BDARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

Office Correspondence Date_August 18, 19U

To_Chaeirman Eccles Subject: "American White Paper"

From Professor Hensen

Attached is the first working draft of our project.
We have had two meetings this week and I have assigned sections
of this working draft for further development to the different
menbers of the working group. Jie are rmeeting again next week,
after which a revision will be made, and I shall keep you in-

formed from week to week.

DY,
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August 17, 1944

POSTWAR EMPLOYMENT PROGRAM

Introduyction;

1,

2,

S

Our sights have been raised.

During the war period we have achieved the entire war program
end at the same time ralsed consumption standards above pre-~
war levels--all of this in spite of the withdrawal from the
lebor force of twelve million in the most productive age groups.
We have produced $200 billion of civilian and military goods
and services & year in the peak of the war effort. If we let
the postwar income fall to the 1939 pre-war level (slightly
sbove the boom year 1929) we shall have 20 million unemployed.

(Insert paragraph on organizational and productive achievements
of private enterprise.)

The legacy of the war.

Four years of war conditions will increase both the promise
and the difficulties of the postwar period. Tochnological
progress will improve our capacity to produce after the wer,
We shall have a greatly increased labor force ovon after
several millions of women, old people, boys and girls have
withdrawn from the labor market. The reconversion of the
ecconomy to a peace basis will give rise to difficult problems.
Our chancos for success later will depend to a large extent
on the adequacy of our transition policy. In the wake of the
wor arc the potentislities of o postwar re-stocking and ro-
equipment boom., Without planning, the prospects point to
violent fluctuations-~domobilization erises, booms and de-
pressions.

Private enterprise primary factor in our economy. Government
must act as balancing, contributing ond sustaining factor.

I. Governmmontal Aims and Responsibilities.
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It is a primary aim and responsibility of govermment to under=-
write and maintain full employment. Full employment means
adequate omployment opportunitics, but it does not mean forced
or strained employment, It does not moan that older peoplo
who should bo retired continuc to work; it doos not moan that
younger people who should bo in school should work; it does
not mean that, in general, mothers and housewives would leave
the home; it does not mean a long work weck or ovortime, Full
employment must be defined within tho pattern of a program of
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a reasongbly short work week, say L0 hours, o suitable pro-
vigslom for leisure in terms of vacations on pay. It is
not & progrem of continuous strain and forced effort, such
as o war employment program must necossarily be.

The gnvernment assumes rosponsibility to promote economic
stability, to prevent both inflation and defletion. To

this ond the goverrment must be prepared to toke vigorous
moosures to provent a threatened slump, deflation of prices
and a cumulative docline in business activity and employ-
nment. Tho govermment, moreover, cannot esecape responsi-
bility to preserve the value of money and theroby to sefe-
guard the savings of tho people, This means that govermment
is propored to toke steps to provent any inflationary devol-
opment with respoct to prices, ond especially the cost of
living.

The govormment must, moreover, assume rosponsibility to
promotoe rising living standards for anll its citizens. To
this end it must underwrite and guarentec a national mini-
mun of income and social sorvicos. It must thorefore undere-
take an adequate progrom including:

a. social socurity, including unemploymont and old-
age insurance, and provision for temperary and
permanent disability

bs public health

c. oducation

d’ a bomprehensive veterans program
e. minimum wages and labor standards
f« o form security progran

The government must assume rosponsibility to promote the
most eofficlent use of laber and rescurces. To this end it
should undertake a large program of scientific resecarch,
promoto ocomprohensivée planning with respeoct to land use,
both urban and rural, undertake basic dovelopment and im-
provoment projects, both regilonal and urban, and fooili-
tate the movement of population into the aroas and industries
which can contribute most to real inconc.
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The government must assume rosponsibility to encourage and
promote now enterprise and provide the basis for the expen-
sion ond vigorous growth of private entorprise in general.

To this ond it must onsure an ndequate totnl demand for goods
and servicos, promote healthy labor rolations and the settle-
ment of industrial disputos through colleoctive bargeining,
and provide a tax structure which encournges risk-taking and
business oxpansion.

I1. Basic Requirements.

The basic requirements for the anchievement of (a) full employment,
(b) economic stability and (c) rising living standards are the fol-

lowings
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An adequate total volume of expenditures, publiec and private.

The maintonance of an cdequate volume of effective demand to
provide full employment for our productive resnurces, to pro=-
vide adequate Job oppcrtunities for cur laebor force, to pro-
vide adequate markots for business and agriculture requires

a flow of expenditures by individunls on consumer's goods and
services, by business on capital outlays, and by government
on soclal sorvices and dn improvement and developmental
projects.

