April zz, 19:9

Honoreble Jzmes C. Oliver,
louse of Kepreseantstives,
Fashington, L. C,

Dorp My, Oliver:

This 18 in reply to your letter of ¥-reh 16 in v ien ;-u
relse 8o uest:uas sbout the Bo: rd’s statessnt ou proosnls 0 raine
tuin vrices «t fixed levels through monetary zction. In tie Tirot
rlsce, I should liks to esll $3 ybur utteantion »n nore raecent st tument
>f the Bo-rd, i-sued on April 8, which muy be texen a3  suprlament to
the earlier atuteuent, In t is stateent the Board vrososes “thaot
Conzress tLryoug: aprroprists eomnmitteee or 5 joint ocomittee t.ure ate s
> eterm.ins the objectives by whiolh monetery and ban-in. «ut oritics
shall be guided, the validit; of differeut pluns =nd views on =wnes 1y
‘nd oredit ~astters proposed or neld by ugoneies -itain or outsice the
everamans, including the Bosyrd'e own rysition, aid tne churacter of
prvernwsentsl machinary that would be dest caleulzted to carry out tne
Jursoses of Congress ia this importons field.®™ A copy of this stnte-
<unt 18 enclosed,

The Board has siways reocognized the important rols th.t -crne-
trry setion eun ply ia influencimg the course of dbusiness activity,
enploysent, end netional incore, and since the beginiing of tie kesurvu
System has eadeavored to »ursue policies that would holp to malntain
economic stubility. The recant stateuent, oonesrning ~hich you lLave
written, was for tie purpose of pointing Sut some of tte limitztions
on the ef'feotiveness of nonetary setion end to patas the 2uestion wnetzer
price stabilisy siiould de the aole or prineipal objeesive of such saction.
It 13 the Board's belief thnt the ultimate objeotive should de aconoric
stability snd thet in order to achieve 1t cooperation detween msny ugen-
cies wishia and outside the UGovernment is ezsential,

T™his view of the Beard 18 1llustrated by the develojments to
wiich you refer im your leSter., MNonetary etion aided in finunciug the
war, and policies pursued by tue System in the 1920%s aided in finmnsing
the recomstruetion of ¥hs world after the war. In the rooceat depression
portasd, monetary asbioa has been muck rore vigorous than in those peri>ds;
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an sbundant supply of money hzs beer meintained and interest rutes
have been reduced to the lowest lewels in Listory. That, notwitn-
standing the abu:deance and chespness ¢of momsy, business has been luss
sctive in reeent years than in earlier jeriads shows thet there were
retarding fuctors other then tne supply end ¢tos$ of roney., Durirg the
wey thers was an active dagend for money., for fipancinyg the grrduction
of needed materials, and during the post-war period it eontinued in
active demand in wverious highly profitable private setivities, Durins
there periods, in fact, unascund uses >f credit forx speculation in cou-
~odivies, real estote, and securities devaloped, swhick led to later
difficulties,

The heert of the present problem is contzined in the discuseion
of $dle funds, beginning on prge 6 of your letter., The failure ~f the
vublic to maxe active use of the fdle funds which it nolds in tue form
of currency and depoaits is the erux of she difficulties whicl we face
in our current efforts to further dusiness recovery by ronetsar; mesns,

A8 you stute, cdeposits which ure idle are not effective in influencing
the course >I business sctivity md the volume of nutionsl incn~e, und
the seme is true of hourded currenvy, Singe 1930 there hus buen .o in-
erease of sovething like $1,000,000,000 in eurvency of lurge denounina-
tions reported as in eirculstion, Hoat of this is undoubtedly held idle
in private hoards. In addition to tie ssount of currency in circulstion
and dewosits in banks which are not being actively used, tne banke u-ve
nearly $4,020,070,000 of sxcess reserves, These excess reserves vre “oncy
s>n shich banks would like %0 esrm interest dut for w-ich they can find wo
satisfactory employaent, The banks sre offerins these funds .t retes of
interest far below those charged in the 1320%s, In shors, both ti.o banka
and the public with more funds then over before are finding it insossidle
to invest them 511, Tunds currently being made available thmush the in-
flow of gold are piling up us hoarded currenéy, unused dercsits, end idle
bank resexves., This is the prodlem to whrieh ysu call assention in your
letter :and which the Board has frequently &iscussed in i$s official jub-
lications,

