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I
May IS, 1939

In M a NMMftl to Congress ia Jaxaiary, tfco President pro-

an |80-billios national income, st ivhieh level tiie budget vj

tic&ilj be balanced from increased yields of exist ing t&zes,

as i desirable ocosomic objective» There la ftrtHfflg &l<out tliis objee*

tire contrary to H M principles Ial4 §0MI in the Democratic Platfom

of 19;'-r'"« The ̂ iioie idea of that platform; MM to bring about full re-

tlirour;;h tlio stiisulntioa of private ontorprlse under cl.«̂ ocratic

. Jlobody can say that we bwe axqrthiag like full recovery

HMMM are still Trillions of UE^iployed— people who ar« able and

work—-asd wliile H M M are iM^i quantities of idle capital

U well Ml uzdisdted national resources.

ThQ problem, therefore, is to put these different factors of

production, these eleraants of roai iii—lHl to wqaUt* So t*X as possible,

the job sliould. be aeeoiaplisiied "by private ©ntarpris©, the Qcer&Ymm&t

^tenpins in to employ idle men, idle resources, and idla capital it-

self only to tho extent that it con do so not- M • substitute for, M l

as a euppl@Kont a M stteulaat to, priTate actiTity. In suppl<meati^

priTste actiTity, the O-orersiMmt can effect thm us© ©I' kMMl and

material resources that otbarwise would go 'to waste to produce neces-

sary, useful thi&rs, such as schools, roads, hlffcMf** bridges, slum

, conserration of forests and of soil, hospitslizatioa, CGC

, and mmerous other tbi.ngs both desirable aai useful to the
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nation, These are things that private enterprise does not produce end

be expected, to produce.

It is sometimes said that Gov&rment expenditures for these

do not create things that of theaseires produce new aw&lth*

But, certainly, no one who wants to preserve private capitalism, would

•aqpM that Government should §0 into competition with, .American busixuKB

ancl industry to create productive fMiiiitMj The whole point is thst

at such times as business and industry fine3; themselves unable to use

til* ?wnf resources ml capitalf that is tlie Tery tine, beeams© it is

a tise of depresaioB, when the Gorenrnieat oan aail should do these Tery

ttia§*« To do them requires aia increase in debt, Just as business

activity Mi production, and building of factories are invariably

accompanied by an increas© in private debt.

All of us individually dislike debt. Individually we adMtm

the Poor Richard laaxims, one of which is, "Neither I lender nor •

borro'wer bew« But if sueii aaacisas, howMNMF Good for tixe ins-lividnal»

M M applied, to business or to- our nation M t wbole, w© would kave

econoisie prostration, W© would have to 0i back to a primitive system

of barter* All of us favor Mnrlagft, but ualess savings are put to

•fork, *5?!iioh usually results from aomebody'a borrowilf ttai9 -they are

idle M i improductivo, yielding no ret\ii*n to tfct M W t l and yradvtlag

no PMkl vfealth. The cardinal consideration is to :f:iaintain a flow of

M M in tli# eeonony# TMs is what the Crovernis©at does riMB it
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idle aOMQf that business cannot or does not borrow, and puts it to

work, giving €ĝ loy??*etit and er@«tisg a deasana for goods that otherwise

-̂ ouLcl not he created*

We are all agreed (tot over a IORS period of tliac a balenceC

budget is essential to the credit and financial integrity of any

government. We do not coatosplate IttfUlg deficits indefinitely. There

is no real dispute as to U N objective of attaining a balanced budget,

Th© issue is merely, how do we get it? Some people- sippm,.? to bellere

fefeftt we can get it ly kMlag the GaTernmaat leave sten, natural resources,

mM capital idle at the Torj' time whan buaisens and iMastpy are unable

to utilise these things productively.

The IIoor©r Msiinistratioa tried that for three loag years

after the crash of ItH and M M record speaks for itself. It is the

laost oouriĴ ciag dass^natyatioa of the fallacy of that l&MU Wlioilj

aside from social and huaanit^rian coneidervitions and the fact that

Gcrreraisiest exists for the purpose of contributing to the mlf&re of

all the people, It is ©eoaomioally unsound and indefeasible.

Umi the ̂ ©pression been M M l ky tlie Hoover Admiiiistration

as its apologists tried to eoaTiaca the lM9§iMi public ia the eamijaigs

of 1933, it would have been possible t-o balance the budget and to reduce

Government ©xpeaiditures. But between the time that the dro.fter* of th©

Desaocratle Platform adopted the general principles contained 1B MMt

doctEEsent and the time the ̂ klmiaistratioa took office, the depression,

instead of being orer,continued to get worse.
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It mist be raaembcred that wfcen this Msiisiatration took

office, reopened the b&nks raid turned nation-wide despair Into new

hop©f It SB.de • raliaat effort to reduce Gorensneat expend 1 tares

put through an eoonoiay program early in 1335. At this time the Ha-

tional Industrial Boooverr Act, ̂ iic,b originated with i&ericaa busi-

ness and industry and was ardently supported by tiiera, M M put into

effect, heralded by its ches'pioss and proclaimed by its YBTJ title as

a major means to recovery. Are all know wbat happeaed

it contributed I great psycJiologieal stinaliis cad it

toaimrarily a f«el stimulus because business is general rusJrLed into

actlrlty, as was aald later, wto beat the codes"• In anticipation of

higher priees, it stteulated a flush of purchasing niiieh all too soon

petered out, ifhy? Becstuse uztderneoth there ̂ B not a supporting bed-

rock of a substantisil and solid purchasing power aaosg tii© masses of

the A&erlcan I^ODIS,

It was sooa apparent that this device was sot sufficient to

make any great d^at uposa the mrm^ of th.© unemployed or to make profit-

able business a&d inctustxj that needed$ jsost of all, custoisers with

a sustained snei rising income with 4UWI to purchase M M products both

of fais and factory.