Government must assume responsibility to so monage its ex-
penditurcs dn social services and @n improvoment and de-
volopmontal projecets that the total flow of exponditures,
public and private, will be adequato and stable. It must
be proparod, thorefore, to vary its expenditures to offset
fluctuations in private expondituros, and to placo a cushion
under the total volums of expenditures so as to ensure an
odequatef total demnnd for goods and services. Government
must also promote business exponditures not only by‘ﬁﬁgg;gi
tar 2 high Yevel of consumption but also by opening up new
private investment outlets. This govormment can do by undor-
writing o national minimum of socianl services and of indi-
vidunl income, by undertaking basic development projects, by
initiating rescarch, and by appropriate tax policies.

Economic stability. This involves a pricing and wage adjust-
rment progrom consistent with expansion and progress. The
broad aim should bo stability of prices, particularly the
cost of living. We must guard against a high pricing policy
which permits industry to "break-even" at low capacity output.
The program involves an orderly upward adjustment of wages
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and money incomes generally in proportion to the general
increase in per capita productivity. Industries which enjoy
a more rapid increese in productivity than the general aver-
age should reducse prices so as to give the widest possible
benefit to consumers generally, and to tap larger consumer
markets for the expanding product. Thus an industry experi-
encing excoptionally repid progress would be oxpoctod to
lower its prices to the consumer ns in the case of the auto-
mobile. In general, however, as productivity in the whole
economy increased monagy income would bo expected to rise so
as to maintain substantial st&bility in the cost of living
as o whole, thereby permittingAgoneral rise in renl incomo
commensurate with the inereasc in per capita productivity,

The most officient use of resources, including labor, land
and cther mtural rosources, and capitel facilities.

This 4involves the utmost mobility of labor and flexible od-
justment in the use of resﬂﬂdpes sc as to eliminate wasto
and inefficiency. Submargs®®land should be taken out of use,
and labor and ocapitel in & deoclining industry should be en-
couraged to transfer to other regions oand other industries.

III. The Problem of Transition and Reconversion.

Ao

Be
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tronsition perind betwoen the defeat of Germany and the de-

feat of Japon.

1.

2.

3

The
wor

l.

2o

The extent and megnitude of demobilization of armed ferces
and war workors.

Adequate unemploymsnt compensotion for dismissed war workers
and votornns until re~-absorbed into the expanding private
industry; provision for transpcrtation expensos.

A program for ineoreased production nf civilian goods.

transition period betwoen the defeat of Japan and the post-
re=-stocking boom.

Over-all reconvorsion progrem to poacotime, including tho
use of govermmont-owned war plants, facilities, and supplies
as & meoans of faocilitating reconvorsion and o rapid increoase
in eivilian production.

A progrom of public wcrks, federal, state, and local, having
due regard to regional dismissal of war workers and regional
redi stribution of veterans.
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An anolysis of the commodities that are likely to experi-
once serious price decline, including agriculture, raw
motorials, etc.; an analysis of commodities, the supply of
which may quickly become scerce and which may involve in-
flationary developments.

An analysis of the problem of reduced take~home pay owing

to a reduction in overtime &nd penalty pay and the question
of adjustment of wage raotes, partly to reoctify inequalities
and partly to offset in a measure the decline in toke~home
pay. Such adjustment of straight-time pay would in most
cases be upward, but in somo cases where wartimo woges are
out of 1line, it would involve a downward adjustment., In
goneral, in the transition period thero will be somo adjust-
ment of prices downward, while certain specific prices owing
to the wage adjustment progrom would have to rise. To reach
6 proper oquilibrium betwsen totel wage and salary pay roll
and o postwar full employment incomo of, say $130-40 billion,
there must be some genoral upword adjustment of stroighte
time pay on tho one side, and somo docline in the general
lovel of prices. If both adjustments occur, neithoer should
be seriocusly disturbing.

A study of en oppropriate level of .taxes during this poriod
especially the problem of the maintenance of the excess
profits tax and tho level of corporate and individual income
taxes.

The Period of Re-stocking nf Consumer's Durebles and Re=-equipment
of Production Focilities.

1.

2.

3

L.

Retention of rationing ond price control wheore necessary, in-
cluding control of land values.

A tax program designed to check inflotionory tendencios.

A systomotio program to sooure an optimum redistribution of
population to areas and industriocs consistent with the re=
quirements of o pencetime economy.

Control of public works and residentinl oconstruction so as to
promote a smooth transition and prevent boom excessos.



-6 -

IV. Policies for Full and Stablo Employment with Rising Living
Standards.

A. Action Programs.

l. The development of new enterprise, and the stimulation of
privete business in general.

