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3.

November 8, 1937,

CAUSES OF THF. RECESSION

Ths recession, in our opinion, is directly traceable to an

upsurge in costs and prices, which led to (a) excessive inventory-

buyins apd forward ordering snd (b) reverssl of a promisine revive

al in building., {Bee charts. Note particularly wide wholessle
prices disparity efter July, 1936.)

Purchesins power in the hands of consumers failed to expand
sufficiamtly to maintain the new levals of husiness setivity., De-
partment store dollar sales showed no increase = fter Jamuery, 1937,
despite monthly incremses in retsnil prices, Hzé {1t not been for
instalment ssles, the volume of retaill tyade wonld have heen smaller,
There was no incrsase after Moy inm the meonthly index of nationsl
income,

Amons the factors asccounting for this failure of netionel in-

gome to increasa were
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te Decline in building

b, Deeline in the govermment®e net contribution, (SBee
chart.) Por the Tirst time aince 1930, the govermment
is pow deducting from buying power as much =ng it is
contributing.

Thers is no convipcing evidence thet the umdistrituted earnings

tax, the capitel gains tax, or the warious repulatory setivities

of zovermment played seny simmificant purt in drinzing about the de-
eline, In important segments oY industry, caepitsl expenditure last
#inter was limited only by physicel capneity of eapital goods produce

ing compenies, For the first nine months of 1937, new plant and
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equipment expenditures of mining and mepufacturing compsnies approxi-
matad she lovel of 1928, In addition to the $4 billion set aside

anpually for deprecistion, nop-fimsncisl corporstions can rotain 40%
of their ssraings by paymeni of sn oversge undistribuied earnings sax

of 18.72%, During the Twenties, only 43% was reteoined,

208SISILITIES OF REVIVAL

There is little resuon 0 expect a "nutural™ upturn in the pear
future, The recession gould be severs ind prolonged if govermment
does pot intervene, dadthor of the two forees commonly stated 85 Tee-
geperative facvors, wiz, correctio: of the inventory siiuation or
ecemmlated shovtages of durable zonde cen be depended upon {or re-
sumption of recovery. 4hke decline is pow gethering momentum, and the
longer remedisl aciion is delaysd, the less effeetive will Lo measures

of intervention,

ELEMENTS 0P 4 PPOGRAN
The various suggesiiouns thet Tollow are desipned Tirst to modere

ate the deeline in cousumer tuyins and Iatar halp to dring about a
substantial ipereuss in purchsslingz powar,

i, Sovirmmentel purchases, It i3 sugeestod that the JTedernl govarn-
mont plece orders at the earliest possible date for such materials and
supplies us will be required for the operstion of the various depart-

ments and egencies for the remeinder of the fisecal year.
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2. Apticipation of some items of expenditures, The possibilities
should be explored of tramsferrins cersaln expemditures from the

1939 budget to 1938,
Note: Neither (1) nor (&) above would increzse total goverp-
ment expendituras over the two year period, It misht ever re-
sult in savings.
3. ERelief, Unenticipated lmeresses in requirements of ¥W.P,iA., this
¥inter should bs prompily met,
4, BuN.A, 3Bxisuing application for P.W.A, projectis vhieh cun ba
startcd immediately should be approved,
5. Private i The one field on whleh reliunce ean he placed
for a sufficlent volume OfF axpendituree to turn the side, if adequate
stimulation is given, is residential building, It haes bsen demone-
stratod many times, particulerly in the recession years 1921 and 1924,
that building construction gap move upward in the face of a downusrd
trend in business setivity. (Sec chart,)
A building progrum must be devised, whiech, ahove eviry other
eonsideration, provides houses spd upartients on terma which are more

attractive than those preveiling on existing struetures,

Heasures to Reduce Building Costis
One of the fundamentale for securing low bullding costs 18 astract-

inz large acale builders inte the field of housing. This would make

possible lower building materisl, eguipment amd lzbor coste,

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



-G

8, DBuilding materisl costs, Rip-risnce imdicates thet mmltiple
building results in savings as high as 20%, This orises ©rom sharing
of ratail merglve sund savings in the bulk hamdling of meterisls and
scuipmant,

b, Lavor cosis, Multiple conetruetion would permmit regulerize~
$ion of builiing lobor smployment, and greater annuel imcome. In re-
turn for s zusrantesd aspmusl incone, coscessions in weage rates ure
posailtle,

E. Finunce churges, Tinancing cherges are relatively a2s axcess-
ive as milding egquipwent, materisl and ludor costs. On Octoder 1,
1976, coumercisl banks in eigh%een s%ate’ were obiaining &% and over
ox the bulk of their individuz) real esinte louns, The medlan erfect-
ive rate charged by Federal Bulldirg snd Loan Associations wes over
7% in 21 states in March, 1986, Even mortgages fully guaramteed by

§ the govermmemt, sre¢ ylsldin: lepders over 53 =24 ar: costing borrowers
63%. (The bulk of ¥n;lish residential building has been done on 43%
unguarenteed morigngos,

Financing eosts ¢an bo reduced bys

1. ‘ﬁaiyrz F.H,A, Ahmus]l insursnce premiums smounting
o .

b

%, Eliminetion of 3% sarvice churge on insured mort-
gesets

3, Heduction of down payment to 10% on houses in the
lower cost Lrauekets,

Adoption of the above proposals would have the ssme offect as re-

ducing corstruction costs by 11%. If the met rate to borrowers conld
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be cut to 43P, the sevinzo would be equivalent to o decline of
15,38 in construction costs, If, in addition, 2etusl cozstruction
gosts eyuld B3 eut by sven as littls as 5%, ths total cost of ace
quiring & new homo would De raduesd by anproximately 20%, HExtension
of +the period of asortizasion would also result in substantisl sawe
ings,
ted Dividend Le Hous

The comsirection of apartmenis and flats can be neiXedly otimu-
Jet~¢ by mekin~ certain chanses, alresdy presented, in the Fedoral
Housing Act. Xliminatics of the insursapee pramium would ent financ-
inz comte by on amount aquel 1o 6,1% o the conctruction costsé.

In thie field, o chisef problem is the ajtruction o capital.

Cartszin smendments2 to the Pedersl Housing Aot can providd this aitrac~

8, Tex revisiop., It heo basn susgesied thet eorielin chamiges 1n the
guiatine lews would stirulrte the purchase of duredle poods, Revisions
in the undiestrituted earnince tsx should be limitsd to providings

n; Exemptior of =11 earniuge up o $15,000. (Thiz would exempt
about 0% of all ecorporstions and would apply to less than 109 of the
earpings of all eorporstions,)

be Hxemption of esrnings in sxcess of §15,000 shall he appliceble
only t0 such amounts 28 sre cciually expsnded for pew soustruction of

plard and equipment. This oxempiion should mot exceed 30% of total
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earnings and be applieabls to actusl expenditures in cxcess of expenditures
egual to current sumual depreeiation charges, Further, this oxemption
shouid be sbscluiely eonditiomned mpon imposition of = pemelty rate of tax
on sarnings not used for these stated purpnoses, which will insure their
di=tribution to svockholders,

8s Cupital gelns tax, Somes stirmlation to expansion of smell entere
prices may be provided by applying low flat rates to eapital gains up to
$50,000.

8. MNew toxes, Corsideration of new texee misht bs delayed umtil nexs
#pring when a clearer vier of the busipsse and revemne progpoets will be
available,

8. Balunced budget. The objective of a balanced budget for 1939
should be retained,

Teuchiin Currie Leon Henderson Isador Lubin
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