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Office Correspondence Dflte ja»ary &6,1939,
To_ Chairman Eccles Subject: Treasury chart
From Lauchlin Currie

Attached are some comments I prepared at the request of Mr. White on the
accompanying chart. The chart was presented by Mr. Haas.
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Lauehlln Currie

T^ASUKY ChAKT Afti, 'Ail... ̂ Qs.Jtî UiUJ IN 1937

The ch&Jpt —gVfl the impression tatft tat l a w — In reserve

requirements ia 1927 was r««99S*lbl« for th -.omnium In business

activity tut that tlu; uaclinw is. the *net C»JSB deficit" Mi not an

Important factor M i t o&ĝ n fifteen months before 'bugLtmsa turned

uown.

Judging from tlu series pres^i.tecl, M ^ell &s IbOM oiaittsd^ the

line of reasoning ftfp«Kirf to fet M followBJ

1« The rise in res-rve ra^u-lrem^iits 1*4 to s&les of Ck>Torn

»ont ••# mritl#t I fall in bona prices.

t« This, either throiigii unasrmining C0nfl4«aM or tnrough

a aeclins in MH security tMlM#f 1*4 to a fall in MW ora©rs,

3. After 5 tlttt %1M o.eclin«; in nsvs orders was reflect'3C in

d t l i X in business activity.

4. All other ft*%67i that couia have affects: tflU%ftiiJ

activity arts UflHrf not to kMivi tMNia eufficiGutly iwportsnt to b©

successive st^^s la the lint of raasoning will be t

In turiii

1* I t m%y, in the; f i rs t plae©, bu coac@d©cl that the rise in

r»»tf l ra^uirsments in tha isrlBg of 1937 (together Vltb 11M gold

aterilizetlo:. policy) had MHWtfti&f tc ta '̂ vitb tho • — t m i in

prices, although tho ©fidenc© is by no MNMM clear* I t is worth
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tiuat the suostM&tial cut La «X*#«f FMMWVBi in 1936 passed with

hardly a rlppla in tti« boaa Mitart« Bond prices f e l l sooner »at

further in llglimil than li«re» i\g?,in, tlM p&ak Qf bond prioas here

reachsu in &«rlj Dfceember ftlthougfe thi siitioitn cement of the

increase ia rsa rv© r»qHlf<— >tl vftl not mau© u n t i l Jaa-

lOtlU I t ftfjHMU*B| i n o tba r PMNbta t moot qMfti^B whether a

in tht.: Io2û  sustained bull market in bona& woula not

eo place r^g^rdless of mouwt̂ ry action, &lthoush mon«tar^

&sd th^ fttilmr* to support to bona market in B*reh through

market purchases, auubtless ifiteasified the re-jctioa»

£• T&Q na^t important stay in the cbftla of causation, Jucigir̂ g

fFO£i the ch&rt, is the ecmnection H U m thv fall in bold prices

aac | |M ttnlt l i ! • new or-cLfcra, Such I coanection mlglit either b#

a air«ct psychological oii^, or through tbi ne% iMRia market

capital ^Sy nuituras.

Considering thti tint t;iat must elapse Letwee^ c^vit^l isauwa

Mtf actiifil exp^ri-titures, 0,:;e coula bar-aly exp:.ct BB iast^ntaneous

re&ctior» on MM orders from this source* In any case, ths volimo of

mm corporate i®8U?gi in tfet firgt six itoi;ths of 1937 was nearly douul©

tlM ¥olu2iie in the f i rs t six month,? of X986« .^pon^itures by railro^dE

Ukd u t i l i t i e s on mw plant *W& B uipaent for Id37 as I whole increased

66 parcant over 1936, whoraaa the M%i of l u w t i i of 1936 over 1935

PM only 51 percent. Sxpenalturas b/ minin,:' an>i »snufaeturiiig for

new plant anu ©'.suipacnt# despite t lest quarter, incrt<if t 36

percent over 1936, whicto Wit the rate of increase of 1936 over 19S5«
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As for th« direct psychological reaction, oil;-' MUlfl expect

th is , if at a l l , eittu.-r to follow UMftdltttlj upon tr . a ce-

ment of DM MM WM rv© re ttljft—nti, or upon ttui fall l l bo.:ci

price*• Actually t \k of RM ortiyr.::>, M ifcovfl on tfcw chart,

oeeurrau two months -;ftnr tfto announcement of the am r m f f i re*

co:it«siftporttneoujsly with tba fa l l in bo&d p?io©s i s

tool orders reached t te i f p*«k in April. I t ia

difficult to oBtablirjh any rCMCNMb&f connection telVttii thu cour

of bond ft%XA§ tftfi new oraerc.

