Pebruary 15, 1939,
Chairmasn Eccles Keport on Work in the

Lauchlin Currie : Monetary Problems Section

In accordsnce with your reguest, I mwm attsching a statement
indicating the mature of the work carried om in the monetary problems
seotion since 1935, I am alzo appending individual reports of my research
staff, I think the pature and significance of some of the work might be
more dramatically presented sz you suggested, by means of my charts, al-
though they would zive an inadequnte impression of the wide ccope of the

work,

LBC:em
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February 15, 1939,

THX WORK OF THE "MONETAIY PROBLEME™ SECTION

The work of the Monetary Probleme Section has been along
several lines:

I - Current Work
The section, through its head, has first and foremost sought

to be as useful t0 the Chairman of the Board as possible, Much of the
current work of the ssction, consequently, has been dietated by the
changing and widespread interests of the Chairmen, Thus, in the first
half of 1935, the work was concentrated slmost exclusively on banking
reform, In 1926 considerable sttention was devoted to monetary, business
end tax matters, In 1937 work was carried on in the fields of monetery
policy, “hot money"™, and,particularly in the latter part of the year, busi-
ness conditions and recovery programs, In the first half of 1938 much
work was carried on im business anelysis and in recovery progrems that
covered a wide field, During the summer the head of the seetion was in
charge of the Division, In the latter part of the year work wes carried
on in connection with bankinz reform snd inereasing attention was devoted
to developing the whole theory of a compensatory fiseal program, At pres-
ent much of the work is in connection with the Chairmen's activities on
the Fiscel and Monesary Advisory Board,

Some of the calles on the section are to prepare analyses of
memoranda originating outside the ssction and outside the Divisioml to
answer correspondence; to prepare muterizls Tor speeches =nd statements;

to serve on various technicasl committees; and to be at all times prepared
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%o contribute to the basis for business forecasts,
11 - Hesearch

The second mazin interest of the section has been in research
of a pioneering msture, This research has gone slong pnrallel with
the current cells on the section, In gemersl, the dndeavor has
been to dove}op new statistical series that would zive quantitative
content to importunt economic concepts, and thus aid in both inter-
preting past snd current trends and in forecasting future trends,
Information of this character is vitally needed if the projected
timing o Ticcel operstions and of monetary actions is to be improved.,
The experience of 1937, when we were in the dark as to some of the
most importsnt business developments, comes to wmind,

A, Net Contrjbution,

One of the most important concepts in recent years in relation
to business activity has been the net federal contribution to buying
power, The first attempt to express this concept accurately in qQuanti-
tative terms was developed in the seetion and the ssries has been
periodically revised and refined. In addition, estimstes of monthly
net contribution asre mude to cover more than a yesr shead,

B, Durable Goods,

In giving statistical content t0o another most important business
eycle concept, dursble goods expenditures, the section has also pilon-

eered, A continuous series of annusl sxpenditures on durabls gzoods
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production for each o tha important fields, for every year since
1919, and in current =nd 1929 dollers (as = meassure of physiesl
volume) has been worked out end is the only series in the country
that 18 kept up to date, It 42 in constant demsand by business
analysts, Estimstes of future expenditures are made on the basis
of past sxperience cnd under various assumptions &8 to the level of
production, ete, As by-products of the work, estimates of the changes
in the totel valus =nd volume of producers durable goods, of deprecia-
tion and retirements, and of the totel stock of residential buildings
were derived, This work has proved of great velue in assessinz the
possibility of bottlenecks emerging in productive ecuipment in various
fields, in sssessing the volume of needed expenditures in each field
to meet coertein levels of demand, etc, It hes also served as & basis
for constructing a current overall index of degrse of plant utiliza-
tion, which appears to be the single most important determinant of
new capital investment,

C. Con tio

One of the most important of all buasiness eycle concepts, con-
sumption, has mever had amccurate current statisticsl measurement, In
def-ult of a comprehensive current index, recourse has usually been
had to department store sales, which cover only & =mall portion of

the field, The ssetion hse now developed a comprehensive monthly
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index back to 1929 of the wvalue an? physical volume of consumers"®
expenditures which, in practical applieation, i® ziving excellant
results, This particular index would hav: bsen of inestimabls wvalue
in 1937 s& it would have indicated & marked downward .trond in the
physiczl voluse of consumption during the nine months preceding the
dovnturn in businesa.

