
RICHARD FRANCHOT
PATENT ATTORNEY

CONSULTING CHEMIST

MUNSEY BUILDING

WASHINGTON, D. C.

Feb.10,1939

Mr.L awrenc e C1ayton,
Federal Reserve Board,

Washington,D.C.

Dear Mr.Clayton:-

Thank you for your letter of Feb.7. I have read
with interest Mr.Eccles* address of Dec.1,1938 to the New
York: bankers. It was in this address that Government
spending was advocated as a policy. I find myself in
complete agreement with Mr. Eccles.

In the address I do not find any weasel words.
The case for spending by the Government is summarized in
the last paragraph on page 5 running through the first
three lines of page 6: "the Government should maintain a
volume of expenditure necessary to sustain consumer buy-
ing power". I win the bet--you owe me one doughnut!

Nobody, well, hardly anybody, wants to substitute
government enterprise for private enterprise. I certainly
do not. Of course,"private enterprise must and will pro-
vide incomes for the overwhelming majority.' To be exact,
it now provides for about 80 per cent. And I want to say
that if the Government does not soon do something about the
other 20 per cent, there will surely be various kinds of
hell to pay. Getting another government may be the least
of these.

I should like to amend your question to read:
How much is needed to put about 10 million jobless people
to work for a year and thus to add 10 to 20 billions to
the national income? There is surely no question that
enough work for 10 million people can be found without
too much difficulty. P.W. A* and V/.P.A. alone could be
depended upon for most of it. And then think of the idle
doctors,etc. Not to mention national defense and other things.
There is plenty of work to be done.

As for Congress, it is almost certain that the
idea of spending for national income will go over in a big
way, when properly presented. The President has a wonderful
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Mr.Lawrence Clayton -2- Feb.10,1939

opportunity right now to prevent another economic tail
spin instead of waiting for it to happen as it did in T37.
An ounce of prevention etc.

I believe Governor Secies is right. This is a
100 billion dollar country right now. In a few years it
will be a 200 billion dollar country — when we get the
consuming power -- mass consumption matching and releasing
mass production. It is the first law of dynamics—the
conservation principle. It works both ways. It is indeed
time to wake up and face the fact of unused plenty—under
consumption. Thank you.

Yours truly,
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RICHARD FRANCHOT
PATENT ATTORNEY

CONSULTING CHEMIST
MUNSEY BUILDING

WASHINGTON, D. C. February 6, 1939

Mr. Lawrence Clayton,
Federal Reserve Board,

Washington, D. C.

My dear Mr. Clayton:-

Acknowledging your letter of February 3
commenting upon a proposition to spend 10 billions
of Government money in useful work taking from 5
to 10 millions of unemployed off the labor market
and thus raising wages and consuming power, to be
followed by a substantial permanent increase in the
"national income", a handsome return on the invest-
ment, I would like to bet you $1 to one doughnut
that your letter does not represent the views of
Governor Eccles.

If Governor Secies now thinks that we must
rely upon private industry to absorb the unemployed,
then he has suddenly gone over to the Glassy Byrd
school of wishful thinking. This I do not believe.

If the country does not soon wake up to the
fact of under-consumption — usually called "over-
production" — and direct its politico-economic
thought to this symptom, which stands out like a
sore thumb for everybody to see, even Hitler, if
not Hoover, nobody can tell what is going to happen.

There are signs that the American people
(the 95 to 98 per cent that work for a living) are
getting tired of having too little because they
produce too much; good and tired of losing (failing
to make) in a year a sum greater than the federal
debt.

It is time to wake up. Is our American
system worth ten billions? Ten per cent on what we
are fully equipped to make?

Yours truly,

I would not call it "state socialism". My
label would be Christian Democracy, (if there must
be a label)•
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February 7, 1939

Mr. Richard Franchot
tiunsey building
Washington, D. C.

My dear Mr. Franchot:

Replying to yours of February 6, I am
enclosing herewith a copy of the address by Chair-
man Eccles before the New York Chapter of the
iunerican Institute of Banking at New York City on
December 1, 193B, which contains on page 4- a para-
graph discussing the proportion of public to private
employment which the Chairman believes is practicable
and consistent with capitalistic democracy.

