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Uear Hr. Moslar:

Chairman Creenspan asked ze To respend to your cedant latter
regarding regarding your treatize "Soft Currency Econgmics,.”

You made many interesting peints in the treatise., I agres in
pacticular that the textbeok Sonay sultiplier model iz an eversimplifi-
cation of the money supply process. Az you point out. the lag even in
the eurrent systen of "contempordnedus” resetve Tequifemants implios
that =onatary policy cannet achieve perfect short-run contfel over money
ar tfesefvas. Indeed., ag wou srrezz. in the shert run the causation runs
more from meney to reserves than vice versa., However. the Fedaral
Bezecve can contcol the compositisp of reserves ag between nonborzowed
apd borroved peserves falirly closely in the shost run. By wvarying this
mix the Federal Rececve can influence the federal funds rate and othars
coney carket ratef in the shert run and thereby affect grovih of the
manay susply ever a longer period.

Yeou alse sraxzed that governcent spending. taxatien, and borfow-
ing add and drain reserves fros the banking systez and therefore are
part of the doney supply process. In o senge. thie is ecaregct. How:
evar. the Federal Reserve and the Treasury follow procedures To target
cha Tren;u:x'; balance a= Fedaral Resarve Banks at a p;:tiqula: leval.
thereby largely preventing Treasury finsaclal operatiecns fres affecting
the level of reserves in the banking sysrtes.

You peinted out as well that the geleetien of a particulars
zarget For the Federal fundsz rate izplies a specific valumg of Federal
Bazerve purchases of poverndaent Securities and that therafsze the
Fedaral Reserve cannot ponetize debt pside from thiz izplied amount.
Thiz iz wrue, of courze. but I believa that analyzvs® concerns ahout
ronetizing debr raflect the possibilicy that the Federal Rezercvae could
Target an inqurnpriact intas&sT PATH. rFaf cxnnylc. t;:gqtin& an exeqas-
sively lew inseresz: raze would izply that the Federal Reserve was mone-
tizing teo Duch dabg, pussibly_fuqiing inflacionacy pressures.

I hope thesa co==ents are useivl. Thank you for brimging yous
woEk to our atteation.
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