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1. It ie slmost the unanimous cpinion amcng Admin-
istration officlals and technielzne in Weshington wvhe are
on, or are cooperating vith the Flsesal snd Monetary Ad-
vieory Board, thet there 1s little if sny prospect for
ms rked recovery during the next two years.

2. They slso recognize the poseibllity of & down-
turn in business sctivity before the end of 1940,

3. With & moderste luprovement in businese the un-
employment situstion willl not be substsntially different
from vhat 1t 1¢ now. With no laprovement in business the
number of unemployed »11ll increase beczuse of the annual
socretion to the lsbor supply of more then half million =
year, and beczure of continued technologlesl change.

4, Even under favoreble eircumstances an improve-
ment in businese could, in the firet place, be only mod-
ergte and, in the second place, could not be eontinued
long enough to sustein an 280 billion income. The in=bility
of our economy to meintain even the modest objeetive of
#80 billion is due to the existence of certain fundesmental
malsd Jus tments which heave been developing. It ie more 2nd
more sppsrent th't 2 profound chenge in our economy has
taken plsce since the 20's. %e have for the first sus-
tained period in cur hiletory a volume of savinge whieh at
¢ high level of national incocme 1s consldersbly in excess
of the profitable outlete for such savings.

5. Some of the basiec c'anges whieh are p-rtly re-
sponsible for the lower level of businecss activity during
the %0's apre a2s follows:

(2) Certain large industries experienced the
mea jor portion of thelr expanelon during the 20's.
These have now reached 2 degree of maturity which
eliminatee them ae potential ocutlets for large
amounts of new gavings. Though we expect & con-
tinued growth of wost of these industrles the rate
of expangion and the sbsolute velume of new savings
they will abeorb will be mueh less than it wae in
the 20's.

(b) Bssiec difficulties in certain important
industries wnich for specisl reasonsg do not provide
nearly so iaportant an outlet for capitzl zs they
414 in prior decades.
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{e) The rate of population incresge has been
eut in half ses compared =ith the 20's.

(d) The virtusl cessation of forelgn investment
whieh in the 2C'es accounted for roughly from one half
billion to = billion dollsre a yeur.

(e) State and local bodles instead of providing
an outlet for savinge of nearly s billion dollars e
year in the 20's heve mctually in recent yesrs added
to the current volume of sgavinge through 2 net reduc-
tion in outstending indebtedness.

(f) Sharply curtailed expenditure on non-profit
private building, 1.e., churches, clubs, universities,
ete. In the 20'g the se accounted for from & half
pillion to & billion dollare & yeor and they now are
less than 200 million.

(g) Tre slack crrated by the over-production of
cosmercial bulldinge which took place in the late 20's
will not be tsken up for seversl yeare st lesst.

(h) The trend of technological change over auch
of industry in the direction of reduced smount of
carital investment reculred per unit of outvut.

(1) The tax structure now derives & greater pro-
portion of ites total revenue froa taxes thet curtail
consumption than was true in the 2CG's., This has oc-
curred in tie Stzte and local government as well asg
in the Federsl tax strueture.

(J) The serious reduction of certain foreign
merkets for lmportant export crops, e.g., cotton,
wheat, tobacco and hog producte. The curtailaent
of these msrkets is not due to temporsry fzectors.

6. The situstion 1s further aggravated by the fact
thet those who have or control the ns ition'e savings are
definitely more timid in undertaking business risk ventures.
doreover, ihe ineressing uncertainty, both economic, polit-
ical snd sceirl, wiieh hee charascterized the paet decade
hag mede people more conservatlive in expenditure on con-
sumer goods and likewige in tre Ainvestwent of thelr savings.
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In sddition, the tey burden hes inoressed ss compszred
with the 20's, thus reducing the net profite left to the
Inveator or Dusiness entrepreneur that he ocan expend seg
he wishes.

7. The experience of the United 2tates is not unicue
#1th regard to the changed nature of the economy. The
advanced Europesn countries have experienced the same con-
traction of ocutlets for their sevinges. Some of them, how-
ever, bave temporsrily solved their probleme by 2 new in-
dugtry grester than all the new industrises of the rest
period combined, 1.e., arasmente. In some of them, also,
the problem has been rendered lese acute by the fret that
thelr tax progrsm has resulted in 2 diversion of & larger
portion of potentisl sevinge bsek into consumption.

6. 4Aes 2 conseguence of the se brgle changes ve are
faced +ith the inevitabllity of s low naticnal ingcome
unlees either or both of the fellowling happen:

{a) The development of sufficient investament
outlete to absord the savings of a high nationsl
ineome, and/or

{(b) An ineressed proportion of the national
income 15 epent on consume rs goods, thereby reducing
the volume of 1dle funde and increasing trhe profitabdble
outleta for savings.