D. ZInvemtories,

This is smother immensely importsnt economic concept. Very
frecuently the role pluyad by veriations in inventories has proved
deeisive in determining movements of business zetivity. In default
of a reliable current series, th- scetion has sandeavorsd to derive
a monthly index by developinz comparsble series of the production
and consumptior of consumere goods, This has proved to be a difficult
and laborious task and has nscessitatsd constructing new produetion
indexes and mew price indexes ss well 25 & mew consumption index,
Preliminary results have been sufficiently promising se to lead to
expectations that we may shortly have a comprehensive monthly index
of chenges in the dollar value =nd physiezl volume of inventories,

E. New Orders,

Through the utilizatkon of various outside contacte, it iz hoped
shortly thet access msy be mede to considerable informstion on new

orders on & weekly besis,

~
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F. Demsnd for Money,

This conecept iz very olé and wsry important in wmonetary theory.
An attempt has been made in the section to give it guantitative
meaning, This has teken thes form of hresking do m ths total of ad-
justed demnnd deposite into the holdinge of wverious sconomic Eroups.
The results were published in the Feders] Keserve Bulletin and im &
poper reed before the Amsric:m Statistiesl Associztion., This consti-
tuted the first attempt te acewer the ¢uestion, who holds the money
of the country? Movements in the deposit hol ings of differsnt economie
groups in different phases of ths cycle should throw coneiderable light
on the functionins of our monetsary mechanism, whers sioppagss in the
flow of payments occur, etec,

G. Closed Bank Study,

This study falls somewhat outside the more receunt setivities of
the section. It has, however, important monet:ry as well as banking
aspects, Little hss come out of this study in finished form as yet,
with the exception of the analysis o the n:ature of deposit losses
femediately precedinz suspension of banks, The decieion to publish
this in the next issue of ths Bulletin ie pemcding. Practically all
the spade work has been dons for the remninder of the study and now
that & research man hes been appointed to work solely om this meterisal,

rapid prosress in workins up the meterial for publicstion is expected.
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Ths material constitutes = mine of origimszl d=ta, nothing
comparable to which has ever bhefore been sssembled., It desls
primarily with five topies: the nsture of th- deposit losses
experienced by bank: before suspension, the licuidity of warious
types of sssets held by banke under the pressure of serious denosit
losses, tlic ecomomic diastribution of deposits =8 between business,
fimaneial, persomn=zl accounts, ete,, and changes in the distribution
in the course of a particularly severe esconomic eycle, the economic
disgtridbution of benk losns, and the setivity of personazl deposit
accounts, Theae topics are of corcarn to the Board as well as to
bankers =nd to money and banking studemts in gensrzl. They are
designed to Fill up lerge gzeps in our kmowledee conesrning the
nature of the factorz ipnvolved in bank suspension, ths connectio:s
between ehinues in the volume of denosite and chenges in business
activity, and many othar proble=s bearins upon the soundress and
proper funciioninz of the bapking system.

III

The heed of the section has served, and is serving, om techmiecsl
committees in the Treasury and the Netional Resources Cormittee. Work
st the Treasury has been im connection with foreim capitsl novements,
price policiss and the preperations of msteri=zl in connection with
the Fiserl snd Monetary Advisory noard. At the National kesources
Committees he has served onm the Industrisl Committee, the mzin fun-tion
of which is to review the technicsl work of the Industrial Seetion of

the Nationsl Hesources Committee,
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Februsry 14, 1938
¥r. Currie ¥Work Report

¥Mr. Terborgh
(Senior Economist)

In response to your request for a& report on my work at the
Board, by years, let me suggest thet as I have been engaged from the
beginning until very recently (January 1, 1938) on & single continuing

project, there is little to be geined by a chronological division. I

1/

ghall therefore treat the undertaking as & unit.

The project has consisted, as you know, in an snalysis of the
fundamental position of the durable goods industries, and of their pros-
pects over the next few years. 7The principal sources of demand for
durable goods have been studied sepsrately, and & report has been written
on each, first in extenso and then in summery fora for distribution to
the Beard and others, A list of these reports follows,

1. Introduction
2. BHousing
5. Automobiles
4, Railroads
5. Electiric Power
8. Telephones
7. Transit
8. #ining and Maaoufscturing
8. Public Construction
10, Agriculture
11, Household Goods
12, The Durable Goods Backlog
13, Depreciation snd Retirement of Durable Goods
14. The Finencing of Durable Goods

1/ I joined the staff August 15, 1936, and with the exception of two
leaves without pay aggregating three months (September-October
1936 snd September-November 1958) I have been in continuous

employment.
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In addition to this series of reports, I heve prejered, in
response to specific requests, s number of papers and memoranda related
to durable goods, an incomplete list of which is given.é/

