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a monetary history of the united states 1867 1960 paper milton friedman is
more than just a phrase—it represents a groundbreaking work that reshaped the
way economists and historians view the relationship between money supply and
economic activity. Authored by Milton Friedman and Anna Schwartz, this
monumental study dives deep into the complexities of American monetary policy
and its impact on the economy over nearly a century. If you’ve ever wondered
how monetary policy influenced the rise and fall of economic cycles in the
United States, particularly from the post-Civil War era through the mid-20th
century, this paper is a fundamental resource.

In this article, we’ll explore the key insights and historical narratives
from the “A Monetary History of the United States 1867–1960” paper by Milton
Friedman, highlighting its relevance, the economic events it covers, and why
it remains a cornerstone of monetary economics.

The Genesis of a Monetary Masterpiece

Milton Friedman, a Nobel Prize-winning economist, partnered with Anna
Schwartz to produce what many consider the most authoritative account of U.S.
monetary history. Their collaboration culminated in the 1963 publication of
*A Monetary History of the United States, 1867–1960*. This work meticulously
chronicles the evolution of money supply, banking practices, and Federal
Reserve policies over a transformative period in American history.

Why 1867 to 1960?

The starting point, 1867, marks the post-Civil War era when the United States
began to stabilize its currency system after the turmoil of wartime finances
and greenbacks. The endpoint, 1960, captures the economic landscape just
before the major monetary shifts triggered by the Vietnam War and the
eventual abandonment of the gold standard in the 1970s. By focusing on this
timeframe, Friedman and Schwartz cover critical episodes such as:

The Panic of 1873 and subsequent Long Depression

The establishment of the Federal Reserve System in 1913

The Roaring Twenties economic expansion



The Great Depression of the 1930s

The post-World War II economic recovery and growth

Core Insights from the Monetary History

At its heart, the paper emphasizes the vital role that the money supply plays
in shaping economic outcomes. Friedman’s monetarist perspective challenges
previously dominant Keynesian views by asserting that changes in the quantity
of money have profound and often predictable effects on inflation,
unemployment, and overall economic stability.

The Role of the Federal Reserve

One of the most intriguing aspects of the paper is its critical analysis of
the Federal Reserve’s actions—or inactions—during key economic crises.
Friedman and Schwartz argue that the Fed’s failure to adequately increase the
money supply during the early years of the Great Depression exacerbated the
economic downturn. Instead of acting as a stabilizing force, the central
bank’s policies contributed to deflation and widespread bank failures.

This insight fundamentally shifted the way policymakers and economists
understood central banking and monetary interventions. It highlighted the
importance of maintaining liquidity and avoiding contractionary monetary
policies during recessions.

Monetary Policy’s Impact on Business Cycles

The study also connects the dots between monetary fluctuations and business
cycle dynamics. According to Friedman and Schwartz, many of the booms and
busts in the U.S. economy were directly linked to abrupt changes in money
supply, either due to policy decisions or banking sector instability.

For example, the Panic of 1907, though predating the Federal Reserve,
illustrated how fragile the banking system was and how critical monetary
stability is to economic health. The Federal Reserve’s creation was in part a
response to such financial turmoil, aimed at regulating the money supply and
safeguarding the economy.



The Legacy of Friedman’s Monetary History

The publication of *A Monetary History of the United States* had a profound
influence on both academic economics and practical policymaking. It helped
usher in the era of monetarism, a school of thought that emphasizes the
control of money supply as a key to managing inflation and economic growth.

Shaping Modern Monetary Policy

Friedman’s findings inspired central banks worldwide to reconsider their
approaches to monetary policy. The idea that “inflation is always and
everywhere a monetary phenomenon” became a guiding principle for many
policymakers, encouraging them to focus on steady growth of the money supply
rather than reactive fiscal measures.

Influence on Economic Research and Education

Today, Friedman and Schwartz’s monetary history remains a staple in economics
curricula. It serves as a detailed case study in how monetary forces can
influence economic conditions over decades, providing valuable lessons on the
consequences of monetary mismanagement.

Understanding the Broader Context: Monetary
History and Economic Thought

To appreciate the full significance of the paper, it’s useful to place it
within the broader narrative of economic thought and historical events.

Contrasting Keynesianism and Monetarism

During the mid-20th century, Keynesian economics dominated policymaking,
emphasizing government spending and fiscal policy as tools to manage economic
cycles. Friedman’s monetary history introduced a compelling alternative
viewpoint, stressing the primacy of money supply control.