9. Turalng to the lamediste situation there sare
nuserous indlestions that the prospects for substentislly
inereased nationel income in 1939 and 1540 sre not good.

There are only two elemente in the pleture which
sre bulllish:

{a) Inventory reduction hre been procesding
for some months nd & cegegation or reverzsl of thie
trend sould be 2 stimulus te production.

(b) ®©xpenditure on consumers goods hes been
aeintained despite the deeline in buelness aetivity.
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On the other side of the ploeture are the following:

{e) The upturn whieh began in 1938 reached
ite peck in December and sinece that time the level
of business sctivity haes been downward.

(b) No significant increcee in the net contri-
bution te buying pover by the Federal Government
under the existing progras will occur this year
snd & reduction 1s sntielpsaied in the fourth guarter.

{e) There 1s liitle baels for the expeetation
that our exporte in 1939 and 1540 wlll exceed the
193& level desvite the inereased -reament progrsuss
ebroad.

(d) Housing setivities s pesr to have reached
& platesu and there doeg not seem 1o De any pros-
peet of & further marked ineresse of home eonsirue-
tion.

(e) Ho substantizl increase in rellroad egquip-
xent buying can be antielpsted in the balance of
the year.

(f) There ig little prospeet of an expansion
in public utiiities. The present capsecity of the
industry 12 sdequate to meel the needs of the
country even »ith & moder: te increase in the level
of buziness activity.

{(g) Despite the increscee in orders for araa-
ments both domegtie snd froa abroad, the heavy in-
dustriee sre still deprescsed.

(k) There 1e¢ nothing in the prospects of the
sgricultural =ituatlion to Justify the expectation
that 1t will supply 2 stisulating influence on
business pctivity.

(1) There 1g = furthepr pclitical fsetor, nemely,
the re will probably develop & strong tendency on
the part of certain groupes t¢ forege the prospeects
of ilamedis te profits by postponing eny investments
or plant expansion until sfter the eleection.
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10. Even 1f there ie¢ & moder te increazge in busi-
nege sctivity next yesr the unemployment situstion will
be substantially the same in 1940 as it is now.

In 1937, 35 million persone were employed in non-
sgriculturel pursuite. Today less than 35 million are
80 employed. During 1540 we shell be doing well if we
again reach the voelume of employment of 1937.

The non-sgricultursl working pepulstion in 1940
will be zbout 2 million grester than in 19737 totaling
sowewhere between 3% and 3% million persons. %e should
have fully & million or mere unemployed in 1940 (com-
pared with lese than 2 million in 1929).

In addition to this unemployment situstion in non-
sgricultu al lines, there is known to be & surplue lzbor
supply on farme perhaps ss large 2e¢ 1.5 million working
persons the t need to shift from farming inte industrisl
epportunitie s.

In view of the fact that there is no expectztion for
more than a moderate rige in national income for the next
fifteen monthe, and in view of the further feet that a
decline in business sctivity eome time during the next
fifteen monthe 1g & possibility, and, mo=t important, in
view of the e¢rnvietion that & sustailned full recovery is
impossible unlegs setion iz taken to correct basic maled-
justuente:

There 1s general rgreement among the persong referred
to sbove that & ecompreheneive progream of action should be
initiated 2t once, such amction to be deslgned tc aceomplish
two things:

1. leake some important contribution toward the
elimination of the basgie malsd justmente which etand
in the way of & susteined full recovery. Though the
full effeets of this program will not be felt for

geveral yeore, 1t is vitelly lumportant thet suech s
program be initiated =t once for two resesons:

(s) It will take 2 long time before such
s program could be worked ocut and put into effect.

(b) It is lmportant to meke elear to the
publiec that thie Administration intendes %o vush
toward = further extension of New Deal prineciples
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and will adopt measures designed to insure
long-term and sustained prosperity, and that
this Administration recognizes the existence
of bagle meladjustments and will take steps
to correet thea.

2. A program of ilmmedl te sction designed to
insure & substantially ineressed nationsl income
in 19480 =nd to proteet us asgalnst a sharp downturn
in businesgs during the next fifteen months.

Scme of the weasures vhich can be undertaken
to correct basic maladjustments can e initiated
with suffielent rapidity tc raise the nationsl in-
come in 1S40,

If to the increscse in national income thet would
result from measures undertaken to correet bagile
melad jus tmwents there be added the further increases
to tle nztionsl income wirich would result from wessures
specifically designed to incresce in 1980 investment
and expenditures, then an ineressze in the national
income of £5 billion or sc csn be assured for next
year.