The Present Situation of Inadequate Housing 2/

An Analysis of Capital Formation as & Guide to
Current Policy:

Potential Inadeguacy of the Supply of Freight Cars

Potentisl Inadequacy of the Supply of Locomotives

Current Condition of Railroad Income

Railroad Equipmeht Estimates

Proposal for R,F.C, Loans to Power Companies

Utillty Barnings

Public Utility Cepital Backlogs

Importance of Security Markets to Capital Investment

In the course of the durable goode study I have developed a
considersble array of estlmates never before attempted, so far as I am
aware, and have improved and made more promptly avaeilsble a large number
of series alreedy being prepared by others, The primary ourpose, however,
has been the snalysis of the outloock for durable goode activity, not the
preparetion of statistical data for their own sake., The development of
this analysie has involved a gooé deal of pioneer work, and 1s still far
from complete, but I feel sure at least that much solid progress hae been
made,

As I have already indicated, I have not been working on durable
goods since the first of this year, The present acsignment, which is the
analysis and improvement of Xuznets' imventory estimates, will be the

subject of & report in the near future,

1/ This does not include office memorsnde relating to studies submitted
for criticism by other members of the Division, correspondence
handled for the Division, or other miscellaneous material,

2/ Papers read before the conventions of the American Economic Associs-
tion in 1986 and 19358, respectively.

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



February 15, 1939
¥r. Currie : Sorx Henort
Alan R, Sweezy (Senlor Econamist)

Hy wmain activity bas been ia conmeeticn with the
enalysis and interpretatiom of data bearing ca compensetory
fiseal pelicy. In addision, there have been several topics
indirectly related to the problems of fiseal poliey that I
bhave oovered, %Tae following ere the chief probiems on which
I have been engaged:

1. Soeisl security. In following the developments
in the field of soelal security, I have concentrated chiefly
on the old-age insursnce system, I have followed and anslyzed
the estimates of the Soelal Security Board and the Treasury as
to possible maximum and minimus benefit payments in 1940 and
a2 %o tax collectioms iz the same yesr, I have also worked
on analysis of the reserve provisions of the law and the amend-
ments in both benefit and tax features which would be desirable
from the point of view of fiscal poliey.

2, Haterial and statistics for spesches and letters
by the Caairmen on fisesl poliecy and banking.

worked with Mr, Longstreet on the olaboration of the revised
“m.

4, Price vebavier and price controi., Ipent u couple
of months last summer working on price behavior snd possible
methods of price gvoatrol, This covered undesirable price ine-
eresses, rigid prices, enforcement of competition, methods of
Covermment regulation, and so forilh.

5., The relation belween iavestnment and seiional ine-
eome, Using Terborgh's and Kuzmets' figures, I worked out with
¥r. Bassie's help & total lavestuent series, iucluding the ned
contribution of ell govermmental agencies, back to 1921, and
the relation of investment to mational income. In the course
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of this work it was necessary to carry the net contribution
Tigures buok of 1932, One of the interesting facts that
emerged from this study was the increase in the average
propensity to consume in the years 1938 end 1939, whioh led
to the further comelusion that spending of stoeck markeb
profits on consumption played a major rele in sustaining
prosperity tirough those last two years,

8, Materials and arguments for a book on fiscal
poliey. A large part of my time has been spemt in colleecting
and analyzing material and working on methods of preseatation
for a comprehensive book on fiseal policy. In addition to the
work mentioned under other headings, all of whicu would Le
useful ia writing such a book, I have covered the following
general topieatl

a) An analysis of whet makes prosperity;

b) A survey of the forces of expensioan

sustaining prosperity in the nineteenth
centuryj

¢} An analyais of the prosperiity of ithe
Twenties and of the reasons why 1t came
o an endj}

d) An anslysis of the Emgiish sxperiemce siuce
1830, ineluding & study of national income,
Government flaances, price wovements, wages,
interest rates, and housing}

e) Problems connected with debt, both public and
private}

£} The investment ouilock and 1is bearing on
eurrent policy;

¢) The possible relation of the tax structure
to consumption amd ilnvesisent, and hence
to the current efforts to maintain prosper-

ivy.