Alshough recent expurianee shows Yhas sizadble sdditions to bank
rasorves and deposits d not suffice alope %0 #timulate 2 vigorous sand sound
business expansion, it {s, of courss, impossible to forecsst the ultimats
offects of alopting 2 prograr iavolving tremendous addisions to tue suprly
27 money and bank reserves, Iu my opinfom, sueck z progrui would ten: to
creata a condition o0f fear and wneertainty im business and finsuciel circles
that would rapidiy sprsad o the gemeral public. 4s toe country wmas liter-
ally flooded with money, the confidemoe of the publiec in our mogetary asystem
might be shaken %0 such a degres that inflationary psychology would develod,
In such eircumstances, thare migh$ de a mash by the public %o convart money
into cormodities sud equities that would resuls in a speculative boow, Inece
a movenent of this type gains headway, it is virstually impossidble to regeain
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oontyol of the eltwation. iny sttmmpt & 40 30 runs the danger of
pre@ipitating ¢ viclemt esllapae 1ia prices mad Dusiness. Yot to pox-
=it the myramens $© rus i%s eourse mnecatrolled would be to invite an
over wore damoyuli®ing esllapses.

To my nind;, thevsfore, 1% %ould de irresponsible publie policy
to #dopt s progran whiieh ecntains wuelh poteaiisl dangers. Ve eunnot
expect to convert a« boom: thct i bused upom Texr and loss of oonfidence
in cur mometsry syster: indo s scund =ad les$iag prosperity.

As I pointed cut in =y resent statement defore this Silver Come
wittoe, 1 sdveocsts =s the aast effectiive mesns 0" echivwing our coxxon
objective a Broad Jovermment progrer of sxpesditures %or noan-eoxpetitive
projects :nd sorisl bDenefids clong with every possidble emeourzgeent to
privite inveswent, Eevivel of private investment, shieh is essmmticl
for sustained recovery, dspends upon en iacresse in current consumption
to a level thas will mct only utilize existing plant smd equipuert but
will provice profitsble ocutlets for iuvestvent im nex exterprise.

You imply in your letter thas other eountries have deen able %
ageomplish by momesary policies thxt ahich the Boxrid's staterment denies
con be accomplished, Thise view, nhich hus oftem boen strted, Joes not
seen 0 De supported dy the faess

{1) Monetary autkoritias of RO coun$ry Luve Saken ss vignrous
zetion to fnoresse the supply and reduce ths sost of money as huave the
suthorities in the Uhited Btstes, (2) Differences {an dshavior of vrices
in this countyy sud iu BEaglond amd Sweden, the two couw tries xo0st ‘re-
“usntly oclted es exaxzples of sdvanced mouetary policy, have not deen
striking. (3) Suok variitions iun econorie developumocntz &2 Nwve -ocurred
in the different couniries are asttridutalle tc other faetors Sthem mnpotery
polictes., (4) Uonetery sutrorities of other countries the: selves do not
beliave that monetury agtion alone ean ¢rette and maintata any Jdesired
price leval, I sn informed thet in Sweden e cbjectives of the kikebuuxk's
policy are substn:.$ielly tiose enunciated in the staterent fasued dy the
Board of Governcrs of the Pederal LHuserve .ysts: in iugust 1927,