There zipears to be general agreement in the
group mentioned sbove that Congress should not ad-
Journ until an adequa te program has been inaugursted.
Or, if Congress 1 to adjourn, 1t should do so only
with the distinct undereta dlng that it would re-
convene after a short vecation prepeared to deal with
theee major problems, some of which have been before
ue for 2 long time.
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1. It is slmoet the unanimcus opinion among Adwsin-
istr-tion offieisls 2nd techniclizane in ¥ashington who are
thopoughly loyel te the Adminietration, thet there is
14itle Af 2ny prospeet for msrked recovery during the
next tro yesprs.

2. They also recognize the poseibility of & down-
turn in business sctivity before the end of 1940,

3. The reeult of the 194C eleetion ie eo decisive
for the history of thie country and peseibly for the world
thet we belleve tha t we cennot possibly afford to rmun
the risk of going into the 1940 eleetion with business
little better than 1t 1eg now snd maybe worse.

k, The stakes are 8o great that we believe we ghould
take every posgible step to assure 2 substantislly in-
ereagsed notional income in 1940,

A progr:m of recovery, if enaeted in this cession
of Congress, can De successful in this objeetive; if it
is not enacted by Congress 1t will provide a2 plstform
on whieh the 1980 eleetion can be fought.
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The Fiscel and lone tary Advisory Bosrd has been sdvised by
the experts of the Treasury, Federal Reserve Board and
Hational Reeources Committee that:

1, The 1938 national income is estimsted at £62 bil-
lion. For the calender year 1979 1t 18 estimsted that
the netionsl income will be between £65 and #6& bdillien,

2. A nationel income of azround £80 billioen:

a, would provide substantizl reduction of
unemployment.

b. would provide Federal revenues sufficient to
balance the current level of cash expenditurees on
the basle of the exieting tax stiructure,

3. An income of §90 billion or more 1s sitainsble through
full utilization of our men pover, plant and eguipment,
technology and natural resources, assuming the elimination
of zome jmportant bottlenecks.

§, A4Also it ie importsnt for Federal fisecsl poliey to
take into account:

a. ohanges in the volume of the ocutetanding
debt of “tate end local governments and chunges
in the volume and charseter of thelr expenditures
and receipts.

b. changes in the volume of capital expenditures
being undertaken by privete enterprise.

¢. the faot that avallable supply of ecredit is

s0 great that present and prospective Federsl
borrowing wlill not creste & shortage of credit
evillsble at rezzonable rates for private enterprice.

In pursult of the objJective of attaining & higher nationsl
income we meke the following recommendations with respeet to
fiscal poliey for the next filsecal year:

1. If taxees are to be incressed, those seleoted should
be such s¢ interfere least vith additions the aggre-
gate income of the American people. ng othere,
2? ;.. estate taxes, gift taxes, lower Xeuptions
Alnaoii'rilan, higher income tax on 3&10 brackets.

2. %We advise ageinetl new taxes which operate to reduce
subgtan tially consumer purchasing power. These, saong
others, are: processing texes, sales texes, texes on
peyrolles, exclise taxes.
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3. The Board notes with spproval the proposed cheongee
in the budget presentstion and recommends that the
reineipleg embodied in thege chezngee be extended =s
rapldly as feaglble,

4, a. For the purpose of sdding to the national in-
come next year, and of preventing what promisee to
e & serious boli.leneok #ithin the next yesr or
go, action should be taken to securs a large roil-
road equipment program.

b. Gecovery could be further stlimulsated by addl-
tional governwent activities finsnced through

self-financing goevemument corpers tions. A speecisl
repert on such sotivities will De later submitited.

5. Thet & comprehensive survey be glarted with the
view of immedis tely eet'ing up machinery te obtain all
necegsary detsiled inforsstion with resreet to the
current recelpts and expendilures of State, local and
sunicipal sdministirstive bodles snd %o clunges in the
volume and meke-up of the ir outstanding debt.

6. Arrsngesents should be asmde 2t once that would meke
posaible engineering and legal planning of verious pub-
lle works vhich culd be mvsileble for ilmwediste prosecu-
don wvhen required to glve incressed fleribility in the
timing of pudlie expendligres and ineressed assursnce
of value and utility of the expenditure iteelf.

“%

“he ge mceu nts are much needed not only becsuse
of the current mssnitude of Federal, SBtate snd local
publie works and rellef pnropress, but even nore es-
peelally becasuse of the extensive resrmawent progrem
being undertlaken. To meke certain that the rearmssent
progras shall not be continued a2e & device to reduce
unesploysent or to stimulate business sctivity, 1t is
essentiel to have sueh plans perfected as will permit
& realy trensfer of employment froam srmrsent industriss
into needed productive publie and privete =orks projecte
as soon se peek activity in the arsasent pro.ram is psssed.
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