It Kmm& apparent tiuit the GOTex^memt1 B first obligation

in mtcn an extrem© economic situation WEB to reriT© ancl rehabilitate

mass purchasing power, fhe prineiplo h©re iiiTolv©<i is ftaKlâ âtal

in (my true democracy. It will be raEJonbered that Mr. Hoover stirred

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



up a tre&eadous battle over the alleged principle that the Q

dfcUUi I t night appropriate funds to feed starving sales, TMBI not

appropriate funrts to feedstarving human being©. That Bgreat** principle

H i rejected lad repudiated by the people of SMI United States,

Will Rogers once said, *Wo ought not to srpe&d money tfcst we

haven't got for things we don't MMriP« This i s , of course, good emmon^

sense, So one can demy that. I t is MB entirely llffiftMt zwrtter, • • * •

07€r, to pr#tM«i, as sam people feavo done, that i t lr?s c;B̂  nfti0VlMMI to

the B2*@sent situatiosi or to the policies pursued by the Administration

since 1933* In the f i rs t place, as to the &oney: We hsflrt pleatr of i t .

There is absolutely no shortage. On tho contrary, oae of the chief

dlffieialiiee is tb.e orersupply of MM| relatiT© to the productiv©

outlets for i t s ms©. We haT© so smch money tiiet iaimrasce companies,

talks am€ cos??ert2ial baaka are continually fflsberrass-ed to know

to cio wttik tlM fuarls piling up in tbeir ii&nds# So t r

th© supply TtlattMl to tao mses for i t that , as aany of you

feWPg •KVlmi banks not infrequently MftM to accept further deposits

of more tAan a few hundred dollars*

On HM other side, ttMOPI Mi »e. no disagrcseeeat with the

that we. sh0\ildBft spend money for things ise doa*t need, There-

# of courser be people who contend that rm do not need schools, roadst

slum clearance^ and the ©vaa ESOTC Titel necessities of l i f e , such HB

food Ml clothing* If ttHOT are such, they are MUMM to take

that position «rf to try to defend i t to the American people.
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But unless they are willing to state explicitly that such objects of

expenditure aro not needed, they have no right to criticise the ac-

tivities of the Government is the last six years on the bssls of a

lack of need for the things Government expenditures have provided.

Many competent business men and economists have recognized

that the nation !• capable of producing a national Income of fully

§30 billions a year. The Brookings Institution* & distinguished and

reputable group of economists, has stated in its publication, "Income

and Economic Progress", page 83:

wIf w© are to achieve th© goal of satisfactory
standards of living for everyone, tfct first rsquir©-
meat is to increase progressively the total amount of
the ineone to be divided.. Only as the aggregate na-
tional income increases from 30 billions a y®&T to
100 billions, to 150 billions, to 200 billions, will
the goal of a high standard of living for everyone be
attained.

The distribution of income from year to year is
significance aot for its mementsry effects

upon the ir©ll«beiiig of the masses, but jtor its possible
etmil&tiYe effects in promoting a frailer utilisation of
ottr productive facilities and a consequent progressive
increaae in the aggregate Income to be available for
distribution. We are not interested in maintaining a
static situation in which the total income, even if
equally distributed, wô LLd b© altogether inadequate;
we are interested rather in producing a dynamic situation
in which increasing quantities of newly created goods and
services would become available for everyone.1*

Critics of the Administration's policies ia this country ©re

fond of denouncing the British eeonorJLst, Dr. John Kaynarcl Keynes, as

an alleged inspirer of these policies and as a ^prophet without honor

in his oim country", who is given to the propagation of "seductive
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schemes* and "fentfcstic fallacies", These critics -would do Mil to road

Mr, Keynas* "JSeoBamie Consequences of the Peace* and then, to s&y i&ether

this prophet—^nether he is honored or not in his o»n country—has been

proved Wong in hie forecast of what the peace treaty ̂ ould do in uzuUov

alning the foundations of economic order. They -aould also do well to

familiarise themselves with the subsequent writings ami analyses of

this same economist in tte light of ©Tents of the last t©& years*

In recent months we hare iMftfti t lot about the difference

btftuvuen British and -Americas recovery, with the is^licatlon that the

relatively greater recorery sehiered by the British eaja be attributed

to the fact that they maintained I balanced hu%et up until the last

year. Before Ml Intelligent oomparison of the course of the recovery

in the two countries can fct msde, certain striking differences is the

relative situation b«for© Md during the depression jwst be noted. Is

the first place, the f^glish national income did not fall nearly as

far as ours «JUL Our naiion&l ineosio dropped from $80 billions in

1329 to around #40 billioiiB la 1932, ft decline of 50 percent. The

British national isecene in the same period fell f m #21.9 billious

to $19.3 billions, a drop of only a little M M then 10 percent.

Moreover, the public doM- is Great Britain was far higher* relative

to national income, than in this country. ITor the national ̂ overs-

seat alone, the British debt in 1932 aoountad. to #3? billions, as

eempared Tlth s Federal debt is this country of only alightly more

than #19 billions. On a mv capita basis the British debt m a over

five times as big as the -American. If we eonaider all governmental
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units, State and locei as well at n*tion&l, public debt in Gre&t

Britain M i approximately |48 billions, compared with about $57 bil-

lions her©.

People see that the British balanced their budget, but

they neglect to point out th?t their public debt tmM their taxes—

especially their taxes on income and. wealth—all along here been

relatively fer greater then ours. Would they perhaps neve us apply

the remedy of increased taxation—especially on incomes end estates—

in order to balance the budget at this tl*se? Business is loudly com-

pleining that trxRtion is e deterrent to an expansion of activity.

No O3© is f-dvoccting currently the.t taxes foe raised. Thus, if they

insist on • cessation of borrowing, they i n forced to the only other

altern&tiTe; thfit is, a reduction in Government expenditure.

If it were act such t hazard to the preservetion of the

country, if it irere not eo inhur:tme, It would be interesting to put

the rstrenctenant program into effect so that we could have another

Tisual deaaoastration of the economic setb&eic the t m.uld ineTit^bly

result, but even thct «ouid not convince people who li&ve not under-

stood thm lessons of recent economic history, stolen should be convinc-

ing, without need for further demonstration, th&t this is not the

road to recovery snd thus to a balanced budget.