This debate continues to influence economic policy decisions today,
especially in discussions about inflation targeting and central bank
independence.



The Importance of Historical Data in Economic
Analysis

One of the paper’s methodological strengths lies in its rigorous use of
historical data and archival research. Friedman and Schwartz compiled
extensive monetary statistics, including bank reserves, currency circulation,
and credit flows, to paint a comprehensive picture of the U.S. economy’s
monetary landscape.

Their approach underscored the value of empirical analysis in economics,
encouraging future researchers to ground theoretical insights in historical
evidence.

Practical Lessons from the Monetary History

For students and enthusiasts of economic history, Friedman and Schwartz’s
work offers several practical takeaways:

Monetary stability is crucial: Sudden contractions or expansions of the
money supply can have destabilizing effects on the economy.

Central banks play a pivotal role: Their policies can either mitigate or
magnify economic downturns.

Historical context matters: Economic policy cannot be effectively
designed without understanding past monetary conditions and responses.

Data-driven policy: Decisions grounded in thorough empirical research
tend to be more effective in managing economic cycles.

Why “A Monetary History of the United States
1867 1960 Paper Milton Friedman” Still Matters

Despite being published over half a century ago, the insights from this
seminal work remain highly relevant. As modern economies grapple with issues
like inflation, recession risks, and central bank policies, understanding the
lessons from the past is invaluable.

Whether you’re an economist, student, policymaker, or simply curious about
how monetary forces shape economic realities, Friedman and Schwartz’s
monetary history offers a rich, nuanced perspective that continues to inform
debates today.



Exploring this work not only deepens your understanding of U.S. economic
history but also equips you with a framework to interpret contemporary
monetary developments with greater clarity.

Frequently Asked Questions

What is the central thesis of Milton Friedman's 'A
Monetary History of the United States, 1867-1960'?
The central thesis is that monetary policy and changes in the money supply
have had profound effects on the U.S. economy, influencing events such as the
Great Depression more than previously acknowledged.

How did Friedman and Schwartz explain the causes of
the Great Depression in their book?
Friedman and Schwartz argued that the Federal Reserve's failure to prevent a
sharp contraction in the money supply was a major cause of the Great
Depression, emphasizing the role of monetary policy mismanagement.

Why is 'A Monetary History of the United States'
considered influential in economics?
The book is influential because it challenged Keynesian views by highlighting
the importance of monetary factors in economic fluctuations and laid the
groundwork for the monetarist school of thought.

What period does 'A Monetary History of the United
States, 1867-1960' cover, and why is this period
significant?
The book covers 1867 to 1960, a period encompassing major economic events
like the post-Civil War era, the Great Depression, and post-World War II
recovery, providing a comprehensive analysis of monetary policy impacts.

How has 'A Monetary History of the United States'
influenced modern monetary policy?
The work has influenced central banks to prioritize stable monetary policy
and avoid abrupt changes in the money supply, shaping modern approaches to
managing inflation and economic stability.



Additional Resources
**A Monetary History of the United States 1867-1960: An Analytical Review of
Milton Friedman’s Pioneering Paper**

a monetary history of the united states 1867 1960 paper milton friedman
stands as a seminal work in the field of economic history and monetary
economics. Co-authored by Milton Friedman and Anna Schwartz, this extensive
research offers a comprehensive exploration into the intricate dynamics of
the U.S. monetary system from the post-Civil War era through the mid-20th
century. The paper’s meticulous analysis not only reshaped academic
perspectives but also influenced policy debates on the role of money in
economic fluctuations. This article delves into the core themes,
methodologies, and enduring impacts of Friedman’s work, contextualizing it
within the broader discourse of monetary theory and history.

The Genesis and Scope of Friedman’s Monetary
History

Milton Friedman’s interest in monetary economics culminated in "A Monetary
History of the United States, 1867-1960," first published in 1963. This paper
chronicled nearly a century of monetary developments, emphasizing the
critical role of money supply changes in shaping economic cycles. The work
was groundbreaking for its empirical rigor, drawing on an expansive dataset
covering bank reserves, currency circulation, and credit flows.

Unlike previous economic histories that often emphasized fiscal or structural
factors, Friedman and Schwartz posited monetary policy as a primary driver of
economic stability and instability. Their investigation into episodes like
the Great Depression highlighted how mismanagement of the money supply
exacerbated economic downturns, challenging prevailing Keynesian
interpretations that downplayed monetary factors.

