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October 1, 1934
Secretary Korgentheu
¥r. Eccles
Res Comments on unemployment insurance.

At a time like the present when there is a large volume of unem-
ployment it is to be expected that verious schezes involving some form
of so-called unemvloyment insurance should be urged for anactment'ﬁb
the Government and should gain considgrable support in some quarters.

It is true thet unemployment irsurance hes some nerit, and an
inauguration of it would have certain desirable effects. If the funds
were handled capably we might expect that benefit psyments im periods
of depression would maintain consumption in the lines of industry pro-
dueing basic necessities and favorable repercussions would be felt
throughout all industries. Also, & premium schedule might be set up
8o a8 to encoursge employers to regularize production, thus tending to
decrease the seasonal peake of certeln industries and to cut dowm the
labor surplus attached to such industries end employed only in peak
ceasonal periaea. Finally, unemployment exchsnges if included im the
unemployment insurance scheme would increase the fluidity of labor,
provide & more ¢fficient organization for relief snd incresse our
knowledge about the unemployment problem.

However, in spite of these benefieial results unemployment insur-
ance schemes entall difficulties, snd we must not be mislesd by the

g11b cleims which their proponents make for them,
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If unemployment insurance were set up on & national g§§£§h large
funds would be involved. How these funde are invested in perlods of
proaperity end liquidated in perleds of depresuion would bave a cone
siderable effect upon the volume of business activity end the level of
netionel income, If they are handled in o haphagard mannsr we might
well expect thet unhealthy booms would be furthered snd depresasion periods
Inoreesed in intensity. I have e memorandum analysing the difficulties
that are involwed that I will be glad to have you rr-ad. Strangely enough
in most dlscussions of unemployment insuranos this very important cuestion
of how the reserve funds shall be handled is almo:t entirely ignored.

A much more important objection to unemployment insurence iz that
it only trests a symptom of the industrial neladjustments without amy
attempt to get at the baslc factors which creste theme. Thus 1f a come
prehensive unemployment insurance progrem were imsugurated it night
lead to compleceney on the part of leaders in Government snd a feeling
that we have »olved the problem of unemployment,

¥y general position upon unemployment insurance is that 1t might
be all right to ingroduce some form of 1t into our economic system in
the future for the resscons mentioned ecarlies but by el]l mesns we xust
resenber that this ic not going to introduce any "cure sll® into the
systex and that much more important measures muzt be takenm and greater
controls introduced over baelc factors in our economic life if we are
to obtain stability.

8uch a progrse for increasing security and introduecing stabllity
should concentrate it seems to me upon the operation of our money

bystem because money factors are of the greatest importance
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ix permitting both boom perioda and depression periods to go to great
lengths and to get ocut of control with disastrous effects upon busin-
ess activity and national income. Unemployment erises in largest
volure at times when we are having a severe contraction of bank oredit
and hence a destruction of bank money which is the moazt important type
which we now use. Under such circumstances we also find that deposits
are hoarded by corporstions and individaals and this places a further
depressing factor upon business sctivity and leads to further curtailw
zent of employment, Thus at the present we find that bank deposits
have shrunken something like SOf from the prosperous days of 1928 snd
1929, whiles the velocity of circulestion of these depozsits hes declined
by 508« I the President expects to increase the price level to any=
thing nearly aspproximeting the 1926 level and to increamse industrial
production and hence employment, it is essential that the avallable
money supply end its velocity oftgirculatiou be increased by very ap-
preciable smcunts or his program will be doomed to failure. Of course,
we hawvs gotter ourselves intoc & very severely depressed condition and
therefore much more drsstic mction will have to be taken to work oure
selves out of it, hence it may be necessary for very large Government
expenditures before they will teke hold and private indusiries will
come back into the plcture, but as the President answared crities in his
speech the othsr night,"™Mo country however large can afford to waihe
its humen resources®, HNor should we worry ebout an unbalanced budget
in cerrying out such a program becsuse if we have a large inorease im
national income there will be no difficulty at il in balancing the

budget froms normal tex revenus. It is only when we have a very such
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shrunken natiocnal income that the tax burden becomes onercus. We must
get the pesople of the country thinking in terms of a balunced budget
over & period of years insteed of s balenced budget within sny one
glven fimcal yser,

ks & long run proposition we should provide for more direct and
forceful action by the body which is entrusted with the responsibility
for monetary controls It seema to me that if this body would take
action immediately aft:r a deciine hag sturted much of the cumulative
effects of deflation could be everted, Also, 1f the Governzent were
willing to start out immedistely with a spending progrssm which was dee
signed to fill the gap which private enterprise had left by its curtail-
ment of new oapital construction the monetary policy would be desirably
supplemented,

¥e might obtaln a bstter control over the veloeity with whioh funds

Loy Ale
are spent if we hed & tax system which wes rore adeptwbie end which was
designed to effect a more even flow of funds, However, thls questlon
of welocity, while sxtremely significant, is one which is ﬂifricultAm%
analyazs and one to which s Governmental policy is not to
eontrolling.

In other worda, we must concenirate upon decreasing the volume of
unemployment and to adopt and cerry out policies designed to eep am-
ployment at a rmaximum, eand if as the President seld in his speech Sunday
night *I stend or fall by ay refusal to accept 88 ] necessary condition
of our future a permanent army of unemployed®, 1% will be well o take
such measures proxptly. In my opinion, no scheme of unemployment in-
surance offers the prospect of doing this to any really significant
extent, It is unemployment sngendered in the depressien pbase of the
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business cycle, when all industry and business is curtailing operations
and turning men cut, that calls for imrediate and sustained sttention
for here is the graast wesie of our malerisnl ard humen rsscurces, At
best unemployment insursnce can bul slightly improva the level of
production over the period of & businees cycle. Although it might
decreece sszsonal snd techrological unemploment these after sll are of
minor eugnificances Moreover, 1ta benefits in providing a better or
ganised labor merket end m pore efficlient organisstion that might be used
to administer relief while desircble are not of prime importance in
galving the real probleme of the economic system shich apparently works
80 badly in certein periods,.

In conclusion, I suggest that we attompt to put through an insurance
of incoze upon & natlonal basis lfor the unemploysblee through the introw
duction of pjd age and incapacity pensions of some type., Unemployment
insurance on the other hand would be deflationary if introduced at the
present tine even though there were a deley of ssy one or two years bee
fore the system were actuslly lnesugurated and I believe that thils might
wait until a later date, inasmich ss unemployment insurance is not of
fundamentsal significance in solving the employment problem for the country

as & whole.
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