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C A T O P U B L I C A T I O N S

T he history of monetary policy
and economics is inextricably
tied up in the history of 
the Great Depression. The

causes and cures of the economic cataclysm
that began in 1929 have been the battlefield
on which much of the debate between free-
marketeers and central planners has been
fought for nearly a century. 

Through the Depression itself and for
many years afterward, the Keynesian inter-
pretation of its causes reigned supreme as
the widely accepted conventional wisdom.
In 1963, Milton Friedman and Anna
Schwartz upended that consensus with
their seminal Monetary History of the United
States, laying the blame firmly at the feet
of the Federal Reserve. In this interpreta-
tion, the �Great Contraction��in which a
third of the country�s money supply was
destroyed over a short timespan�con-
verted a garden-variety recession into the
Great Depression. 

Gold, the Real Bills Doctrine, and the Fed
adds crucial new insight into how and why
the Fed enabled this disaster, from two
leading monetary historians: Thomas
Humphrey, a 34-year research economist
at the Federal Reserve Bank of Richmond,
together with Richard Timberlake, emer-
itus professor of economics at the Univer-

sity of Georgia and an adjunct
scholar at the Cato Institute. 

Their keen insight provides an
explanation not only of what the
Fed did wrong but also of the flawed
theory that drove policymakers to
make such a monumental mistake.
The so-called real bills doctrine was
a widespread theory in the late 19th
and early 20th centuries that held
that money should only be created
through �real bills� that represent
transactions of real goods and serv-
ices in the economy. This theory was
one of the cornerstones of the Fed-
eral Reserve Act of 1913. Erroneous,
though largely innocuous under nor-
mal circumstances, this doctrine was
the theoretical basis for the Fed�s re-
fusal to counteract the collapse of
the money supply at the onset of the
Depression. 

Sen. Phil Gramm, economist and for-
mer chair of the Senate Banking Commit-
tee, offered glowing praise for this book,
writing, �In my opinion, this book is the
most important book written on the
Great Depression since Friedman and
Schwartz.� Friedman himself praised an
early manuscript prior to his death in
2006, saying that the authors� �emphasis

of the Real Bills Doctrine complements in
an important way 
our� analysis of why
Fed policy was so �inept.�. . . We did not
emphasize, as in hindsight we should
have, the widespread belief in the Real
Bills Doctrine.� n

PURCHASE PRINT OR EBOOK COPIES OF GOLD,
THE REAL BILLS DOCTRINE, AND THE FED  AT
CATO.ORG/STORE.

“The most important book on the Great Depression since Friedman and Schwartz”

Landmark Breakthrough on the Great Depression 

New from the Cato Institute
T he Human Freedom Index, copublished with the Fraser Institute and the Liberales Institut

at the Friedrich Naumann Foundation for Freedom, is the most comprehensive measure
of human freedom in the world that is based on a broad measurement of personal, civil, and
economic freedom. The Index ranks 162 countries on the basis of 79 distinct indicators using
data from 2008 to 2016, the most recent year for which sufficient data are available.

DOWNLOAD THE HUMAN FREEDOM INDEX AT CATO.ORG/HFI.
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