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I left this with the Chairman Saturday night.
I would like to have the charts returned, as I did not have an

opportunity to meke any copies of them.
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COPY
October 29, 1938,

Fiscal Advisory Committee

Chairman Eccles

Leauchlin Currie

I am attaching some material for the next meetingz of the Fiscal
and Monetary Advisory Committee, along the lines you suggested.

1. The first is a one-page statement of the problem wherein
I suggest that the title be changed from "Transition Problems™ to
"The Problem of Timing in Compensatory Fiscal Policy". You might
want to secure this change as the present title restricts us unduly.

2, If time permits and there is sufficient interest you may
want to present a slightly longer and more technical statement,
which I em also attaching.

3. For illustrative purposes indicating some of the basic
factors involved in compensatory fiscal policy, 1 am attaching sone
charts with brief comments.

4, In the list of investigations required I suggest that the
title of (1) be changed from "Amount of nationsl income to balance
budget (a) at different price levels" to "Revenues that will be
vielded by the present tax base at various nationsl income levels,
{a) currently, (b) after a year's lag".

An addigional topic might be "Ths probable trsnd of main classi-
fications of expenditures, (a) on the basis of past experiences and
present plans, {(b) at various employment and nutional income levels".

The National Resources Committee interprets the investigation
entitled "Bottlenecks" to mean all the factors that prevent the
atteiomment and mnintenance of full employment. This entails con-
siderable duplicafion with our problem of timing., I should like
them to do more intemsive work on probable labor and plant bottle-
necks under the broad heading of "The Rate of Increase in Produe-
tion and Consumption and Incomes that can be sustained without
excesgive price and inventory maladjustments,™

An additional topic of a mouetary neture might be "The Rate
of Interest in Relation to Price ldovements and the Attainment of
Full Employment.™
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Octover 29, 19%8L. 5g

Tz TRANSITION PHOBLAE IN CONPINsATOLY PLOCAL POLICY

A morsa dasoriptive title would appear to dbe "Tho Problom of Tuuing
in Conpensatory Fiscaul Poliocy®, Any trapstitvion that mey be nmade from
deficit finmuncing to dedbty retiranest is nexely one stnge in the contine
uous problom of gearing Tisonl opsratione to private business activity
to the ond of sohieving and mainteining full employments

The urgency of tho problom noed not be stressad heore., The only
question is how far the provles is subjset to solusion, This, in turn,
boils down to the two=-f0ld task of fmproving, on the one hopd, both our
analysis and the quuptitative epproach to the problen and, on the othor
hand, improving the teohnique nacessary to earry through the polioy which
is indicat»d by our anaelysis,

A broad anslytios] snd quantitetive approach ic vary briefly swmiar-
1zed in the acconpunying mesnorsuduis

It 18 believed that with prescut knowlodsye and data wore preclse
information than at dresenty iz urveileble on which to base drosd trends
of fiascal policy can be obtained, With intensive study und the develop-
ment of more snd bhetter releavant data, the basis for policy should ba
subject to oontinuel improvement, It 13 maphesiznd, however, that what-
aver precleslon we con hope to obtuin will still losave s wide possible
murgin of eorror, particularly in the short runm, and that, thersfore,
efforts should be made to sacure as much flexibility and appropriste

automntiolty in fiserl opornstions as posaidle,
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Ootober 29, 1988,

COMPERSATOKY FIBSCAL POLICY

The Problem of Tining

A Brosd Bistement of the Problewm

1, A sveady incresse in consumption is the prive reguisite of
a progreasive economy.

2« Tho desirablo rste of increase in conmumption 18 as rapid a
rete as ean ho ashieved without excessive price advances and inventory
scounmulations, This does not meun go advence in prices, It means no
graater advence than ie corpatible with sustoineble growth in fnvest-
ment, incous and eonsunption,

3. The desirable rate of inorsase in consumption may be expected
to vary with the degrse of excess productive capacity, the nuxber
and aesture of bottlenecks end shorteges, the temper of the businesa
community, etc., beinz higher when emerging from rocessions than when
approaching the linitations imposed by physicul produective capacities,

4, Growth in consumption depends on growth of incomes of wage-
earners, low-galuried percons, farmers and swzall business men, wodified
by the eapsnsion and co-traction 0f consuvier saving and counsunmer debt,
{See chart).