Ho btt^mpt MM m«oe in this chart to relate UM trend of new

orders to more obviously r-alateu fiictor^* For example, feov aeuch

of ttM bulge in ate^l orders »*« attrlwUtuble to orders placed

higher prices bscame effactlve? Eôv ai-:ny orders were plti«*d oee&use

of threats of dolftytd &*XlT*ry bt?cause or ttrikoif ••€ tlM

of ordera yttain&d in M^rch 1927 in line vlth current t

fee knoŷ , from the evidtsnc© of the excessively rii^ia incr^aa® ia

inr^ntoriee m\ that time, tli&t new orciars MtiNi f»* l l • « • • • • of

current consumption* Cons©, uently thsy warti d«0 for ?cli{iet

tad coulu only have been ttoBt*%at •? &t tlM Murch level at %h

of ia iocreasia,:.;ly unbalanced economic structure,

3, Th£ n^xt iBplicstion of thi ft ir* tlMt th« d*«lln« in

ordure m i t)M ceusd factor r*SUltiag in tbe lnt^r aeolina in

Ira îattM ;.>ctiTlty, To- establish toob i connection would r

careful tad «xt«.nav î ttudy of MBjr ft-ctor- . . upon tte
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-03 tr-':ru.. OX" OT^QTS i l l - tO tlM l . V v i M 4 t r . iiU Of prO .uCtiO/}|

consumption tad LST*atttri*Sa Ufcioll ass not b&ea doat a#P«« Actually,

i t can ba sstabiiariKC. that tat l'^vel of a*V orciars in tat MU&y p*T%

of 1937 m i tar ! • exeetss of i t t f fH ooMwytlo lnMi<t la wuqr

places, in axoeas of ^r^UOtlTi Mpiitlty* A cecline tins insTltabli .

Shetbor or not suoh • aoclin, VOUlli latvr rfceult ia a btt»itt#tl 1*8iXi"1

ioa, bOW1T<r, i f f »t>d upon, tha eourM of ineoL . S eo'.swption* If

consiaaptiou had UiWMtii &nd if production wse in lint i itb consump-

tion, naw ordyrs would ho.vc OMM in aa tha b^cklo^ of ola orders was

baiiiA: exlu^usteci. This p^lst l#«4i to —

4* Tilt* fiasi ImpllcstiOG, of ¥hi ch^rt i fell f,:-ictOT£ oth,r

th&a th.'es ilMVl on tb* thftrl ttet could eff ct bWillvtai Mtl

re£i . n utrcil in tbeir effect, two BX9—&im&lj isaort-at G-

tiiL.t UN omitt:-. are consusiption tad l«f*mtort«s« Tfco, imiwa in

sn aceojspanyiiiu ehv»rt# Tfeiy iNfisig out el@arly lfe« h igh ly unse.1

•Bd unat&ol-v eoiicitiotij:} t h a t vse -e dt«T«lopl&f i n 1937* I t i s ! • § * • • tfel«

t o conceive of p*-o^uctiou cooti t iuin^ to LlMir<HlM in %lM f««i of f e i l i a g

consimptio;! aa;; r*pl£ly i u c r e a s i n ^ iavonio : i ^ r . Obviously, - n /

tiox;. of tftt downturn in 193? musst oe relRtvu. to tfet XWT—ittttl of

p»rl«l tttd i t i;.; d l f f l e u i t t o e • i t;-.. iMl i tA in bond prl»*f i n

March, 193?, can De rtlfttid either to %ht ^xceBsive ^ccumulaxiciii of

isventoriee or to %tm AovMMdrd tvtafl of coasysiptio:- la th« f i rat thr^e

i Of 1937.
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e i la wrtaila budget iteM** on tka ether h&Bd, a*vt *a

• nd. obvious »£f«ot on conousytian. A AftftXiat In V« P. A.

