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purely business operations as distinguished from undesirable
speculative operations. This bringfl the objective down, so
far as the mechanics of the thine is concerned to a maintenance
and slow increase of i.IV, or the rate of spending, with a
stable price level, Ii and V, therefore, come pretty close
to being ultimate objectives. Taken separately, they would
seeiu to be criteria for reaching the objectives, with V as
a criterion for criticism and influencing of governmental
and business policies in general; and M as a criterion for
action more directly within the field of the Federal Reserve
Boards, but still not to be considered as dissociated from
V. I would like the criticisms of Messrs. Galbraith and
wernette on this point of view.

On the last two paragraphs of X-3, I find this note, Where
I say that inflation can come about in two ways, the question
is raised: "How about increases in velocity with no change in
money?" That is, I suppose, theoretically possible. Has it
actually happened at any time? Of course, velocity can be a
factor along with the volume of money. Has it historically
ever been an important factor as compared wi th volume? This
question I would like to pose to our two consultants.

The question is also raised at this point: "Should the term
'inflation* be restricted to changes in the money factor
alone?" Perhaps this is the question raised by Dr. Uernette's
original definitions of inflation which included what I have
called on the preceding pa(?e "production expansion." I would
still feel that the popular use of the term inflation is so
firmly concentrated on the monetary and price factors that it
would be unwise to attempt to extend the use of the term to
production.

A number ox criticisms are summed up in a remark relating to
the last two lines of X-7 reading as follows: "The self-de-
structiveness of booms should be clearly demonstrated." I
do not know just what to make of this criticism, since booms
have been followed by depressions. 1 can scarcely believe
that the depressions were caused by influences outside of
and not connected with the booms.

On page X-8, in the second paragraph, occurs this note. "Should
not this discussion of relief be placed in an earlier chapter?
This chapter is concerned with limiting the danger of inflation,
not with adding to it."

Again, in the last paragraph of £-9 this note occurs. "Government
experience in the last fev? years indicates that grants-in-aid
are a poor means of financing relief, why not let work relief
alone carry the government's store when unemployment exceeds
the quota?" This pa^e, of course, is to be completely revised
and much of it put in Mr. Leeds' section.

It seems clear, however, from these criticisms that I did not
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make at a l l convincing the argument that there is danger of
inflation siiailar to the danger which arises under war-time
conditions when governmental funds and employment, not suf-
ficiently controlled, compete with an active demand for con-
sumer goods and services in various fields where labor or
equipiaent shortages are developing. Perhaps this point needs
further thought and development.

Sincerely yours,

BKT:M H. E. Flanders

Go to Governor
r. Galbraith

Dr. Fernette
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