8. A growth in incomes 15 dependent upon whether the avount
added to the spending streum through cupital sxpenditures and pubdblie
expenditures in éxcesa of tax racaipts iz greater than the smount
withdraxn from the spsnding strasm through the failuye of current

income to be spsnt on ocurrent consumption,
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uzn

8, Henco, the growth of couswaption is dependont upon a growth
in private capitel and public¢ exponditures in excess of current
receipts, assuming no chuange in thae roleiion of consumption to inocoas,
oy on & rise {n the proportion of ths national income sSpont Oon COn-
sumption, assuming no change in private capital and public deficit
expendituras,

7. Assuninz the goal to be the sitoinment wpd meintenance of full
employment, fiseal policy should be dirscted {owards

() supplementing {or offsetting) the volume of privste
ea;itsl expsnditurcs and/or
{b) modifying the relation of consumption to incone.

8, The former type of asotion (&) is concermad with tha relution

of government expenditures to recsipts; the latter (b) with the source

of recelpts in rolation to the girewoiion of expenditureas,

B, Droad Guantitative Approach to the

Eroblers
1, Celoulate nutional income nseeassry for full enployment.

2 Xstivate maximwn sustainable rate of increase in nationsl
ipcoms to schieve (1),

Ss Ascertain rodlo of capitnl investment plus government contryie
bustion o incoma in the past.

4, Conpsider how fax covelopmonts of reoent yasrs may be expected

$0 oall for a differant ratio,
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B

8. From (1), (3) and {4) csleulate amount of private capital
formation plus contridution by non-faedersl public suthorities pecess-
ary for full employment.

6, Dotermine desirable rate of increass in capitnl saponditures
to arrive at full employnmant.

7. Xstimate the probable expenditures in esch important rield
of capltal sxpenditures,

8, Ir a deficlieuncy appesrs likely, coasider how far this could
be made up {a) by & continuing federal contribution and/8r {b) through
o modificution of the retio of consumption to incore; if an 8xcens
appoars likoly, consider how far this could be offset (a) by a pega-
tivo federal contribution snd/or {b) through slowing up the rate of

inerease in consumption relative to the growih in income,

Ce The Hansline of the Shorteterm

Conpensatory Problem
1, The type of approach outlined in B, while wvulid within

broad limits, nocessarily entsils a possibls margin of error large
in relation to tho magnitude of the federal contridution, Inventory
wovements, chuanges in consumer debt, housing nud foreisn developminis
are partioularly daifficult to forecast over the short tem.
24 Therefore, the practical approasch should bs along two lines:
(8) Securing such longer-tern modifications in the

fisonl policy of the Government as appear
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callsd for ss a result of tho broad,
pover-all tyne of statistiocsl investiga-
tion outiined in B,

(b) Becuring as lurge u mossure of flexibilisy and
appropriate mutousticity in Govamment
receipts and expenditures es possible,
voth within and outside the budge:, 60
as to be in a poaitiox o secure the
appronriate reaction to unforesseseen shosri-tern

buriness devalopasnts,
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October 29, 1938,
Chairman Eccles Meeting of Fiscal Advisory

Lauchlin Currie Cormittes

As 1 huve prepared quite & raft of material for your possible use
in connection with the nmeeting of the Fisczl Advisory Committee, 1
thought you might like to look over it beforehand in order to decide
what, if any, you woild use and also to give you a2 chance to suggest
any changes Monday morning.

Even if you do not propose to take along any meterial, I should
like you to look over the charts as an indicetion of the type of
work which, if carried on on & current basis, would reduce somewhat
the elemant of guess work involved in the problem of timing, I have
attached brief comments to each chart,
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LIST OF CHARTS
Groas Netionsl Product and Privaete Cepiltal Formation plus Net
Govermmant Contribution, 19£5-1937,

(ross Capital Formation plus Net Govermsent Coatribution,
197261937,

Expenditures on Producers® Durable Goods, 1925-1937,
Oross and Mot Fedoxsl Contribution to Buying Power, 1932-1936,
Income Payments und Cousumers' Expendiiures, 1920-1938,

Conpensation of Eaployees of Public Hervice and of Mapufucturing,
1929-1938,

Produotion nud ths Quantity of Hetail Sales, 19291938,

Producers® Durable Goods and Tholr Utilizotion, l929-1937,
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CORGUKER BAPANDITUKES AND TOTAL INCOME PAYMINTS

This churt indicateas

(2) the close corrsspondsnce 0f consumers' expenditures with
the income of wage oearners, farmaers, salaried workers and snall
business nen.