dedKMlHI ouyirv; power I&Y SeMWM&ag lacoKes, ea

eis*:; in payroll fixes AXl't i i t l buyi: r tltfee? d i rect ly or

i au i r^c i ly thryb,;:i t: cedlui of hJL̂ b̂ r priceo not OOttp#xuMit«4 by

higher iacoBeii. Both HkiM farces :^ero lit irork in 19S7, During

the f i r s t Bij. months of 195? ®t^-.. ni federal payroll t*X*l were

!>, - t • &,cnthly imtt $80 mil l ion hi,.;hftr IbMI in the UMK six

of 1956. ft, P, A. exp^aditlflMl f e l l from $191 ralllion in

19^6 to #144 mil l ion in Juxi find $100 mil l ion la

In auQition, iaMM I«3M«| part of vhloi; vouXd IM?« oit^r

into eo us unapt ion, averaged #8? s i i l i o n a ROftfch mow in 1987 taan in

the msiin fa«'l»ri la %lw f a l l in t r e "net ca&u a s f i c i t w
t

as aiiovui in |A4 Treasury etio' t , from an 91999 • ... t HMMi 0;f

f300 mil l ion in tiiw lASt (Vavttf of l fM to &^ tYtyagv monthly figure

Of #40 mil l ion in th« fi:rst <;u«srt«r of 13^7. fM lt«#%&e m.tur-j of

$&* reductio;, i s obscured on tlM Treasury ch&rt by tlK •l#Rgt%«^ hori-

goatal sc^i-- aadi tho >oa\pfnnd -vertical a t t l • i fb« 9ff*at of ftjryittg

tho scales ia i l l u s t r n t >d in tlM M<M«paA]rla Pt* Moreover, t h i s

psr t icul ' i r s^riea twnca to tiaggimilt t to oontrlbutlOB to

in ||M middle of 1956 by inclu.ii^s a i l tb« IMMWI booda C ,

we lOMM from o t n e r s o u r c e s %fe*t • tv^atmat in l p o r t i o n of tU- pi-oce©ds

of iveti Donas m *a#4i not f o r t h ^urchage of out f o r

of
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appears to fcf B lack both jf f ic tu^I *Yl&«&6« *&f

ry to fttppovt tu . LBplloatloa el I irt felmt I i •>

rve ifUMl I •—•! ) • pla/cc • ticiilfio*&t rolfl in th« do

of btutilaiMM T̂ M fallur« of eoiuuRptioo lo QOtttisM i t s

• tk meat tapoFtaat tligXi i . :ctcr and %mi in t v n i

vvitt, cer ta in dras t ic chsiig«s in tz&^ml taxsc* asd H|̂ tfftal%ttNNi| in

downturn in resiaeatifi.1 cci.structio:. t&ftt foilow^a upon rttjpid

co»t auT^aties, arKi in th« dtj^adsnei of tto gjranrth i s 1A«IMM9 i a

too l«rg«3 purt , on thx, gg—%h of !&T«&t6rl««« In order for e:>n-

•UMptlOB to have goiv.? ftfefttd Ihrou^bout th^ r i r s t HKN« mmit i i i of

1937 e i tu^r yrivtt** Mpiial •Xp«a4ltur«i or lb« gOTorHMAt cont r i -

bution would febftVi h^d to be co;isicifcrttoly larger tbau kvtis actually

cu&e.
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CONFIDENTIAL

EXCESS RESERVES, BOND YIELDS, NEW ORDERS,
PRODUCTION AND NET CASH DEFICIT

Dollar.
Billion*

3.5

3.0

2.5

2.0

Yield* of Treasury 2U . »«S5 -'00

Percent Dollars
<Ind. Prod.) Millions

Percent
(New Ordera)

IBua. Activity)

Industrial Production, P.R.B.
1923 -'.'5 = 100

Business Activity, N.Y.T1
C5TIUATCD *O«J1AL • IOC

C-«SH DcflCIT IS TMKCC MONIti ~V[K»vit, C C N T I R I D )

Otfict of MM Setrrtiry o* sf Lev Orders r.ti " 1 1-90-1
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NO. 3 2 1 4 . t2 BY 2O DIVISIONS PER INCH. 11O DY 14O DIVISIONS. CODEX DOOK COMPANY. INC. NORWOOD. MASSACHUSETTS

Consumption
1929 - 100

PRODUCTION AND CONSUMPTION OF CONSUMER GOODS AND INVENTORIES Inventories
Billions of
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