An expansionist wnd develupmontal progrem should include
ways and means of encouraging new business and new enter-
prise. Such a program involves among cther things the
thorough reform of the patent system and the institution
of an adequately fineneed institute of govermnmental re~
soarch, the findings of which would be available for all
business, large and small aliko. New enterprise and small
business shculd, moreover, be fostered by a mutual loan
insurance system similar to the FHA and underwritten by the
fodoral govermment. Such & system of mutual loan insurance
would ensble new enterprisc and small business to obtain
credit at gilt-cdged interest rates. Moreover, the mutual
loan insurance organization should provide competent tech-
nical assistance to new enterprise and smnll business in
the planning of a now vonture and in conducting businoss
continuously on on efficient plane,

2. A comprchonsive long rango nation wide development and im=
provement progrom.

Such a program includes:
a. regional resourco developmont

The developments that have slready been undertaken in
the TVA, tho Coluwrbic River Volley and olscwhero indi-
octto the need for and the expansionist offect of ro-

source development in differont regions of the United
Stotes. Others that urgently nced development are the
Colorado River Valley, the Arkansas River Veolley, the
Missouri River Valley, the Ohio. River and Great Lokes
aron, and different segments of the Atlantic secboard.

be urban redevelopment and housing

There is an urgent need for urbon redevelopment through=-
out tho Unitod States. Everywhere we witness the decay
of cities in thoir centrel areas and the spread of slunm
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and blight. Measures must be teken at the earliest
possible moment to overcome this process of deterior-
ation. 1In such & program each level of government

must play & part, the federal government mainly pro-
viding the financing involved in the acquisition of

the slum and blighted land and in subsidizing low cost
housing. The comprehensive planning must be done by
the cities themselves and the cities themselves must
assemble the land and undertake the lease or sale of

the land to private development companies and the build-
ing and management of public low cost housing. Emphasis
in an urban redevelopment program must be placed upon
the need for comptchensive master planning for the
urban communities, the control of densitios, tho de-
velopmont of neighborhoods, including parks and play-
grounds, and the improvement of transportation, including
improved terminal facilities and express highweys through
end around the cities. The assembly of the land, the
program of demolition of oxisting obsolete structures
by creating an increased vacancy will serve as a stimu=-
lus te private housing. At the same timec it is quite
impossible to house properly the present slum dwellers
without providing in subsidized low cost public housing
for that pertion of the wage earning class whose incomes
are inadequate to pay the economic rent for a standard
dwelling.

c. public aspects Of transportation, including publie roads,
port facilitics, airports, and waterways.

de. agricultural development program

Underwriting o natiénal minimum of social services, includ-
ing social security, public health, sducation, veterans
progrem, minimum lebor standards oand farm socurity program.

Internationnl economic collaboration.

The Internaticnal Bank for Reconstruction and Develecpmont
fermulated at Bretton Woods provides the mpchinery for sound
internetional investmont and for the dovelopment of tho re-
sources of backward areas. The Barnk, in fact, is a system
of intermaticnal mutuel loan insurance under which new de-
velopment projecots in the backwerd countries can obtain loans
in tho leading capital markets of the world underwritten by
all the naticns cof the world and up to the extent of their
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subscriptions in the Bank, thereby ensuring gilt-edged
interest rotes for nll such prnjects. Morecver, each
projeot would have the benefit in its planning stage of
a competent study and analysis of its productivity and
soundness and wlsc the benefit of tochnical advice. The
dovelopmont of backward arcas serves to promote a high
lovel of employment and income in a country like the
United States partly by providing an ocutlet for our sur-
plus savings, partly by providing a markoet for our heavy
goods industries, steel machinory and oquipment of all
kinds, and partly by promoting a higher levol of trade
over the long run with these backward countrics as thelr
standard of living and purchasing powor rises.

Tho finanecing probloms of an employment program.

How shall we finonee tho notional minimum and the program of
nationnl development ond oxpansion outlined eboeve? The pro-
groem we find will be financed partly from a system of progros-
sive taxation and partly by borrcwing. Many of the development
projects will be more cr less self=-liquidating and therefore
oleorly justified., Whethsr such a progrom can in the long run
be adoquately financed frecm progressive taxation and from the
amortization payments on self=-liquidating prcjocts so as to
prevent n rise in the federal debt cannot easily be cetegorically
answered. It is at any rate peossible tc set cut clearly the
limits within which tho use of the public credit is necessary.
It con be convineingly shown that the limits are such that
thore need be no fear thot the national debt will rise propor-
tionately more rapidly than the national incomes Accordingly,
the problem remains a thoroughly manageable nrne, How far the
usoe of tho public credit is needed denends, indeed, in a leorge
part upon thoe oxtont tc which the undorwriting of a national
minimum by govermment may raise the ratio of private consumption
oxponditures to disposable private income and the extent to
which the national development programs moy enlarge tho outlet
for privato investment sufficiently so private capital require-
ments will be ablo to use the flow of private saving.

Administrative and legislative machinery.

