AR March 8, 1985

The big contraction of expenditures, snd hence of incomes,
hes been in the filelds of equipment =and construction, Consumer
expenditure on perishsble goods hrs declined only moderately
while smnual expenditures for equipment snd construction have
declined by almost $15,000,000,000, The problem of recovery,
therefore, is primarily that of bringing sbout a large expansion
of expenditures by corporation men, municipalities, and home builders,

2e

(2) Industrial plant and equipment is at present greatly

in excess of current needs, It will not appear profitable to
business mon to add to their oroductive cepscity until much more
of the existing capacity is utilized,

(b) The public utility industry, which normally spends more
than $500,000,000 snnuelly in new comstruction, is undertaking
practically no new cepital expenditures at present., This appears
to be due to uncerteinty whether the industry will be permitted
to earn enough on new equipment to justify its comstruction.

(e) Reilrosds would like to spend more on mesintenence and
equipment but are unable to do so because of thelr low revenues,
Incresses in weges snd prospective increases in pensions will,
in the absence of &n increase in traffic, decrease their earnings

still further.
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{(4) Munloip-litles have decreased tholr construction expendi-
tures from over §2 billions smmually to $800 or §700 millions,

There is littie prospect of unsided expension until tex incomes in-
creagse through incressed employment,

{e) Expenditurcs on residentisl construction heve declined
from over §3 billions annuelly to 9250 milifons in 1984, ‘e I
pofated out in my report to the National ‘mergency Council om March
Sth, there is no proaspect of residentisl construction increasing until
asither conts fsll or rents rise,

Thus in esch of the above cases it iz seen that inerecsed
nrivete expenditures on eguipm-ont end conastruction walt upon incressed
demsnds for the products of iniustry, "ut increused demesnis depend
upon increased incomes; and increeged incomes walt upon increased
expenditures on construction snl equipment, The impasse can be

broken only br vigorous Government sction,

EN

Faderal expenditures, for other them refinsncing murposes,
of funds shich would otherwise not have been spent, or private
expenditures of this nature stimilsted b COovernment sction, in-
crease the national money income, in ineresse of incomes, by
incroasing the demend for goods, absorbs unutilized plent and
equipment, mecns more traffic for reilrosds, incresses property
values in citles, and leads to higher rentoe-fectors all of which
stimlate private expenditures on oquipment snd construetion, Hore-
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over, increased incomes mesn s grester yield from Federal texen,

Our studies indicate that those expenditures of the Faderal
Government in the calendsr year 1934 which ineressed incomes on
bzlance, and henece were inflstionary, smounted to approzimstely
§8,8 billions, or less than 7% of the depressed national income,
:nd less than 4% of = normel income, The moderate degree of
tuginess rocovery experienced Iin 1084 can, in my epinion, be
sttributed directly to this fsetor, The smount of expenditure,
however, weg smell relative to the smount normully svent b the
commnity on equipment snd construction, :nd itz effect wes in
part offset by continued liguidation snd by incressed szving,
both of which reduce spending, The smount which 1t is intended
to spend in the fiacsl year 120550, &4 billdon (1t iz nesumed that
the #6800 million will be apent in large part before July), is
very 1ittle in excess of thet spent in the e¢alendsr yesr 1954,
There is no resgon, thersfore, to expect sny substentiszl improve-
ment with the expenditure of such & smull amount, It mey look
large absolutely, but in relation to our norm:l income ond the
income which we hope to restore, J86-865 billion dollsrs, it is
totelly insdequate. Wost of our problems hove resulted from the
shrinksge in incomes; they will not be solved until incomes are
reatored, In this cese the safest policy io the boldest nolicy.
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If we spend some every year, but not sufficient to give the
required stisulus to privete expenditures, we cen build up &
large debt and still pot be out of the depression. This has

been the history of the deficits of 195134,

Se

I heve stated uy reasons for believing that €4 billions
by itself will not be sufilcient to prime the pusp, The Admin~
istration 18, however, coumitted to this figure, The giast of
wy proyosals, therefore, is t0 make use of the subsidy principle
iv order Lo insure that although the Federsl Government spends
only &4 billions, nevertheless by the use of this sum ss leversge
it is possibkle to bring sbout {9 billions of mew expenditures,

he

deo
revival of residentisl construction would (&) relieve unesploy-
sent in the most depressed field, (b) provide expenditures and
hence employment inm loceiities roughly in proportion to popule-
tion, (o) provide & substaustisl ilneresse of {reight to railrosds,
(d) be decentralised and thue cerried out repidiy, snd (e) setisfy
urgent needs ol our people for better housing sccommodetions.