Methodological Innovations and Data Analysis

One of the defining features of Friedman’s monetary history was its reliance
on granular historical data. The authors compiled monthly and quarterly
statistics, enabling a nuanced examination of monetary aggregates over time.
This quantitative approach facilitated:

Identification of causal links between monetary contractions and
economic contractions

Assessment of Federal Reserve policies during critical periods,
especially during the 1929 crash



Evaluation of long-term trends in money supply growth and inflation

Their analysis demonstrated that sharp declines in the money supply,
particularly bank reserves, significantly deepened the Great Depression,
countering narratives that attributed the crisis solely to real economic
shocks or fiscal policy failures.

Key Findings and Theoretical Contributions

At the heart of Friedman’s paper lies the assertion that "inflation is always
and everywhere a monetary phenomenon." This principle, articulated more
broadly in his later works, finds empirical support throughout the historical
data analyzed. Several key findings emerge:

Monetary Policy and Business Cycles

Friedman and Schwartz argued that fluctuations in the money supply closely
preceded and influenced business cycle turning points. For example:

The recession of 1920-1921 coincided with a severe contraction in the
money supply

The Federal Reserve’s failure to prevent monetary contraction in
1929-1933 worsened the Great Depression

Post-World War II inflationary pressures were linked to rapid expansions
in money supply

These observations underlined the importance of a stable monetary framework
in promoting economic growth and preventing downturns.

The Role of the Federal Reserve

Friedman’s critique of the Federal Reserve was one of the paper’s most
controversial aspects. According to the study, the Fed’s policies in the late
1920s and early 1930s were largely passive or misguided, leading to
unnecessary monetary tightening. This failure, Friedman contended,
transformed a typical recession into a prolonged depression.

Furthermore, the research suggested that the Fed’s later interventions, such
as during World War II and the post-war period, helped stabilize the economy



but also contributed to inflationary pressures when money creation outpaced
economic output.

Implications for Monetary Theory

The paper’s empirical insights bolstered monetarist theory, which champions
the control of money supply as essential to economic stability. By
demonstrating consistent historical correlations between monetary aggregates
and economic performance, Friedman and Schwartz challenged dominant Keynesian
views that prioritized fiscal stimulus over monetary policy.

This shift in understanding paved the way for subsequent policy frameworks,
including inflation targeting and central bank independence, becoming
cornerstones of modern macroeconomic management.

Comparative Perspectives and Critiques

While Friedman’s monetary history received widespread acclaim, it also
attracted critical scrutiny. Some economists argued that the analysis
overemphasized monetary factors at the expense of other variables such as
fiscal policy, international trade, and structural economic changes.

Pros of Friedman’s Monetary History

Comprehensive data collection spanning nearly a century

Clear empirical demonstration of money’s influence on economic cycles

Provision of a counter-narrative to Keynesian dominance in economic
thought

Influence on central banking policies worldwide

Cons and Limitations

Less emphasis on non-monetary economic shocks and structural factors

Some critics suggest overreliance on correlation without fully
establishing causation



Potential underestimation of the complexity of 20th-century economic
transformations

Despite these critiques, the paper remains a cornerstone reference for
researchers and policymakers aiming to understand the interplay between money
and the broader economy.

Legacy and Continuing Relevance

The impact of "A Monetary History of the United States, 1867-1960" extends
far beyond its original publication. It laid the groundwork for monetarist
approaches that gained prominence in the late 20th century, influencing
figures such as Paul Volcker and Alan Greenspan in their stewardship of the
Federal Reserve.

Moreover, the paper’s emphasis on data-driven analysis inspired a wave of
empirical research in economic history and monetary economics. In
contemporary debates, especially during financial crises, Friedman’s insights
into the dangers of monetary mismanagement continue to resonate.

The study also serves as a cautionary tale about central bank policy errors
and the potential consequences of ignoring monetary dynamics in economic
decision-making.

---

Milton Friedman’s monetary history paper remains a vital analytical resource
for understanding the complex monetary evolution of the United States from
Reconstruction through the mid-20th century. By meticulously documenting the
intricate relationship between money supply and economic outcomes, Friedman
and Schwartz reshaped both academic thought and practical policy. Their work
continues to inform discussions on monetary policy, central banking, and
economic stability, underscoring the enduring importance of historical
analysis in shaping future economic frameworks.
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