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This is an excellent discussion of some factors in the present
monetary situation. As you have already read it, I shall not attempt
to summsrize it but shall limit my comments to the marginal queries
and to some factors which are susceptible of different interpretations
than those presented.

Influence No, I,

*The supply of money has ceased to expand”, It is true thet there
has been a contraction of nearly $1 billion this year in the total of
adjusted demand deposits and United States Govermment deposits., The
significance of this, however, 1s severely limited by the consideration
that the total supply of money is over $5 billiom in excess of 1929
while the national income is considerably under that year. The implica-
tion of the statement, "However, it may be noted that since bank expans-
ion ceased at the year end business has contimed at a level virtually
unchanged and now gives signs of declining", appears unwarranted, as
the downturn has not been associated with tighter money, which is the
channel through which bank restriction would affect business activity.

Influence No., II.

The point is made that the increase in total loans relative to
deposits this year is a danger signal. Bueiness has leveled off with
the development just as it has in the past.

I should not be inclined to attribute any significance to this
developmont at this time., What significance it had in the past is prob-
ably attributable to the concomitant rise in interest rates, Since de-
posits increased greatly from 1933-36 with little rise in leans, 1t 1is
hardly to be expected that deposits should increase proportionately with
loans in the next few years, Loans can expand considerably without any
tightening of interest rates and, hence, there is no reason why a rise
in the ratio of leans to deposits should presage a downturn in business
activity.

The second point, that reserves do not have the mobility that exist-
ed in the preceding period of recovery and prosperity, is, I think, valid,
It does not follow that "the availability of the monetary resources of
the country to business is limited™. After all, banks now have a large
volume of excess reserves while in the Twenties they had contimmally to
borrow a portion of their reserves from the Federal Reserve banks,
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Influsnce No. IV

With doubled reserve requirements ™a gain of deposits now
requires twice as much ressrves as it did in the 20's, conse-
quently a loss of reserves by any glven bank in clearing removes
the basis for twice the volume of deposits which a similar loss
did in earlier years. Hence, a bank must be operated with greater
caution....."™. The writer is confused on this point. It is true
that, because of doubled reserve requirements a bank ean utilize
a smaller portion of a new accession of deposits and reserves in
making loans and investments, On the other hand, when a bank loses
a deposit and a corresponding amount of reserve, it is under the
obligation of liquidating a smeller volume of loans and investments
than previously.

The system as a whole can expand less on the basis of a given
emount Of excess reserves than formerly. The significant point
here, however, is that banks now possess $1 billion of excess re-
serves, whereas in the Twenties they had no excess reserves but, on
the contrary, were continuously borrowing over $§ billion. In
other words, the change in the position relative to excess resarves
and reserve requirements combined, in comparison with the Twenties,
should be cited as an influence for expansioh rather than restric-
tion.

Influence No, V,

It is very questionable whether business aetivity was checked
by a scarcity of funds available for durable goods expenditure., New
plant and equipment expenditures in the first nine months were con-
giderably in excess of 1936 and may have approximated the 1928 level.
Cash holdings earried over from previous years were large; deprecia-
tion accounts furnish a large volume of funds for plant and equipment
expenditures; and corporations which camnot or do nmot wish to go to
the new issue market can retain 40 percent of thelr earnings by pay-
ing an average tax of 13 percent on this amount., Banks were in a
position to make more loans to industrial borrowers,

Influence No, VI - The diminished "potency™ of money.

l. Increased margin requirements. Lower demands for call money,
and the low rate on short-term Govermments should result in corpora-
tions and individuals carrying larger cash balances in relation to
the volume of their business than formerly.
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2., Minimm Balances, This, likewise, is a valid point but
is probably not of great significance quantitatively.

3, Credit Creation. Although the points made in this section
are valld in themselves, they are in large part offset by things
that are not mentioned, mnemely, a higher volume of money than in the
Twenties, and a large volume of &xceSs reserves,

4, The Flow of Capital is restricted by

(a) the tax on undistributed earnings. Imsofar as distribu-
ted earnings are syphoned, through Govermment tsxes, to people sell-
ing goods or performing services for the Govermment, the monetary cir-
culation is not diminished; insofar as they are spent by dividend
receivers the same is true; and insofar as the savings of dividend
receivers are returned, via the capltal market, to industry, there
is no diminution., The question b0ils down as to whether the stimulat-
ing factor of a probable greater demand for consumer goods resulting
from the operation of the tax is offset by the likelihood that some
of the investors' savings may not return to industry.

(b) Capital gains tax., The writer does not show how this
diminishes the total monetary cireculation.

(¢) "Increased income taxes and surtaxes tend to divert
some income, which would otherwise go to capitel investment, into con-
sumption, To no amall extent, this diminishes the formation of capital.™
This ignores the stimulus to the formation of capital afforded by in-
creasing consumer demends, Did capital formetion increase in 1936 and
1937 because of inereased availability of capital funds or because of
a growth in the demands for the products of industry?
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