Reither fa England nor Sweden )has central bunk policy mede oney
esgier than it {2 in the United Sinten, T.e Swedish Rikebank hsus 3isbursed
comparatively little ti.rough purchases of szecurtsices i o 13:i9; 1%s dis-
oounts and sdvances have been sharply reduced; mmd it2 wredi:count rate
tas been lowered t¢ only £ per geat vs zgairst 1 and 1 1/% per cent for
our Federenl Reserve banke, Thd cast reserves of the Swediar eormercial
banks, which are the basis o ithe depueit currency o the countrr, rnave
been 2re~tly increased by the ifnflorw of “unds from adbroad, &5 huve rezerves
in the United Staztes; dut ths rates chaxged by the lending comrmereial dusks
an losns sre no lower than those eurqod by lesdin.: bazks in the United
3‘“.‘. |
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The Bank of Eaglsmd has pursued a fer less expansionlst
policy then thut of the Pederal Reservs bunka, It has done little
to expand comaercizl bank reserves through seeurity operstions. Fron
tine to time it has disburased funds through the ourehase of large emounts
of gold, bus the gold agquisitions of she British Exchange Ecusalizetion
Account have been sterilized =and prevented fron incressin: the amount of
aoney availsble to the public, in sharp contrsst o the way thet the gold
inflow has beem hsndled in this country. In England tue growth in the
denand for currency and the needs of tae bauks for sdditinirl reserves
against deposits have been met; but the supply of noney hss not been in-
creased, as it has been here, t0 the point where tue public zad t.e bauks
.ave large anounts of unused funds, Both tte discount rate of tne Bank of
Englsud end market retes of interest remain higher in England than the cor-
responding rates in the United States, The Bank of Englsni's discount rate
is 2 per cent ug compored with 1 per cent et the Federel keserve Buank of New
York, and the prevailing rate for industrial =nd co~mereial loams is arcund
4 1/2 per cent in Englend comprxred with sn aversge of about 2 per cent for
banks in leeding citizs in tie United States,

The experience of tie United Stetes since 1932 so far as w.ole-
sule prices is concerned has not differed muech from th-t cf Engle=nd and
Sweden. Xarlier in the depressiou pricez fell further in the United SBtstes,
Differsnces between devel-omments in this country znd ttose in Eaxglend and
Sweden, however, are not zttsributable to more stirmmlative policies rursued
by the central danks of these countries, since their policies nave in fact
baen leas stimulative, The differences are tae consequences 02 broudly
differing economic situetions, A comperison of price movaements in the three
oountries is shomn below:

VOLASALE PHICK INDICKS

(1929 = 100)
United States United Kingdom Sveden
1932 68 7% 73
1937 91 95 94
1938 A2 &9 93
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I should &«lso like to explain the differeuces detween the
grount of demand deposits ss showm in tie Board's stetesent end in
your lettsr, The differences arise in pert from the exclusion from
your figures of fdeposiis of Btate and local governments wtich Lzve in-
crozsed by sbout £1,000,000,00C since 1923, Since these derosits are
cener2lly uied s£s8 setively as deposita of {-.dividuzls wnd cor.raticns
they =re included in our totsl of demsnd depmosits, ZLmnther 4difference
15 tbet the Board's figure iz adjusted to sxclude tue arnount o cask
items held by bsnka in proeess of colleetion, which represent crecks
dravmn on depcstts but pot yet debited and, tnerefore, funds not sveil-
sble for further use. Tiese deductions were =bout $700,000,000 lerger
in June 1929, when depcsite wers sctive, than in Decenber 19%., The
priascipal differenee, howsver, arises from tne fact thit your figure
for 1935 refers to the end of June »hile the Board's *igure refers to
the and of Decerber, In the six months from June to Dece ber 193" there
va8 «n increcse of $1,600,000,000 in derand denosits -t banks, ¥hatever
*{gmures =re used, however, it is clear that the smount of deposits wzs
lurger in 193° thenm In 1929, while prices were 20 per cent lower,

Yery truly jyours,

¥, S, REeoles,
Chaiyaen,
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