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NATIONAL RESOURCES COMMITTEE
NORTH INTERIOR BUILDING
WASHINGTON

June 16, 1939,

Honorable Marriner S. Eccles,
Chairman, Bozrd of Governors,
Federal Reserve System,
Wasnington,D,C,

My dear Mr. Kccles:

I handed you the draft of a statement I prepared in re
an effort to encourage the finsncing of the construction industry
by private capital. For the reasons explained in my statement
I think this is very important, and even if my suggested method
is not accepted, the problem is worth tackling,

Curiously enough, my attention has just been celled to
an article in the NEW YORK SUN of June 14, which I am sending you

herewlth, as illustrative of the need.

Very si erelj yours,

actosurs ﬂ oD o

. Delano
Chairm@ Advisory Cormittee
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A PLAN TOR REVIVIKG THE CONSTRUCTION IKDUSTRY
WITHOUT DIRRCT GOVERNMNNT SUBSIDY

Prior to 1930 the construction industry hed for & peried of
three years resched & maximum of something like 14 billion dellars
eanuslly,-- probably the most iaportant single group of industries
in the country. This was divided approximetely helf & billion im
Federsl Government expenditures, some 2 billione in Stste and
municipel expenditures, snd the rest divided approximetely equally
between expenditures dy large public utilities snd private end
corporate expenditurea, The Federsl Uovernment hss in the lset six
years tried to revitalize this industry through the ¥WPA snd the PUA,
but even ut the peek its largest sggregate expenditures has st no
time reached one-halfl of the totel snnusl expenditures prior to 1930,
It ie with this fectual background thet we are attempting to forecast
e plen of progedure which will revitalize spending by private groups,
by corporatione, by cities and Btates, 21l without direct Federsl
subvention.

In reviewing the passt there is a point iwmportant to remember
thai there were in the construction industry meny very competent
groups, usually incorporated under State lsws, which were szble to
fiusnce and bulld grest undertekinge; for exsmple, grest reilroad
projects involving many millions, such =& union stations, terminal

yards, grade-reduction projects, dridges and tunnels. Msny of the
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great hotels, zpartment houses, benk buildings, ste,, were si-ilarly
plaunned, fimsnced and constructed through the sgency of these private
corperations, Furthermore, even when the Yederzl CGovernment, or ftute
and municipsl governments had to undertske ls=rge public works, it wes
ususl to let the contraet to these large Tirme and corporations,
elthough in thoae cases the finspeing wee not directly undertsken by
the construction corporation, To illustrate, muny notzble publiec
works have been constructed by these large construction industries;
for exsmple, Boulder Dam, which wes constructed by » combinttion of
six grest corporations, e=ch of which bid on & pert or mhole of the
project znd fipslily undertook the work =g = jolnt affeir., Meny bridges,
tunnel snd highwey projects heve been gimilarly built; snd even in the
field of publie buildings, it 18 to be noted that all the grest govern-
ment buildings in the "Triangle™ in Washington were bullt during the
Hoover =nd Coolidge Administrstions by corporstions desling dirsectly
with the Federsl Treasury.

Since 1930 private industry and the fiscel difficulties of meny
of the States end citles hes resulted, =g we heve slready said, in
throwing the fineneing of all great plsces of construction, including

large items of highway building, inte the lap of the Federal Govarmment,

The problem now is how to work out a plen by which the construction

industry will sgein plen and finence such work through Government
agsistance but without direct Uovernment subvemtionm. It is believed

this suggestion is not only degirsble from = figcel stsndpoint but
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will effect =otus)l economies in cometruction; for it le no reflection
on conetruction by the Covernment, whether Federal, Stste or wmunieipel,
thet there sre certein duplicstiong of cost and sdditions to cost which
are prectieally inevitable, When = government issuss specifications
for & contrset or zsks for = bid upon & projeet, it finds 1t necessury
to serround projects with meny sefegusrds which no private growp would
even consider, Thus, aven though plensg may slresdy have boen nede in
considerable detsil, the contragtor, because he is lieble for ell
errors of omission or commission by whomsoever msde, must c¢arefully
chegk every detail of the plans or specifiestions, eand not infreguently
meke hie own detziled drawings. Un top of this the contractor must put
up & huge bond for which he hee to pay 2 very high fee; =nd the resuls
is that the Government pays in the end more for the job than 2 private
group of individuals or ecorporestion would pey. 4nd thie is not wholly
due to the higher standsrds of excellence dut to eonditions of the come-
tract referred to,

%hen it comes, however, to obtaining money for comstruction, the
Covernment®s credit is so far better than eny finsneisl group, that
it seeme &8 though s way of aiding the comstruetion industry might be
found which wouléd combine the edvanteges of private imitistive and
well orgeanized conmstruction experience on the one hand, with the Goverpe
ment's superior sbility to finance the work, Im a nut shell, ths plesm
we propose is to invite corporstions to undertake large construction

projects with the understanding thet the Uovermment will gusrentee the
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fixed charges for & term of years sud st the some time provide for en
amortizetion of et lesst one~half of the flrst sost; for exesmple, 1t
seems reasonable %0 nesume thet = guesiepublie undertsking like &
municipal bridge or tunuel, n grest housing projeci, some importsnt
buildinge, publie or privete such s& hospitsla, concert halls, art
gelleries, ote,, might be so undertsken on s hesie of perhepe 2 or 234
interest Federslly gusranteed, with & further sllowence of, asy, one-halfl
of one percent for smortimstion., This would work out in prectice that
the corporations would be set up on the besis which wes self-liquidating
but with e Covernment guasrantee and persiel liguidetion. When the bonde
thus issued fell dus, say one~hslf of the issue will have bsen
smortized and the underteking turned back to the stockholders or the
group which had undertakem the work with Covernment aid, It iz cone
ceiveble thet these corporstions should be corporsticns not for profit,
or that beneficinl interest or stock representing the ownership should
be no por value, stoeck whose ultimete walue would depend entirely on
the ability and efficlemoy of its menzgement, It is slec conceivable
thet the Federsl Government, or the cities and Ststes in whioh the work
wae done should retain an interest in stock, though not eoutrol in the
corporations,

The sbove plan iz net intended &g = suggestion to a2bandon eithar the
PR: or ¥PA, RFC or eny other plen of procedure whieh appesrs to have meris,
In other worde, it is sn sdditionel or supplementery methed of approseh which

ehould be adopted under sulteble enabling legislation,.
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This article is protected by copyright and has been removed.

The citation for the original is:

New York Sun, “Finds Main Recovery Problem Is Dependent on Construction,” June 14, 1939.
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