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N ovem ber 2 4 , 1971

D ear M r. P re s id e n t:

I fully un derstand  you r in te r e s t  in the qu estion of what is  
happening to the m oney supply, and 1  have a lread y  in form ed  
you confidentially of the policy  th at I h ave se t in m otion.

You m ay  a lso  be in te re s te d  in w hat I re c e n tly  s ta ted  publicly  
(N ovem ber 11, 1971) in an a d d re ss  a t the New Y o rk  Stock  
E xch an g e :

"T h e  fin an cial c lim a te  in our cou n try  is  b road ly  
conducive to  b u sin ess expan sion .

"T h e  c o m m e rc ia l banks a r e  in  a  highly liquid  
condition, as  is  c le a r  fro m  th e f a c t  that th ey  h ave  
in c re a s e d  th e ir  holdings of m a rk e ta b le  s e c u rit ie s  
by o v e r $35  billion s in ce  the end of 1969, b esid es  
m aking m a s s iv e  rep ay m en ts of th e ir  b orrow in g in  
the E u ro -d o lla r  m a rk e t and d e c re a s in g  th e ir  in ­
debtedness to  the F e d e ra l  R e s e rv e  ban ks.

"T h e  savin gs and loan a sso c ia tio n s  and m utual 
savin gs banks a r e  enjoying r e c o r d  savings inflow s.
T h eir gains in the f i r s t  10 m onths of th is y e a r  to ta l  
$31 b illion , co m p ared  with $16 billion in a ll of 1970  
and $7  billion in a ll of 1969.

"T h e liquidity of n on -fin an cial b u s in e s s e s - -a s  
evidenced by the ra tio  of quick a s s e ts  to to ta l c u rre n t  
l ia b il i t ie s - -h a s  a lso  been risin g  s in c e  the m iddle of 1970 .
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"M o re o v e r , the inflation p rem ium  in in te r e s t  ra te s  
is  in p ro c e s s  of being squeezed out. In te re s t r a te s  have  
fallen  sh arp ly  s in ce  m id-A ugu st and y e s te rd a y 's  declin e  
in the discou n t r a te  reco g n ized  that fa c t .

" F in a lly , I can  a s s u re  you that m o n etary  p olicy  w ill 
continue to fo s te r  o rd e rly  econ om ic expan sion .

"T h e  grow th of the n arrow ly  defined m oney su p p ly --  
that i s ,  c u rre n c y  in circu la tio n  plus dem and d ep osits  
in public h a n d s --h a s  been a t a  7% annual r a te  f ro m  
D ecem b er 1970  to  O ctober 1971 . T ru e , grow th in  
th is n a rro w ly  defined m oney supply h as slow ed in the  
p ast few m o n th s. H ow ever, b ro ad er m e a s u re s  of m oney  
continue to  show m o d e ra te  expan sion .

"S om e o b s e rv e r s  have p ro jected  the re c e n t slow  
grow th of the n a rro w ly  defined m oney supply into the  
fu tu re , and th ey h ave e x p re sse d  co n ce rn . W hat th ese  
o b s e rv e rs  fa il to  re co g n iz e  is  th at the re c e n t  slow  grow th  
is  a tem p o rafy  d e p a rtu re  fro m  a  lon ger run m o d e ra te  
grow th path. The only resp o n sib le  p ro jectio n  that can  
be m ade about F e d e r a l  R e s e rv e  policy is  th at the S y stem  p j  ^ !kM'  

w ill provide adequate r e s e r v e s  to  finance a v ig o ro u s, 
but su sta in ab le , expansion . ”
r

S in cere ly  y o u rs .

A rthu r F .  B urns

The H onorable R ich a rd  Nixon  
The P re s id e n t of the United S tates  
T he W hite H ouse 
W ashington, D. C .
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