Mr, Ralph 3, Flanders,
Box 477,
Springfield, Vermont,

Mxro Flanders:

%o are returping berewith your mepuseript on Fiseal Policy and the
Businesa Cycle.

It hes been reviewed carefully by sconomistes of our Division of
Research and Statisties, who have made pencil notations im the mereins
to call your attention to a mumber of minor points, They feel that no
gonmeral dicscussion is necessary o supplemsnt thoss notes, as your mamm-
seript is on the whole a eound statement 0F the position adwoested and
indieutes that you are elready fewmilicr with the general eritieisms that

mizht be raised sgainet your proposals.

WAth regurd to the gQuestions reised im your letter of July 17, the
following conments appesy to be in order:

Ths velocity of cireulation resched an axtremely low level begsuse
the various faclors opersiing to bring sbout the very large ineresse in
the monetary supply @1d mot bring alout & corresponding inmerssse in total
expenci vures, ithat is, in genernl busipess sesivity. What increases in
genersl aetivity there have been since the depression lows have been met
by the iucreasing money supply. Feecomtly the situstion hae chanced, The
sterilization of gold by the Treasury and the reeent increases in ressrve
reguiremente have tended to reduce greatly the potential emount by which
the banks can expaend thelr deposits, while with the curtailment of Govern-
mont expenditures and increase in receipts, bank purchases of Government
securities will probably cease to de an important Tactor muking for deposit
expension. In view of these devalopments 1t 12 probable that “urther
inereases in gemeral activity will be reflected in ap inereazse in the velo-
city of circulation, rether tham in an increase in the monsy supply.

Data on bapk debits are awvailable only since 1919, ¥e are onclosing
the latest series avalladle, with & covering memorandum explaiming the
computations, For similar data previous to that year, consult Carl Smyder's
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Mr, Ealph E, Flanders -l

The hghsr weloetity in New York is gonerally astributed to fimsneial
operations, Ome suggested explanation of the grester ziability of the
vyolume Of Tunds thare is the zotion of corporstions in pulling in funds
normally esrried in other acecounts whem the volume of busineses hamdled
through those =zecounts falls off,

I? we cen be of any further sorvice %0 you im this connection, do
not hepitate to write,

Sinpgerely yuvure,

M, 8, Becles
Chetrman,
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