Doubtless some progress could be ;nade by Congress both in

the field of taxttlea and of expenditure S3 that the gap between what

the Govermjieiit tekes in end whet it pays out would be narrower than
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i t is BOW. Such a course would be nkolly deair&ble so long ss i t was

carefully charted so th^t the (lovernneat• s contribution to pUMfeftfllaf

POTHT would not be ifitlidrmm too sharply at the wrong tine end before

we have feti I f j j iw M U 0 I of industrial Mi pg|f»H recovery.

A prominent cr i t ic of the Attain! 8 tration's fiscal policies

recently aeored what lie iiUlfl the fallacious theory of B pachas ing*1

prosperity ou borrowe-c! moaey, Im eontnust, he stated Ills o?m position

as iNMHrfl oa UMi proposition "tfeat geawims prosperity must eoae frosi

th© productive induatry of the citizens of our Republic", Tfeis

clearly reflects misconception of MHr present problem and of the »my

our economic system work®.

The effect of the BlfmHtk1! kCRMLlg i s , f i r s t , to take

idle, unused funds in tlie hnnds of tlniIlliWlll • • • corporations cmd

put those funds to work. That iMI not reduce ar add to t.be existing

supply of money. I t merely puts i t to work or gtVtl i t velocity. The

nosey, after i t is exp&nded, again becomes bank deposits. Thus, this

process neither adds to nor subtracts from the existing volume of de-

posits, Mor does this tiiko sway from privet© industry and busineaa ^̂ ny

funda tliMt they ncod for their aotivlty is giving eesvploimeiat &sd produc-

ing .goods* If tlie CSovernnent's tfikis/j this idle mosney and putting i t

to ;tork did Mm i t MM9 from btisiseas and if othorwis© Imaiaess -

use tliis MMf productirely if Goverament did not, there HMfM be

basis for the tlMOOk t b t l i t . Such is not the MM. If i t •»•«

interest rates vtJ«W reflect the competitive iMNi for tlieoe idle funds.
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Secondly, by selling Its securities to the commercial banks,

the Government fcao created new sion©y. Due to deflation and liquidation

of bank loans m& thus of deposits, this all-iiaportarit part of our

stone? supply ttotWKk by one-third between 1929 and 1952, The effect of

the Government's &&le of its securities to the cossnercial banks vms to

replenish this supply of ftRlt by U M creation of M M deposits or new

M M | , It Is not as if Mi had • fixed supply of money• Money expands

end contracts in accordance with the deoaad for it, whetli-er by Govern*

mest or by business, or both. In stn international gold stsa&asl -̂

autoiaatie and arbitrary limits coxad be put upon the supply O

but that is not the case today.

As for the contention that genuine prosperity must com© fros

the productive industry of tip country, fcliat is—or should be--self-

evident. That is the only place it can come from end the only justifice-

tion for the Govern»eiitti3 contribution to purchasing power is to help

about exactly that result,

A recent study of the- Ttraatleth Century Fu&d contains the-

that '•our economic syst€g;a would be far more healthy If debt

M N VLS&J. less frequently11 asd that **m©asures S!K>UXI! be taken

to reduce its extent*. It would be a mistake to interpret this state-

sent as advoeating as iiriediate attespt to reduce GovernBent or

private debt. The idea of the euthors U rather tbat in the future it

n'ouid be ft—tTlihla in the sphere of prit>l< business If there eoi&<! be

greater reliance on the Issws of eo?sr>ion and preferred Bt-oeks, rather
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thau of bonds, mortgages and other forms of debt. In otter words* the

authors rj*e concexnoti in tills part of their study, not primarily with

the question of the Gknrercs&ent debt, but rather wit.b the broader c

ttOi of tlie desirability of hcvtag • 3 :-roportloB of flBMMSac

through the Issua&ee of equity rather than ot debt obligations.

That is MM reason why Ikt /-^"ministration has recommended the

abolition of laaPHHMRpI securities both by the* flkPPWHKt MM by States

Mi Kamiclpalitles, because, amoag otnar things, t)M taz-ex®apt feature

petal • preaium tt|>on sticli securities tmA, MMlt to laiMM priTate oapital

to laveat in these tteam of debt instend of in e-ouities tli-:t sight be

issued by business and

A sumbsr of -mtborities !imre csllcd ett©Etion to the fact

tixe URN -srhieh hfYe p m up ov^r the years have recmlred bs.nka, iis.sur»

:mce ccmp£iii©^ aat! ??̂ ay other lusiitutlMMi to ISitSt only la M^-b-grade

bonds; that is to say, in iebt fotms, Tims, there is great competition

for sucb | | M forsis. fhose authoritiea point out tkftt if other MMM

of riao.ac!«;;*, particularly preferred stocks, wore eligible Tor purch^so

i t would; vmixicG the \mcluiy heavy cosp©titioji for debt forms on the one

fafUAf sad. i t SOVUI reduce, on the- other, the irtttUfi Tolume of debt,

ii;ubstitutias tlierefor riMONM or e<aiiites in induetr;r and busineos

In reeest discussions of the debt oml the problcttfl r&:

by i t , a point has been established that public one' private debt, taiken

together, in the United States la no greater today tfcaa i t w&s la 1939,
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la spit© of this fact many eoraaenteitora still Insist that there is cause

for alMB in th* giso of the present debt total. The question inevitably

arises, would th&? he equally aliMMd if the* private business had

tBMBBPai • larger proportion of the debt and the Croverximcmt p. snaller

proportion? Bo they think w© M B have reasonably full esployseaai and

production unless somebody is willing to increase debt? -Jhy h-we

Britiaa business s©& not INMM alarmed for the 1BM% twenty y M M vihen

their debt htm been and still is r«lativ«ly BO isuoh greater than caars?

Aran^t people perlnips alarmed at the i m things?

There would be danger in this great volume of debt, both

JflNULi ̂ H privete, if our country ¥^re destined to sta^ation or

retrogression. But debts are rel&tive things. Th&y are great or small

relative to Ineosse* Ihen our national incomo had shruak to less than

billions a yatsr in 1933 and M r aation&i debt M i î prozta-.tely

S0 billioms, tha d©bfc load and tiie debt bui'den M M rolytivelj fl I

greater than wao the ease in 193? when, although our national debt

had increased to about $57 billions, our Batiosal income bad risen to

$70 billions.