I agree with you that it is time to wake
up and that our American system is worth #10 billion.
The practical question is, however, can you possibly
get Congress to appropriate #10 billion in one lump
and in the second place, can you actually spend the
$10 billion witnout defeating the very end you have
in mind.

Yours very truly,

Lawrence Clayton
Assistant to the Chairman

enclosure

i

LC/fgr

.

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



RICHARD FRANCHOT
PATENT ATTORNEY

CONSULTING CHEMIST
MUNSEY BUILDING

WASHINGTON, D. C.

January 31, 1939

Honorable M. S. Eccles, Chairman,
Federal Reserve Board,

Washington, D. C.

My dear Governor Eccles:-

Tkank you for your kind letter of January 26
commenting upon the Vox Populi letter to The News on
the subject of Government "spending". It is a subject
in which I am intensely interested as a plain American
citizen. Your approval of the Vox Populi argument is
most encouraging.

Your radio address of January 23 is, I think,
unanswerable. Anyhow, so far as can be seen, it has
not been answered, unless the Senate vote on cutting
relief is to be taken as an answer. Something ought
to be done about that and I expect it will be. Surely
the American people will wake up soon. In the fight
between fact and dogma, I bet on fact.

Perhaps the enclosed Vox Populi letter has
some truth in it. It amuses the writer anyway. I
hope it is not trespassing unduly upon your good
nature to ask your comment on the proposition to spend
10 billions in as short a time as possible and put
everybody to work at decent wages. If we could only
remove the surplus labor from the market and get wages
and consumption really up, we might get somewhere. A
demand for capital would follow.

The Jefferson-Hamilton fight is a pretty fight,
isnft it? It celebrated its sesqui-oentenial in 1936
and still goes on. Hamilton has just won a skirmish.

Yours truly,
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February 3> 1939-

Mr. Richard Franchot
Aiunsey building
Washington, D. C.

Dear Mr. Franchot:

Mr. Eccles has asked me to reply to yours of January 31 'with which
you enclosed a copy of an additional letter to the Editor of the JMews entitled
"The Buggy Philosophy".

In your letter you ask for comments on your proposition to spend
ten billion dollars in as short a time as possible so as to aosorb all the un-
employed. It must be admitted that this suggestion is logical in theory if
one admits the premise that additional public employment will not discourage
private employment. From the practical standpoint, however, it would oe
impossible to get everybody to work in a very short period. Even during the
six months' period from the late summer of 1936 to the spring of 1937 the in-
crease in industrial production brought about shortages in certain of the
skilled trades and this together with certain other factors created a number
of important bottlenecks in industry. Tne result was a serious disequilibrium
which contributed to the bpgging-dowii of the whole recovery. This experience
fortifies the statement made by Mr. Eccles that we must expect the volume of
public employment to be much smaller than the volume of private employment.
A trend in the opposite direction would be a trend toward state socialism.

Coming back to the proolem of W?A and PWK programs, the increase in
volume of public spending must be gradual enough so that shortage either in
skilled laoor or in the production of capital goods does not occur. In other
words, a balanced production must be insured so that the national income can
rise to the point where private employment will begin taking off and eventually
absorbing the major part of those on UPA and PWA.

The foregoing is my personal analysis of your suggestion but I be-
lieve the Chairman *ould agree generally with it.

Yours very truly,

Lawrence Clayton
assistant to the Chairman - C
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Editor, The News:~

A leading News editorial, Jan. 17,on the subject "Eccles"

seems to be long on dogma and short on fact.

Just what the burnt child, ChristmaS,home, a long day's

ending, the glitter of gold and the Ten CoBimandments have to do

with government spending is not stated. They seem to be used to

bolster the horse and buggy philosophy of the Byrd School,based

solely,as the editorial appears to admit,on the dogma: income must

exceed outgo*

Editorial reference to Mississippi bubbles, the tulip craze,

continentals, greenbacks,marks, franoSand roubles seems to dis-

regard our talcing gold out of the dollar without raising prices

and the failure of government financing to show the slightest in-

flationary effect. Dogma says it can1t be done; but it has been

done.

The Suitor may be thanked for the admission that he is not

alarmed; that sometimes it may be necessary to spend capital.