£, Heed ol subsidy, Decause ol the present relstions of
costa Lo rents & revival unnét. come sbout unaided. Efforts of

the Federal Covermment thus far in this [leld heve procesded on
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the sssusption that it is the reluctence of lenders ihat is
preventing new construction wherces it is reslly the unwilling-
ases of people to bulld thet is csusing the trouble. Loans
insured by the Federal lNousing Aduinistretion have ascunted to
only $40 millions, & negligible figure. If new houses are %o
be built and slterations and repeirs are to be sade on exist-
ing homes, it is essentisl that an inducement in the form of &
subsidy be olfered.

5. Asoumt of subsidy, It is proposed tiuat the Adninistre~
tiop grant ¢ subsidy of not less tham 20%, end wore if it 1o
thought necessary alfter {urther study, of the cost of new hous-
ing and alteratlions and repairs on existliug homes. It sight
be dealrable to decrease the asount of the subsidy ss rents

appro&ch couta.
G

subsldy could be administered through the local offices of the
Federal Housing Adainistrstiocn, or through the Home Uwners Loan
atete offices. 4 certificstion ol expenditure could be ocbteined
by requiring the recélver of a subsidy to file an afiidavit of
perforasnce, with recourse provided under ihe Crimlinsl Code for
atteapte to defraud the Coverument.
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5. Expedition, Construction sust begin within three
months after application is approved, and must be completed
not later then December 51, 1936,

S Low cost housing and slun clesrence, In an effort
to promote the low cost housing and slum clearance program,
the Government might agree to pay the costs of demolition of
existing properties and in addition to provide a subsidy to
cities or corporstions which agree to complete such projects
within a stated period of time and according to approved minimuw
standards, There should be no restrictions as to rentals or
finaneing, The sdministration shell be carried out by the
Housing Diviglon of the P, W. As

7. Objection to the propossl, The main cbjection to the
proposal is that increasing the amount of housing feeilities
would tend to lower remts, This objection can be met by pointing
out that our whole program is caleoulated to bring sbout & sube
stantiel rise in incomes and hemce in the demand for housing
sccomnodations, The overshelming importance of the movement of
incomes in this comneection is shown by the fall in rents during
the depression, despite the fact that no new houses were being
built and the population was increasing, Buillding initisted
now would lessen the danger of an acute housing shortage with
& consequent real estate boom when recovery ig achieved,
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8+ [Erecedents. Over one-fourth of the houses built in
England from 1950 to 1958 were built with State assistence,

The Gerzan experience with housing subgidies indicates that the
public reception to such schemes iz extremely favorable and
that it iz a highly successful method of getting money out
ropidly., The Qerman subsidy consisted of two perts, one of
20% of the costs for alterations to homes, and the second of
50% of the costs of subedividing large buildings, Successive
allotments were taken up with striking rapidity and in the year
from llareh, 1938 to Harch, 1584, uneuployment in the building
trades fell from 810,000 to 235,000, shile employment in the
building material industries incressed by 81%,

In this country we have given subsidies to farmers, wveterans,
ghip bullders, alr and ocesn mall carriers, and others, Although
our present proposel appears to be a subsidy to home builders,
it should more properly be regarded &g a subsidy %o lsbor in the
building and building materel tredes, It is designed to bridge
the gap betweon costs and rents which has resulted from the
He Re A¢ It leaves the home bullder in the same position he
would have occupled if there had been no N, R, 4. or rising costs,
It would be desirable to present the subsidy as a subsidy to
labor and to attempt to secure sspurances that there will be no
increase In wage rotes ag long as the progrem is in operation,
It would also be desireble %o remove all price and production
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controls from the bullding codes,

8, Amount allocaied for this program. It is suggested that
£1 billion be allocated for subsidies to housing comstruction
and alterations, If taken un this would result in total expende
itures of epproximately #5 billions,

B. Subsidies for Mumicipal Construction

1. Amuat of subsidy, It is proposed thet the
subsidy shall be 50F of the cost of new construction,

2, lo losng, The remainder of the required funde
shall be obtained from public flotation of municipal securities,
the market for which is strong at present,

5. Reliance wpon local sdministretion. Wide dise
eretion shall be left to local bodies in choosing projects
and they shall have complete freedom in the method of spending
money, with the exception that expenditures shall be non-compet-
itive in nature as this would be deflationary.