The critics *5©e the debt, but they appear to fail to see

Its relationship to national incose, and tima wlm the palst whicr; t}ie

President Mate in Ills annual message to Congress, fttten they say or

Imply that the Afliiinistratiou ragar^s tta Paiapal clebt U a national

blessing, that is sheer misrepreeentatiM« Sobody haa contents©d that

it is a bleceimg, but merely an unavoidable means to the larger objec-
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tire of full recovery and restoration of national income* Viewed la

this proper light, ifc ecu hardly be considered the frightful blight

that H M critics* alexn about It would indicate.

It is Ml expedient, • MMNt^ft just as is the ease of tb©

increase la our itt—il debt during the World War, when our debt in-

creased by |-£5 billions in the period of approximately two years*

Nobody has cont«ndod that that increase in debt m s a blessing. It

M i a neceasity to fight the imr^ just as the present Increase in debt

been i aecesslty to fight MM dopi^saion.

People frequently fall into the error of seyiag H w

ganer-*itioa has pl£ic©t!. a mortg-.ĝ  oa future generations a

w© are h&acliBg do^a to our children staggering indebtedaeas

they did not incur but Will be UtfdbNi to pay. Ilie fallacy here

sprtoge frost the action that we bsrre, an-2 will haTt* for all eternity,

a fised national inecae out of which to serrice and pay debts. There

i@f of ooara©, no reason to think that this will be the css©# With the

f&r larger mational incosio tha,t should bt? possible in N M § * time, our

children and our graadohiltHMi W&X1 flfefl the burden of debt no greater

than m- do today,

TMs i& not. aniy a cossson but ulao an anei^at fallacy• In

rj,s "History of jgb&L-t&d*, Lord Macaulay called attentioa to it a long

ti»& mo* limovMtim^ bow th© Ê ritish debt rapidly ̂ ount«3<t and bow

"snallo-.r politici?au» wtre repeating that the energies of tne p@opl© were

borne dosn by tfco veignt of the publii bm^enn
f yet how iBBglftBd** weeltli
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grear notwithstanding the alarm over the fiiM of the public debt, ho

wroteJ

*It ean tanNHjr be doubted that there mxst hsve fo©en
«®© great fallacy In the not Ions of those who uttered
anc! of those who beli«*v©d that long isueeession of confident
predictions, so signally falsified by a lo&g auoc#ssion of
indisputable facts, To point out that fallacy is the office
rather of t&e political ocondmlsi than of the historian.
Here it is sufficient to my that the prophets of evil were
under a double delusion. They erroneously imagined that
there was cm exact analogy b©twees the H M of an indirldu&l
who is in debt to another individual and the case of a
society which is in debt to • part of itself; and this
analogy led them into endless mistakes about the effect of
the ©yataei of funding* They w i imd^r an error not
seriosa tmiehi&g the resourees of the country. They
BO tfUMMM for tiie effect prcnluead by the Incessant pro-
gress of every experiioent£l science, and by the imcessaat
efforts of ©very man to get on in life. They saw that the
debt gr©w; aad they forgot that other things gr@w as well
as the debt.

*A Ixmu experience justifies us Is believing th^t
England aay» in the twentieth century, be better able to
bear a debt of sixteen Imndred nil!ions than &lm |i at the
present time to beer her present load* But be this as it
•ajTi those who so confidently predicted that she must sink*
first tia&er a debt of fifty •tlitiWW, then binder a debt
of eighty rJ.llions, then under i debt of a hundred and
forty millions, then under a debt of two iHtiteai end forty
Billions, and lastly under a tfebt of eight hundred millions,
M M beyond all doubt under • twofold mistake« They greatly
overrated the pressure of the burden; they greatly \mder-
raieA the strength by which the burden M M to be borne**

will not© that the ̂ oastroua** British debt ;?hicli existed

in Maeaulay*a day was 800,000,000 pounds, Today It is 7,797,000*000

pounds and the British people are a till not rml&ed nor have the oliildr@a

or grandchildren of the alarmetS false prophets, referi-et! to by MscB\il«tyf

be«n in chains, borne down hopelessly bj the debt saddled upon tlm by

reckless ancestors.
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Taxes, to be sure, are feign In Great Blllltfc i i high that if

we haci the same rat#s in. this country, our budget would ba balanced to-

day* Yet, ai is frequently pointed out. Great Britain la relatively

sore prosperous tbfzb we are. Gloriously there sort be sc&e thing wnmg in

the theory that a large debt and high tuxes v?ould aeoess-arily pitsve ao

pressing a burden as to destroy enterprise and impoverish & country.

If taxes fal l on th© mass of the consumers, thereby

away tx;@ir purchasing pcr^r, s*na if the proceecls ape usM

to pay interest «o ualders of the debt, the effects undoubtedly would be

VH9 serious, ttil fc.au not |MB«2io«wrert the course whleb tfae British

hare pursued* The Interest on the debt is ssore tliaja eorered by taxes

on isecai©s &ad f lttl| t t e i i s , taxes psi<l by the &$m& class of paople

•who hold the debt and receive the benefit o:lv intoares* paysiects on i t .

In fact, the British taz syst®^ is 2:0 arraiaged that, combined with the well

d©wolop©d aoeial seenrity serrieas tiiey Mjoy, a net 'balance of pui*chast>f

power is teflMHtanrai from the WMULthlear members of the eosssaaaitj to the

gr©at isaas of coastaners* In tills way comsijription is stiEStalatM s&d

i t t l i l lMJ, There can be l i t t l e dov,b% but that this factor hM aeeounted

to a considerable extent for the pOMSfetWUi record of the British ecosocay

in thQ depression and the eub««qiw«t recovery*

That the interest on the debt i s reoeired in large part by the

sasia group who p&$ UM taxes to finance i t was recognized in the report of

the Colw^n Co^sittee:

ttA larg© oEiOimt of the Income Tax aiad Super-tax paid
by persons with incomes ozceediag J>S9OOO COISSB back to them-
aelres as • class in the form of War Loan Interest, I t i s
elear that this internal transfer does not ditriiai&fa the aggre-
gate real income of the class, I t Increases the income of the
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debt holder exactly as it decreases the incosie of tli©
taxpayer. Is relation to real l&cosse, therefore, the
tax so applied, is not onerous* So far as the debt inter-
est of the Super-tax paying class is provided from the
Income Tsx paid by other classes, there is n actual in-
crease of their income*1*