(v) that tho savinge of this group vary with income, Despite
the contraction of consumer debt from 1929 to 1932 and the expansion
up t0 1937, copoumption fell leass than incomes in the former period
and rose less in the latter, In the early stsges of a docline
conaumption mppearc to fall zore rapidly then income {1930, 1938),

(c) thas the rate of imcreas¢ in conBumpiion was sxeoptionally
rapid in ths latter paxrt of 1936 when we were approachipg plant
cupacity in var{ous fiecldéa,

{a) that not only did incomes cease to expand in the Spring
of 1937 but that consumption sctumlly declined, This was a fatal
aggrovation of sn otherwise suffioclently criticual inventory situastion,

{e} <the monthly average of nutionsl incone procuced, which
includes intorest, dividends und business ssvings, la suporimposed
in red on the chart to bring out the frct that total income shrank
more than consumption im the depression, and rose more rapidly in
the recovery. The risse in the morthly average in 1937 was, of courss,
held down by the bad last quertar,
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PHODUCERS' LUNABLE GUODS ARD THFIE UTILIZATION, 1929 ~ 1937

This chart i designed to illusirate roughly the chunges in the
degree of plant utilization, relative to 1929, Although the corposi-
tion of demnnd in relation to the composition of plant facilities
would have to be intensively studied in apy inveatigstion of possitle
hottlenecks, use of the chart msy be justified %0 bring out the broad
facta,

{(a) that as a result of the long depression the slack in the
labor supply by 1937 was far greater than the slack in plant facilities,
relative to 1929, This is & grave type of meladjusiment ond constitutes
& sharp limitation on the rute at which the unemployed cux be absorbed,

after the bulk of aexcess plant oxnpnoity hus heen ubsorbed.

{v) thet in late 1936 we were approsching the 1929 degree of
utilization ol our plant facilities. Since there is rocson to bolieve
that the production index did not adeaustely represent the increase
in production from 1933 to 1987, it La quite possible that in Dscenber
1936 we nsctumlly attained the 1589 level or utilization,

{¢) that vhen the degroe of plemt utilization, relative to 1929,
passsd 8 porcont,the rate at which additions to the stock of producers’
duresbls goods were being mnde, speeded up,
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PHYSICAL PHOLUCTION AND TIX QUANTITY OF PETAIL 8ALNS, 1929-1938,

This chart indicatast

{a) that the physiocsl gquentity of retril selem shrank far
lees then roney inscomee or physiocul production in the depreasion
end that, in genersl, the cmplitude of the fluotuations in the
gseries i3 much less than that in others,

{b} thet the volume of rotril salese in late 1936 and sarly
1937 sxosedsd ‘the volume irn 1928,

{c) that the volume Of retail sales shrpnk subatantially
from late 1936 t0 the niddle of 193%.

(@) the divexgonce of production from retail males is attridut-
able to the wider veriations in production of capital goods and
of changes in the physiesl volume of inveniorias,
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THE GROSS AND NWT FEDFRAL CONTRIBUTION TO BUYING POWER

This churt showss

(a) the drastio naturs of the reduction in the federal contribution
in 1937, partly attriduteble to a4 raduetion in expenditures dut meinly
to an incrsase in tax veceipts, Doniu)l esecurity taxes playsé en importe
ant 10le,

(b} the stzeable incrsass in gross snd nst axpenditures in the
firet hull of 1928,

(e} tentetive sptinetes of the gross und net contribution for ithe
ramainder of the fiszexl year,
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COMPENSATION OF EMPLOYFES, 1929.1958,

This chart indicatess

{e) ths increase in importunce of incomes derived fron
publiec nuthorities in relation %to incomes derived frow miming,
mamufaoturing and comstruction, If the compensation of employoes
on public construction and ferm benefit puymsnts were included,
the compengation of employses derived from publie ssrvice would
sotually have surpassed the coupengation derived froa mining,
manufacturing and privsie construction in the smuuner of 1938,

() the mnintenunce of consumer incomes derived from publio
suthorities in the depression in contrest with the large ahrinkuge . -
in conpensation derived from mining, menufacturing and construce
tione

{¢) the subetentinl expsnsiodn in the incomes derived fron
public sorvice in the firstv half of 1938, whiph rmors then
sounter~belanced the decline in mining, manufsoturing and congtruce
tion. This is the nain reason why couswguer incone has depictad
on andther chart shrank so little in the lato rac¢sssion én coupariw
son with the drastio shrinkage in produciion.
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Gross Capital Formation