One of the times is when income is slack; when democracy is

threatened.

Why not look at a few facts? We the people, engaged in

production, exchange, distribution of goods and services, made

and spent last year a joint, collective (horrid wordJ) income

estimated at 60 billions. This was some 9 billions under the

year before. In 1929, we did 81 billions, which, with a 10 per

cent price correction is equivalent in actual things to 73 billions.

With existing capital in power plants, machines etc.,in 19E9, as

authoritatively estimated, we had a producing capacity of about

90 billions (as corrected to present prices). Presumably our
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present produoing capacity in goods and services is not less than

in f29. Probably, if we count the health, education and recreation

services that we are perfectly able to supply, if not to demand,

100 billions is a too conservative estimate of what we could make

in a year, given the markets. So what?

So in 1938 we lost at least 40 billions: The amount of the

federal debt, more or less! Scoles is surely financially sound in

proposing that we the people, through our government, lend ourselves

a few billions, if only in an attempt to start an upward dynamic

spiral of consumption followed by production. After all, a billion

is about what we spend for the daily papers. V/hat has the school

of Byrd to offer?

Some day we are going to fix the pump — or get a new one.

All we can,do now is prime it. There is plenty of water in the well.

A "great engineer" has said we cannot spend ourselves into

prosperity; giving us a beautiful example of dogma opposed to the

fact that prosperity consists in spending.

The horse «:iid buggy days are gone. The facts are changed;

only the dogma remains to plague us. Categorical dogmatism is a

disease.

*Ye the people are glad our federal reserve governor is not

a categorical dogmatist.

In the famous case of The People versus the Cat-Dogs, the

defendant is weak in his facts. i\'lll he win or shall we?

Yox Fopuli
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C The Buggy Philosophy -
(without Horse Sense)

Editor, The News:-

The Tweedledums, aided by the Tweedledees, have

succeeded, by a majority of one vote, in cutting the national

income by $150,000,000. The political philosophy of this is

easily understood. The action is designed to discredit the

New Deal Administration. So far, so good, as a matter of

presidential politics.

But the economic philosophy of the T's is not so clear.

It looks buggy. (We may leave out the horse because, after all,

there is such a thing as "horse sense"). They say private

spending will take the place of public spending. They do not

say how nor when. They merely assume a wishful conclusion as a

premise, putting the buggy before the horse. It is a Hamiltonian

buggy (Alexander,not John). However, they apparently see the

importance of spending. At least,a T is not quite a "great

engineer".

If we the people lend ourselves ^150,000,000.discounting

the note at the bank,and spend the proceeds in getting useful

work done, we add that sum to the national income; it circulates.

The spending of it gives work to the producers of food,clothing,

shelter^ a few gadgets and a little health, education and
/.
recreation service. These producers in turn spend more.

Consumption is increased and production follows. The effect
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is cumulative. The capitalists, of course, take their "normal"

37 per cent (as in '29), $55,500,000• The tax on this amortises

the debt. It costs not over $3,000,000 to carry. Uncle Sam now

borrows at a minus rate of interest. The balance after taxes can

be used to build with and thus to keep the original recipients

employed. Those to whom the tax is paid do not throw it into

the sea.

Theoretically, at least, J150,000,000, spent to put

a few of the unemployed to work, adds 1150,000,000 to our

permanent national income—a return of 100 per cent per annum.

It looks like a good proposition to borrow 10 billions at the

banks where money languishes in disuse, 20 billions being

estimated as the credit available in excess reserves; and to

put everybody to work, thus adding 10 billions to the national

spending power. We have the produoing power already. And there

is much work to be done.

The Hamiltonian buggy T's cannot see it. All they

want is to discredit the Jefferson ideal. They offer nothing

constructive. However, they do want somebody to spend money;

preferably their Hamiltonian friends, associates and backers;

the 1 or 2 per cent of us who make 55000 a year and then some,

averaging about f13,000. and running over a million.

The economic philosophy of the Tweedledees, now adopted

by the Tweedledurns,or vice versa, is not all wet. It appears

to be only about 98 to 99 per cent wet.
Vox Populi.Digitized for FRASER 
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