Advoe&tos of • bo&Wied budget as a masss fco recovery ar©

iinat weak on their reeent MONM&* history. Hi 192S, n M a balaaeed

budget, an auto&atic gold standard, sad we were free of the regulative

and so-ealiet! restrictive laws about which there is so lagwsh cociplai»4

today, W© eontisued to anjoy all tlms& blaasiag^ in IS90a 1931 ana

19'3£. To be auro, the budget aid cot ress&in in balfmce tlu*out;liout tills

period* but tiie Hoover Ai&iiajlBtratioii tried stroimQUSly to briJig it into

balance and w&s only defeated by the steady fall in national income,

with a tMNqpNBl preeipitst© drop in revenues*

Kotwithstsnding the- -unbalanced budget and notwithstanding

the other -acts of tiie present Administration, of whioii ihcKre is so aueh

complaint, we had • very large degree of recovery in 1935 and 1936,

and, in fact, right up to t\m middle of 1957* Is these years

profits wer© rmy large; prirate buaiiiege ftotlrlty was galng at a

reasonably H<0l rate; tax collectIons increased; and for a period of

nine months in 1937, with the social security l0Tiea added In, fc

Tre&sary collected M M U M M it spent. On a cash basis of

outgo| we not only had. a balanced budget, but a iiurplutj of approxi-

zidtely 1100 ailiioss, Th&t easa balaiae© mm achievedt not b^ slash-

la?* Cfoverncient expenditure to :my considerable extent, nor by imposing

rates of taxation as incomes tmd inheritances eomiKtrable to those of

the British, but rather because of the increase of tiie annual incosae
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of the country by some $30 billiona since 1932• T&e balance w&s

doubtodly brought about too quic'^y, especially in vie? of tfct fact

that tfea scrrr sooial security taxes and the redhead SPA expenditures

egused a sharp iqpMMM on eoneisiera* jwililiniltig po??er i t the cr i t ica l

period in the flWiTlljMfllit t>.f WMI T*Q0f9tY« IT; g«U8i3.a iMMPfWf tlie

pi'mp-UU of iaeireasl!^: rewemias w& -nxzfclum fNMMttd ft

by Incre^ci.^-: the ftntlWt IBMWI hft4 pWftl i t o s l f to b i

Critics ofk tte j<itililiwtitiii sara fMri of i

more tfen a c@aatio^r to T>soii?ts Jefferson ejid /ondnsw Jackson, both

statesseii of our p ionor dayr^, -̂fi©n HM MMtej MM jus t beginning tlie

most s;>e« taculejp grovrth l a the his tory of %fet "sorlfl. The

Willii ii for th@s# piaJio©r d«y« aan IinTdly be applied Titii

and ftflnpVitiWi to t-ie en t i re ly tl i f forest ecosoiric errrii^nBient of today.

Outlets foa% isresti^^at fcortey for the profi table

of our s^YiiKii e::ve ter sore f— tflt ltf l than MM the tttM 4

a f&et •!-":?̂ -,iriar"i uv.iion v;ith an •MOM^UtaKiac f ron t ie r , rtMtt our

of MrpAtal ;?as XIa.it^5# wlion we h«d ^K>̂ «? ou t l e t s ani opportwiitioe for

t! titan ^9 l*ad O'-'->it':d to sapi^ljp UMI IWaA« llM

KS<f$Xgi BKMl |Vl ttiM Iw w^r^' ».s Timidly as

d, bxit ^mtWPli IpMVtly from abroad, a&d a l l th is fast stream

of 30a©y wesat into ih^ taildia^ of AsuKrioa.

P *• IMP! ao «m )̂i ra;>idly exp«.n^ing f ron t i e r s . We hsv©

of mn?9 Wmtefl| more cap i t a l , than MM find productive
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outlet is sew enterprise. That is tits dominant reason v*ny the owners

of capital today put ffcutl issnoy into Government securities notwith-

standing the lovr yields, ftMftWtf of patting their money into the

buildiag of new plants and to produce gootfs.

in addition, we have witnessed sinee 1932 th© most extra-

ordinary Inflow of foreign capital in our history, Ntfclag refuge ?md

•Mfciae outlet her© because since this Mmisistratioa took office

Aiserlca has been a l l along, notwitiiisti-Jidiaf; the prophets of ©Til, a

bet tar haven tfcM auy oilier ia the MMM today. Thtsa we hare 'irnen

glutted with foreign fiaarls.

$hy have those accuaulstloas of domestic and I'orejUpa capital

filled to go into nmi prociuctioat as 'mz> the oaae tiirotigb mi&h of cmr

history? T2ie explanation cannot l i e ia the exist«me® of an unbalanced

budget for the MMf ^iiich UMI Govemaeat IMI borrowed from tiiese individual

fad corporate 9MHN of the cap-ited was only taken over because i t was idle,

because the osiers of these funds couia find no profitable piece to put

Th© Gov@niaeiitrs exMndisg of this Baoney created business that oth©r-

VMlA aot iHVt been doas* I t resulted %M fn€%%9 that otherwise

irould not have accrued, tod i t flowed right back again into bank bal-

ances, largoly iMtiJ by corporations tm& s t i l l seeking outlet. Al-

though there &&&&,& to be a. feeling that Ko&ey tJitia borrowed and put to

wo2"k by tbe Gorernaent i s aomebow contfiminat©<lt irberea^, if private busi-

ness put i t to work I t m l i be sanctified, i t floes not appear that
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the asrehant or little storekeeper sees nay difference between the

dollar spent in his atore, for example, by a «S?A "worker end ?. dollar

spent la his stare by &u -American citizen fortunate enough fco have •

job in private industry.