Nationnl Plus CGovernaent
Product Contribution
1885-20 85.2 15,1

1929 80.8 16,7
1930 80.4 11,1
1981 84.5 8,3
1982 48,0 8
1935 46,8 3.7
19584 £8.5 5,6
1935 82,1 8,8
1836 71.2 15.8
1987 78.0 14.4
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GROSS CAPITAL FORMAYYON PLUS NET WEDIRAL COLTHIBUTION,

This chart, pressnting a breakdown of copitel sxpenditures plus
govermaent contribution for the years 19261987, indicatesas

(a) the varicus fiolds in which increnssd incone~generating
expenditures must take place if we ure to anchieve & nztionsl incone
reguislite for full employment.

{b) +the high lovel of expenditures for inventories in 1936
and 1957 and hence the extrene instability of the total incone-generating
exponditures in those years,

(c) the importance of the doclins in the net government contribue
tion in 1937 in slowing up the ruets of incresse in totol income~-genernting
expondi tures,

(d) tho importance of residential building in tha ysars 192529
and the lag in this saries in the recovery in conparison with the extent
of the recovery in producers’ durable goods expenditures relative to
192829,
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GROSS KATIONAL PEODUCT

Kuznsts® gross procuct series is usad with ths deduction of Uovern-
ment savirgs ond imputed prsnts, both of which itwmza ars of doubtful
validity, OGrozs product differs from net product, or natioasl income,
by the amnount of deprsclation charges on businezs und residential capital,

GlOES PRIVATE CAPITAL FORMATION PLUS NET GOVIIUMINT CONTHIEJITION

Capitel forumtion includee Terborghn's estinstes covoring producers’
durable goods; Kuzpete® eeries for net change in inventories carried,
through 19357 by the use of Dun and Erudstreet msterial, and the nes
change in claims eczeingt foreizn countries plus net purchuses of gold
apd silver, The net Covwaramment contridution cove#s both the Foderal end
the State and locel goverments, Yor the latter the changs in debt outw~
stunding as estinated by the Tressury is uaed. The Faderal noet contri-
bution hea been carricd back to 1830 by the method davaloped in this
Ssction, For the pariod 1925 to 1930, the change in the outstunding
debt iz used &8 the best worissz avoilable,
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PROLUCERS® DUKARLE GOOLS CILdT

Thig chart bringe out:

{a) the divergsnce in the movement of capital expenditures in
mining snd mepufueturing since 1938, as cospered with eapiisl expendl-
tures in the utilities and railroad fields, Mining and manufacturing
expenditures recoveyed thelr 1928-29 leval, while both railroad and
utilition lagzoed way behind,

{b) the relasive importance of these different types of producers®
duraeble goods in the total of business capitel formetion, A recovery
in the railroad and utility fields to the late Tweuties® lewvol of
oapital expendiiture would menn an increase over the actusl 1937 out-
lays of sbout @1 billion, This would bring the 1937 total for producers*
durable goods up to §8,% billion, still conmewhat short of the late
Twenties' lovel, The rest of the deficisncy is sccounted for by comuars
einl buildings, which fell from zn annusl aversge of $1.1 billion in
the late Twentios to less than $400 million in 1937, '
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GROBS NATIONAL PHOLUCT AND GROUB CAPITAL FORMATION PLUS NET

GOVIHHLENT CO:THRI BUTION

This chart is desizned to shows

{a) ¥hat tha emount of private capital foramtion plus
the contribution of public authorities will have to be to achieve
various grous national income levels if the sams relution between
these saries prowvails in the future na prevailed {n the averaxe
poriod 1925-1929 snd again in 1987, (The couparison is between
g&ross cepital formation end grosa mational incowme. The relation

batwaen gross end net capitsl formution and net nstional inconme
ean be derived,)

{v)} How investment increased relative to consuaption
from 1982 to 1937. Another way of saying this is that, due to
the ineresning desirs and ability t0 save, & given amount of
capitel formstion expenditures plus federsl eontribution geunorated
proportionately less national income in 1937 then in sarlier yoors,

{e) How very slight was the increase in the combined
oepital end not govermmwnt oaxpsnditures in 1957 over 1936, compared
with earlier years,

{d) That our problem in attaining the reguisite nationsal
income 18 %o mogurs higher cupitsl axpenditures plus Governnent
contribution than provatled in 1989, and/or to incrense consumpe
tion relative to cepitel expenditures through tax legislation,
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