt calculation

The bill requires that the Federal Reserve make projections in 10 year increments of the net foreign debt, and that it estimate and report on the location of Federal Reserve notes, by country and type of holder; including an estimate of lost notes.

· New GAO audit requirement

The bill requires the GAO to conduct a full audit of the Federal Reserve in every year before a Presidential election year

· Improvements to the Survey of Consumer Finances

The bill requires that the Federal Reserve undertake the Survey of Consumer Finances every year.

· New summaries of Total Credit Market Debt and Economic Growth

The bill requires the Federal Reserve to publish a summary of Total Credit Market Debt, quarterly and annually.

· New public notification requirement

The bill requires the Federal Reserve to release these statistics at a quarterly news conference and the Survey of Consumer Finances and the total credit market debt report at an annual news conference.

The above legislative monetary efforts by two former presidential candidates shows that public control of the US Fed is a present concern that can favorably influence receptivity to the Tierra Fee & Dividend system. 
� Stiglitz, o.c. p 53 points out the recession in terms of economics is over because two or more quarters of negative growth have given way to (an anemic) recovery. However, the recession is not over for workers when there is high unemployment. The recession is not over for business as they see excess capacity which means the economy operates below its potential and so no investments are going to be made.


� quoted by Brown, p. 122


�  Greider, p.50-1.


� Quoted by Duncan, p. 90


� Krugman in the NY Times of March 2, 2009  in “The Revenge of the Glut” shows how limited Bernanke’s view was a couple of years ago and which he still seems to adhere to presently.


� Ralph Nader also weighed in by requesting that the General Accounting Office audit the Board.


� He wrote several books including The Revolution, in which he “ has exposed the core truths behind everything threatening America, from the real reasons behind the collapse of the dollar and the looming financial crisis, to terrorism and the loss of our precious civil liberties. In this book, Ron Paul provides answers to questions that few even dare to ask.”�


� � HYPERLINK "http://piie.com/publications/papers/paper.cfm?ResearchID=1312" ��http://piie.com/publications/papers/paper.cfm?ResearchID=1312� The observations of Fred Bergsten about the dollar and the deficits showed how Washington can prevent the next crisis by, among other things, downsizing the international role of the dollar.


� AMERICAN MONETARY INSTITUTE is dedicated to the independent study of monetary history, theory, and reform. Its contact information is PO BOX 601, VALATIE, NY 12184 Tel. 518-392-5387,   mobile: 224-805-2200   ami@taconic.net       http://www.monetary.org . Its motto is: “Over time, whoever controls the money system controls the society.” Its director is Stephen .





� The March 4, 2009 NY Times Editorial “Helping Students, not Lenders” is an example of eliminating an unnecessary federal subsidy in the family education program that spends government funds directly into circulation. It cuts out middlemen by the use of the direct loan program which has been operating smoothly during the credit crisis.





� Much of this opinion is based upon a long review of the Lost Science of Money by the British Green Party’s Economics Working Group, listed among the many reviewers of the book.


� On April  29, 2010 from 6-9 pm I attended his free seminar on monetary reform in New York City. My emphasis of having the AMI Monetary Act include the international dimension XXXXXXXXXXXXX


� 


� As of this writing in October 29 the legislation has not yet been introduced nor has been posted on the AMI website.


� Freefall, pp. 141-2


� � HYPERLINK "http://www.monetary.org/monetarytransparency.htm" ��http://www.monetary.org/monetarytransparency.htm� and search the official US Congress sites.
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