lhy#, it Mqr h@ MlM4« were w© able to recover from tii©

doprftsaion of 1921 without en inereas© ia Federal eacpenditurea? The

school of thought which lias asmm©d all along tb&t reeoTory ?ioiild cos©

from 8o*oslled *aAtor«il foroe«w if <Ja?ernja«it wmld cmly get out of the

way, should look a little ssore elosely at the history of that post-war

recorory. It esms at a time sr&&& the motion turned from war to p#a«©t

when industrial E&rope waa etill pro&trate, when there was QB@ of the

sost serreî  housixiyrt shortages 1B QW* history t wh©n tfca pro<iuetiTe plant

of the eoiaitxy aeeded to undergo a rapid coarersioa frc^ a imrti^s to

a peacetime basis, vftiom ne wer© still making hug© foreign loanst many

of "̂ iich have since proved uacolleetible. Sfeay experts hare pointed

out the iMMfas W&9t99l as the leader of tiiat recoirery, but there was

also a tr̂ iĵ ndous aa^aasion iB U M eapitcOL said durable goods industries,

especiBlly in autonobllos -and public utilities ®$»cmg others, However,

the 1921-SS period was aharacterised by a drastic fall in prices after

th© high prices of « v days. This price decline waa precipitated by

•̂ tmt at that tlac *«̂ia called the "buyers* strike*1, We have sot had

since IMI either the foreign ssrkets, tha latent domestic purchasing

power, or by ooaparisoaa, the ifcrgaat unfuirilled needs, nor have we at
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the MMrt the prospect for expansion of now industries that existed

then.

We ilMOMMWd la UMI late SbWt&if that 8i<.Yi&;& fcCc\2Bailat6d

faster ttaft outlets for their product ire use. They went into bidding

up the stock market aid other equities, sad into building inage upart-

neat houses end offie© buildings that h&v© never b^en able to justify

the tnTe&temt, They did not flow 1st© new production, and tlw basic

Is tttftt Ki t l twl f tli© purchasiBg power or t.!ie ma^ets iisre not

sls.ee 1929 for new goods that prevailed listed lately after the

war ended r;nc in tfc© early Twtmties, I t la for this INNS that the

-telnlatratlOiR, reeosnislng that tbe old dia^aosifc so longer fittetl

the ecu>es undertook to revive purchasing power at IHMI after tbe

lioorsr ^dolnlstration Md waitM for sore ttMB three yeara for aatmral

forces to come to the rescue.

On the 'iuestioa of payis<:» off the public debt, no responsible

students of the pMfetaH i i t t t i tn feat debt rei^-^raent msuld aeirer under

aay clre<m8tances bo desirable or possible, flttt i s an edtitlrely BE-

founded iaisapppeheasion. Ihe point is thivfc as private debt expandst

public debt may b© paid off, but tli-it to pay off public debt is*iile

private business la s t i l l short of PHMMHily full reeorory, would have

t derastatlnq deflationary influence undor preseat^iay conditioaa,

Tliis point Is also dealt with by the Twentieth Century Fund

in their study, *Bebts sncl Hecorery11. Under tbe heading, "The Mythology
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of Debt Maturities*, ttMQT said (page* 14)s

only do few debtors intend to get out of
debt when their obligations mature but tins economic
system is so mad® up that asy sudden and general
attempt to get out of debt would b© a great calamity.
If tluj baa&s trie€ successfully to ptf off their debts,
for instance* they WM&A deprive na of most of what
series as iaas©y in this county, and K© should have a
catastrophic fall of prices. If merchants all paid off
their -debta in a Bhort tine, they would either hare to
go out of business or to press their debtors u&BMKroifully«

wb* had a charge eaeount, for instance 9 W&tSM
to pay it off and Mrifei all fatore purohases for

t which i?oul*i disrupt markets for such tilings as
clothing and

objeotions wotxld apply to the paying off of
any important ela&s of debts•**

, the point is the timing or the paying off of public debt,

just as tiie Btx®B vital consideration applies to tlw tteijag of Gororn-

ment expenditure. This question tC timing Mrt the effect of a too sudden

•ltMbre-n.il of the OoFr©nim<3nt• a contribution to buying power in 1937, as

eo£tpar©d witii 1936, bas b&mi «csplained by Dr. Alvin H. BimBmit F3*of©esor

of F^liticsl &!on:â ' at Bktfip! XMiT©raity# Spacing before the Iteadmj

of Pollticfel Science in Morsmber 103?, before the Mninisiraticaa launched

its yzogv&m in the spring of 1938, he said:

w'% U N currently witnessiisg a rapid ©Mft in iaecsse-
oreatlag expenditures both public zm& prirute, 'Sh& prop®
which h-we hemi lifting the larel of consumption are being
tflthdrcsm* fhe autonobile bo<m has tapered off. 9e are
moring toimi'd a saturation poiat la lnstallnent s<xl©s, The
ĝ nreTXBBent stlaulus to consigeetptioii is in p,roe®ss of beimg
completely withdraum iis a arsraatic rOMMMd frcr, fe plus ol*
three billion dollars to • minus of four himdred srlllloA
dollars vithin 1 single year. The full fore® of this
sudden elieng© upon our recovery has perhaps aot been

appireised. One eocplaaatlozL for this is probably
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that the public has fix©ci i t s $yes on the formal balanc-
ing of the budget* iyad since this is sot yet balanced,
the impression i s abroad that the government i s s t i l l
lavishly spending M l tasa i t i s taking froaa the public
In t^x receipts. But thtJ is looking; at the for® and not
the substance* From the standpoint of eonsuaptlon stinula-
tion9 the f economic budget*, so to s-p®?*k,> i s contra-
distinction to the fSNNtt fiscal budget, will already in
the current f9*3t§ MMHridURg to the President's estimates t
be MPI tftm balanced. In other words, nfeen no take ac-
count of the social security tfixes, including both old-ago
tmA uaemploymeat Insmtmcoi i t i s found Ikkt the goveraassnt
la this fiscal y m is actually exertimg a

on the rolme of consumption •

do not feNM the coaclusion that there i s ineritably
g a major recession. But I do say that if ^e are

to awid soBie considersfele recession, either consumption
must b© poshed forward or else invo^tment zmst be pried
looae froa tli© narrow lia&its iioposed by tlie
requlreesents of tii.e ©xistlnt^ Toltsae of