To ennble tho govermnmont to underwrito and guarantee full em-
ploymont and high levols ~f income and businoss activity on s
sustained basis it booomes necossary to improve substantially
the administrative and legislative machinery of govermment

having to do with these problems. It will be necessary to sot
up on the adrministrative side a national investment board or a
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fiscal authority to cooperate closely with a joint congres-
sional fisccl committee. Under a broad legislative grant a
progrom of public constructien should be laid cut fer a pericd
of 5 to 10 years. The national investment board or fisceal
authnrity should be allowed to adjust and fluctuate the total
expenditure so appropriated ace~rding to tho requirements of
economic stability. A long range publio construction program
should be planned in advance to the blueprint stage and should
include a properly balanced assortment nf prrjects, shert term
and long term, so that the oconstruction could be adjusted so as
to stabilize the entire construction industry, public ond pri-
vote, at a high level, The public construction invelved in-
cludes, in particular, three typos: (a) standard public works,
(b) dovolopmont projocts of all kinds, lerge and smell, and
(o) publiec housing. The public investment board or fiscal
authority should, mereover, operate within a broad grent of
power by Congress and, within specified limits imposed by
Congress, should be empowered to make wvoariations in inecome

tax rates and in social security pay roll taxes as a moans

to regularize the flow of total exponditures and to promote
economie stability.

Conclusion: The Rolo of tho State and the Role of Private Enterprise.

The statement should eonclude with an analysis of the role of the
fedoral governmont in underwriting and maintaining an adequato vole-
ume of effective demand and purchasing power so that businoss oan
find adequate markets and operate at sustained and high levels of
activity. Tho interrelationship between tho federal goverrment and
state and looal government should be explored, each performing ap-
propriate functions so as to proserve local eoconomy to the utmost
possible extent and yet take full advantage of tho vest fiscal powers
of the federal govarnment, as a means of ensuring full functioning
of state and local govornments within thsir appropriate spheres.

Undor such a systom the govermment will ensure and underwrite an
adoquate volumo of purchasing power and effootive demand by main-
taining & national minimum of sneciml services, by undertaking an
improvement and development program of publie works, repional re-
sourea developmant, urban redevelopment and publie housing, and by
underwriting and meking loans to private business and to foroign
countries. The combined flow of expenditures can within this pat-
tern be varied so as to assure stability and high lovels of employ-
ment and business activity. Theso expenditures of tho state involve
direct ownorship and operation only in limited fiolds such as pudblie
power and, in the oase of loocnl government, public housing. Public
ownership of power facilitics does, indeed, involve more or loss
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competition with private enterprise, but the line of demarca-
tion between public and private can and should be worked out.
Basic &nd comprehensive regional development programs cannot in
the nature of the caseé be undertaken by privete enterprise. But
within the scope of these broad regional publie dsvelopment proj-
‘ects private enterprise, including private power, can be fittod
in so that public and private enterprise in such devolopment
projects mesh and dovetail with onc another, oach roinforcing
end supplementing the other. Proporly worked out, it ean bo
seen that such & program fundamenteally does not moan that the
state supplants private enterprise, but rether enlarges outlets
for private enterprise. Here and there such & program does, in-
deed, impinge upon eortain special private interest groups, but
thig is incidental to o broad comprehensive progrom which in-
vigorates and opens up fields for private enterprise.

Such o program does not impose direct controls upon business
regulating what it is to produce at what price, goods to be sold,
or how production is to be organized. Tho program locves indi-
vidual private onterprise quito free to operatc within the frome-
work of o freo market and under oonditions of open competition.
The program is designed to ensure a propor functioning of the
froe morket and the prico system by underwriting the total ef-
fective demand. It is not a production control program. It is
o progrem to underwrite and sustain & flow of tctal oxpenditures,
public and private, cdequate to provide sustained markots.

Such a progrom is designod to promote the growth and oxpansion of
privete enterprise. The fole of the stoto is a morginnl one. The
governmont supplements cnd susteins private exponditures by uso-
ful end productive ecommunity expenditures designed on the one side
to ensure high standards cf community servicos and tho improvement
and developmont of our humen resources, and on the other side to
imprnve and develcp the material resources of the nation. The
producticn of gocds and servicos will bo carried on by privatoe
entorprise except in such limited cascs as cloarly con botter be
uwndertaken by the gevermmente--federal, state, cr loonl, In the
usual case even public developrent projects when properly planned
ahead can be undertokon under privato production contract.

Such a program should be undertaken on a continuous and sustained
bagise. It is & program desipned to underwrite a continuous high
lovel of employment and income nn & sustained basis. Such a program
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provides insurance ageinst any drastic cumulative deflation and
depression. Nevertheless, while cpercting cn a continuous ond
sustaeined basis, there must be sufficient flexibility in the pro-
grom to offset disturbances cnd fluctuations in the functioning
of tho ecohormy and provide nct only & high level of inesme and
employment, but also substanticl coonomic stability.