4, BExpedition. The Administration should require
that the projects be completed within a reasonsbly short period
after applications are approved,

5. Administretion. The administretion should be
under the P, W, A,

LN

The major ressons for this failure, in my opinion, are (a) the
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amount of the Federal mbeidy was too smally (b) the use of
funds is surrounded by too mamy legel restrictions; (o) passing
upon the credit of municipalities in connection with the loan
Mwmmmm{u (@) there 18 too
1ittle leverage. The provisions outlined ebove are designed to
remedy thess defecte.

7. Amount sllosated. It is suggested that 41 billlen
be allocated for this progrem which 1f fully utilised weuld
remlt in total expenditures of £7 billlons,

It 16 suggested that $100 million dollars be set aside to
be used se a subeldy and not & loan for the jurpose of providing
slectric facilities in rursl areas.

N

In seking allocstlons for areelfic projects it iz suggested
that speed shall be the srimery eonsiderstion and only those
projects which can be complaoted within a year shall be approved,
In this connection, expenditures on highways snd grade crossing
oua&.mttm; and the C.0.0. are particularly worthy of sttention,
Fxpenditurecs on highways should be undertaken through the
Paresau of Public Roads, Orade crossing elisination shall be
undertaken by the Buresu of Public Noade and the enginesring
departaent of raillroade, I% iz urged that ?Mi ald should
be in the form of grents and not losms, It is highly desireble
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that the R, F, U, should make loans on a libersl basis $o raile
roads for eouipment and maintenance purposes, Lieuidstion on
balance of the outstanding loans of the R, ¥, €, would be de~
flationary in effect and would tend to defest the other parts
of our program.

The prisary objective of the progrsa should be to ine
mwmuwntmtmumhwma
people from relief, Therefore it is a mistske to confine em-
ployment to those who ave now on relief irrespective of other
considerations,

P. Sontimusnce of Rellef Pyments

The progras outlined shove is designed to provide the
vexisum poseible amount of employment. It would be unduly optime
fstic, however, to expeet that it will result in 2 complete cesw
sntion of relief expenditurss in the fiseal yesr 1086, It ie
proposed, therefors, that #1 billion be kept in reserve for
relief or work relief peyments.

S+ Conelusion

The prosecution of the above progras would resuit in total
expenditures of some §9 billlon, with a cost to the Federsl
Government and a conseguent inorease in the public debt of anly
£4 pillion, The initial expenditure of #0 billion would wean
an incresse in the national income of some 18%, and with the
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subsequent secondary effecte chances of stimlatiag » real busi-
negs rovival are assured., Ours 18 & profit economy and in order
to get recovery we must work through the profit mative, Corporaw-
tione have plenty of woney and borrowing power which they are not
ueing, The important thing is to make it ;rofitadble for them to
use it by bringing sbout a large incrsase for the demands of the
produets of industyy, If a suffiecient stimalus iz now applied we
can rely upon the momentum thus genersted to pull us out of the dew
pression and ensble us to utilize our enormous physical eapacity to
produce.

I shall be pleased to prepare a more exhaustive treatment of
the whole rroblem of recovery if you so desire,
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ALTERHATE COMCLUSION

5. Conelusion
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The prosecution of the sbove srogram would result in total
expenditures of some $8-89 hillion with & cost to the Federal
Government and & consequemt increase in the public debt of only
$4 p1114on, The initial expenditure of $8-89 billion would mean
an incresse in the nationsl income of some 16-18%,

By increasing our national income we will solve (1) our
debt problem, (?) the unemployment problem, (3) the railrosd
problem, (4) the veal estate nrobles, and (5) the internationsl
Mmm A piece-zeal program which sesks to remedy the
debt problem by foreing prices higher through restriction of
output; to remedy the unemployment problem by taking people off
straight relief and putting them on work relief; to remedy the
railroad problem by oconomies and reduction of eapital structures;
ummm‘MMMubmmmm
mortgages; and to remedy the international trade problem by
negotiating internstional tresties, is doomed to fallure ynless
the natioos] income is ingresped, Host of our probless can be
reduced to one probleme<that of Inereasing incoues. A Federsl
spending program that makes use of the leverage prineiple will
go a long way townrds solving this problem.
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