**W© e^nnot lightly assisae that eonsuisptioii, tmaided
spending, will of i t se l f continue to rise#

w

His perception was r ight . The too ifeftSl i^itMrsiwal of Gorera-

stimilation •anas an iniportsxat factor in tlM sbarp recession,

sot rorersed unti l MM Oorernment &gain stepped up i t s a

As to the dtXcanaa presented by this problem of an abundance

of capital with relatively meager outlets in new production, Professor

, la the coarse of the s?;siae address, had tills to say:

oll-i?\portEnt desiderata are total isic<Mse Mi
Sad gorernnentisl expenditures b©«

with a planned program of eo-st r@duct.ioa,, there night
ixnTe followed an expansion of incoss ontl esinlo^Rent sot
o&ly Tie a ©tim«lation of caastx&ption, but also Tia a
stimulation of new investeoat. This program we have
ade !̂Bftti?ly achieved, anc'l BOW that the co&masptian
| i bsiai; wlthdravsm, the forbiddingly high level of costs

i t difficult for investment to hold back the
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ceding tide. Thus we ax*e left without the necessary
volume of total expenditures, whether for consumption
Or investment, to carry us on toward full recovery.

" M s is the fatal error we have made. But I isust
sot overs trite the case, for there is one other eon-
sidejp©.tion that troubles ma and raises uneasy doubts
•whether, though tte ted MMftti our affairs ever so wisely$
we should even so have been safely and securely on the
road to full and sustained recovery. I refer to certain
technological and other conditions which in part deter-
mine the vorume of investment outlets. For it is not
true, as ie sometimes alleged, that technological con-
ditions have been uniformly sad at all tises ©qually
favorable for new investment outlets. Mot every period
can be characterised M a kind of sew industrial revolu-
tion. Tne Introtoctioa of power-driven machinery was
followed by a prolonged period of difficult readjustment.
la a later a.g.ef as the curve of railway construction
eventually flattened out, it H i itMNHNMWl that there
was no adequate ground for the easy optimise that plenty
of faroalttXf iMNMrtMMtt possibilities $renild surely appear
to fill the gap. In point of fact they did not app©ar in
adequate volimie, and so there ensued toward the close of
the last centmry a prolonged period of secular stagnation.
It is true that in the course of time technology gave
birth to the electrical ftaft automobile -age tmA witli it
• new BTB. of higteway construetion« Altogether thes©
oevelopaent^ s\fallowed up vast sxsss of capital; but it
is not difficult to Bee that this latter episode is near-
tag completion tndt as has happened before, oothing ©Is©
of equal magnitude has so far appeared above the horizon.
Add to this the wholly new fact of a rapidly approaehlng
cessation of population growth. Let the peresmlsl optimist
reflect on the enormous massea of capital that found in-
vestment outlets during the nineteenth century for no other
reason than that the population of Sagland ipadrupled, that
of Europe trebled, •Mia that of the United States increased
fifteen-fold* For these and other reasons we shall do well
to ponder deeply the problem of the long-waves, or, if you
prefer, the problem of secular stagnation, the magnitude of
irhicli way well, .In the period which lies before uns quit©
overshadow that of the business cycle. Viewed against this

gfPtORHM&il expenditures take- on a new sigxiif-
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As for Inflation dangers, eTeryo&e will agree that w© cannot

go os Indefinitely creating debts and piling up defici ts , Howrer,

inflation reaults r̂hen %m create too isueh mourn;; ralatiire to r©sl wealtii,

TSte catst r«3t«Bber that more than 90 perc-eat of wiast we MM for mesioy I*

bank credit . Is addition, -re hare our supplies of currency, Including

gold Mi silver* Bank credit noixs&liy expands Md contracts i s accord-

ance with the aecnls of busiaeiss. When 'vfe create too much debt, too

great a TCfluma of brmfe depMttl ^Iiiea are a form of det>tj or, in other

•Mte , WII©B we create too maoh moa#y &n& to© l i t t l e production of rmxl

wealtli, then nosey becomes cheap relative to real riealth. That i s

monetary inflation..

We should look upon mo&ey as a Beans to an end, &sd

coasiclar i t s creation and ©xtii¥misi2a©at ia relation to the

of r©al Trealtht of irhicb i t i s btit • a^mbol &nu a shadow. So Ion*: as

idle fac i l i t ies and idle uss poster are beinc* used to cr#ate real ws&lth,

amd are not at the same t l se b©tag t̂ i:€cn, away from private lndnstry, i t

cannot be aaid tliat inflation is te&iag plci.ee,

Ifest c r i t ics of the iulxaiaistratioa undoubtedly fa i l to uad©r-

stand i s the- necessity TOT a laore flexible goverxraental functioning*

¥eiy simply stated, i t MMM that in depressed times, instead of trying

to offset shrinking Ctorern&ent i^erenue with higher taxes or rBdue^i

©xp^tditur©, t&at tiie Cknrcrns^Gt frankly accept deficits temporarily,

not per£»stnentlyt so ( t e l the Gorerzasont * s net contribution to the speod*

lag stream Mp tenci to prevent deflationarv forces from contiaiiing

and in order to stistulato m upturn. Then, at the other swing
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taper off i t s eoatributlon BJ private contributions to the

?>tr&a& ere a:\dc* so tfa.-.t the deficits imy be eliniir.;U-it the; budget

balanced, and the debt reduced.

$he tkuse staer^J. considerations apjily to taxation, namely*

ĉd of trjiag to laMMMM tax rates i s • depression when

and iadiTiduals sx© least able to stand UK added jr^t^s, i t

bo better to r@cluee taxation teruporfxrily *"*t least, MNM ttM^

i t increased the deficit, so tkn.t the remission of taxes MMA4 tend

to stlrailftte revival* CoaT©rs«lj, la boom tlmsa, isstencl of redueiiag

Ml have dose in the past. It w$&a be o w

the rates© botla as • MtMM of restreiaing unhoalthy

s MM as • INM of Mlcteg ^p for the deficits inmrrrM oa

tbe BUM* Bi€© of the cyele*

£«arely this | i not an approach Isekim^ in

©r iiKscmsisteat with, tMP r̂tMMM Is fto*tt i t is ttM mlf

to SVSM the impossible policy of Goremiaeat inaction sad

la depresGion*«*Q. policy «hieh the Xioorer Msiiaiatra,-

tloa vainly tried—ort «l fiMi otliar ^ctr^se, to avoid jregiatentation

end dictatorsMp. I t is tmtirely • practical spprotieii to an admittedly

dlffioult sitwatiom that did sot arise Is pioneer day.® or when

mant %#as not -coapelled to iaturveno oa tile Iflaqpi seal© Mftia

oat the f̂
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Tbera are ss&nlfeet difficulties or attelnlstratloa* Certain-

ly , oac© the objective | i fully understood, eves though the timing -and

direction of expenditures were ffc* frora perfect, i t usjul$ &e preferable

to what has ele&rly h&mi in the past a failure adequately to appreciate

the wabalsmcim.y; l&flueixoe of isrrojsgly timad expenditures asd taxes.

In their illumiaatiag roXm&e^ ^Somrd. Full ihployioent'*, the

riUthore derote I eood deal of attentlooi to how the problems atght h&

organiaafi on a practical basis, Th@-s© authors are practical m©n. tBhtey

, Henry S# D«nnlsoat President of the Denaisoxi Maaufacturiag Ccsapasy;

Filezte, Fr®slc!©at- of Willia® Filone's Sons Company; Belph E#

Tlanders, Preald€3it of Jones and Lana/Jon Machine Ct^pasy; and Morris IU

L©#dst ?r#aid#Et of L@Ma sad MoxiUrrop Company.

In advocating? exactly the general approach adopted by the

Administration and. i s their discussion of the principles of • flexible

budget, wbioh they strosgly MTocate, they reach Ite coaeluaioa that

this |a HM most practicablo aad th© souaa£©®t approach to the problem.

These busiaess mmn MMWl be dlasissetl as "crackpots11 •

I t i s , of eourse, not »»r©ly s question of the ©fiSHittedly

llMted isjâ tmt. #iieh the SorernsieaaLt can contribute to the sp#s»dl3sg streem*

but ©qixally r l t a l Is how the eontribatioB is staii©» If i t is sad© *lta t

view to etismlatijag private business recovery, that is one thiag. If i t

i s mm!© in i MQF that c!iacoti2*ag©B private tmsi&ess recovery, i t defeats

the ffcRiNNtat obJectiTe of tne whole program*

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



-27-

Tiatug Is also important, as vte witnessed froea the experience

of 1936 M l 192-7, Taui1, erec if the GoTersment tm-1 so debt whfcterer

and tf w© M N Sit a period of full employment and sjwftulAtlYe excess,

to have the Gararanent contribute more to the a pending stress* et titf.it

time would be unsound. In other words, it is not aitnply a quest ion of

whether wm do or tfo sot have m? public debt. Mimifestly, with no d4»btv

the wrong timiii.; wMli ba bad, juat M if MM I*M VIfere insupportable

it i^mld be uxwise to embark u^an deficit-finanely. This la eridant

from the British situs,tion ikMM the ArtM was elre-..dy so large tMt it

was considered Import''nt sot to increase it and better, therefore, to

balance the budget, not by a sharp reduction of &QYermm&t expenditures*

but by increased taxation.

That many people Toil to tMpNlHMl the basic principles

lXLTolvod is erldent CM! t-be tm&% tl̂ at they ask ?rhy, 'Tit.h the |3 billions

deficit Incurred by the Hoorer AdKlBistratioti, w© did sot Mr® • reeoTary

Bat this is to r;ias the whole point* Th& Ba&VGT Administraticm. \ia-

balaae@4 the budget. Indeed, it had ao choice •b@oa.usa the budget un-

balanced itself due to the fact that instead of adapting this very

progres on a sc&les adequate to halt the deflation, tbay did Yirtually

nothlag until late in the degression, wlien money was rushed into bctxjks,

indurance companies, and other businoas ©aid financial institutlone in

the atteispt to prop them up while the credit structure continued to

Tbciy fMQitf completely to put i Lottos under .purcMsing power,

h is at the M R basis of a progrms. of this character.
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We bear oT#r end over again *he statcsasat that prosperity can

be restored by restoring c&nfictance, by w&Iiminfetiag •MriEliMH frictions

m& res t raints , and by freeing tiie enterprise of a great people

MKl jobs, not charity; work, not taxes". Sorely no fair-minded

•..moid take exception to any of these noble phrases. j*ar«rybody is for

a l l of that. The practiced, point i s t however, how etoa confidence be

restored?

After the er&afc of 19£9 we did not iMf* th©ise tfciMgT| these

-Mministrritios policies, of ^hicli tfct people eoajjl^in, and there was

no oonf ideaace, I^isto.ess grmr steadily W M i Is 1935 Ml 1936 we did

hare iiuEsaj&erabl© things of which people ODmploined, and, yot, M had

a very lar^e reeorery of husinesa. Indeedt i t iii^iit 'D© M$i tfcut. ther©

wfiis too Euch coafifieace of ttM nPOMg ktM&« Onrtalnly busia^ss profits

were Tory Iarg«ff compt-iriag fayorftbly with the late Twenties*

&any people se^ni to tiiisfe. that eoaftidMMM is sosatlxiag at>-

stract tbrit cam ba conjur^a into being by eoae fom 03? Irieantatioa

sueh as Mr. iiooTer praetieed so assiduously t but uasuecessfigdly,

ag MM natio» that prosperity was jitat arottaa the

i-s based upon e^giethittg far store tangible; namely,

for Eaking • profit. The prospect for Raking a profit arises

business sees an opportunity to build plants or to use

ones to produce goods to sell to customers» That met.ns that

har® some aacoy with which to purchase the goods.
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Critics of the Administrations policies are still mystified

as to what produced the recovery beginning In 1934. According to their

Ti@w» it could not, of MMOflto, be er@a remotely oanaaeted with stisnala*

tion of purchasing power provided by tke Government. Like?/i3e» the

dotmturn is 1937, of course, iiacl no tiling ah&tever to do with the W&hm

drawal of tte Government's stimulus to purch&si&g power. It m s all

in son© SQrsterioxis fashion produced by "natural forc©sw.
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