7. Labor, Study of the Wages and lours (the Fair
Lebor Standards) Aot and {ts probable effect on business; anale
yeis of the report of the President's Committes to study indus-
trial relations in Great Britain,
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February 15, 1939
Mr, Currie Work Report

Hr, Bassie
(Senior Economist)

8ince joining the Section in the middle of 1337 I have worked
on the following subjects:

1957 ~ Analysis of Proposed Wages and Hours Law - The Fair
Labor Standards Act of 1837

Analysis of Proposed Chenges in the Fair Labor Standards
Act of 1937

Statistical Determination of the Break-Even Point in the
Steel Industry - A study of the effects of price and
cost incresses on earnings

Analysis of Automobile Manufacturers Associstion Hemorandum
on Costs and Profite in the Automobile Industry

Estimates of Het Income of All Hon-Financial Corporations
for 1937

Etudy of the Econoamic Effects of the Undistributed Profits
Tex on Dividends and Hational Income

Collection &and Analysis of Materials on Undistributed
Profits Tex

inalysis of Agriculture Department Hemorandum - "Dividends
and the Undistributed Profits Tex"

Analysis of ¥r. Friedmen's memorandum "Factors Checking
Recovery"™

Special Estimstes of Inventory Changes to Petermine the
Role of Inventories in the Recession

1938 - Analysis of Data on Sears Catslogue Prices - a study of
the factors resulting in reduced prices to consumers

Analysis of Mr, Fred H, Sexauer's memorandum and drafting
of reply for Governor Davis
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Index of Utilization of Productive Resources -~ A study of
monthly changes in the degree of utilizetion of producers
dursble goods in manufacturing and mining

Study of the Relationship between Utilization of Producers
Durable and New Expenditures for Plant and Equipment,

Review of Benjamin Graham's Storage and Stability for

transmission to Secretary Wallace

Analysis of Agriculture Department Memorandum on Fire
Insurance Companies

Estimates of Changes in Inventories During the First
Half of 1938

Analysis of Agriculture Memorsndum on Inventory Situation
Anelysis of Economic Consultants Indexes,

Estimates of Netional Income for 1938 and 1939 (with
Conklin and Dirks)

Analysis of Treasury's Inventory-Losn Memorandum
Relation Between Unemployment and WPA Employment

Ability of Railroad Equipment Industry to Meet Recovery
Needs ~ Estimated freight car requirements under
recovery conditions and the possibility of a bottle-
neck in supplying cars to meet those requirements.

A New Index of Consumer Expenditures - A study of monthly
changes in consumers' purchases of goods and services
from 1929 to date comparing changes in expenditures
with changes in income,

Correlation between Net Government Contribution, Consumer
Expenditures, and National Income

Current
(1938-1939) Revision of Index of Consumer Expenditures

Index of Retail Prices - A study of changes in retail
prices of goods in the consumption index, to be used
in putting thet index on a physical volume basis,
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Index of Production of Consumer Goods - A study of produc-
tion of goods in the consumption index, combining
agriculture, foreign trade, and the FRB Indexes, as
revised,

Index of Inventories of Consumer Goods - A study of all
inventories destined for reteil trade, derived from
indexes of consumer expenditures snd production of
congumer goods,

Index of Changes in Consumer Credit - An attempt to estimate
monthly changes in consumer credit and to determine its
role in producing geps between income and expenditures,
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MR. CURRIE February 15, 1939

MARTIN KROST Work rt
(Senior Economist)

Activities Since Joining Board Staff

9

Developed the series now known as the net contribution
of the Federal Govermment to national buying power. This work
involved an examination of the nature of 52 principal types of
Federal expenditures &nd 15 prineipal types of Federal re~
ceipts; a study of the functions of the Govermnment corporations
and oredit agencies and their finencial relationships with the
Treasury and with each other; and a study of Treasury account-
ing procedurees and the various financial reports released by
the Treasury. Have since kept this series current and mede the
periodie revisions necessitated by the crestion of new Govern-
mental functions and sources of revenue. OCurrent work regquires
familiarity with the principal Appropriation and Revenue Acts
passed by successive sessions of Congress and with current
changes in Treasury sccounting procedure.

Provided much groundwork materisl utilized during the
passage of the Banking Act of 1935 and furnished specifie in-
formation required during hearings on the Act. Work in this
connection included estimstes of money supply end income veloe-
ity, estimates of interest earned by bsnks from holdings of
Government securities and a statement of the considerations in-
volved in issuing sufficient currency to replsce the national
debt; an estinate of the Govermment security holdings of the
British baniking system; and a study of the real estate loans
and real estate holdings of suspended national banks.

Supplied data required for semi-monthly reports to the
National Emergency Council during the year 1935 on a wide
range of topics, including money supply, movements in bank
earning assets, gold and capital movements, interest rates,
security margins, Reserve bank losns to industry, prospects
for residential construction, end the problem of excess re-
serves.,

Assisted in planning the Closed Bank Study and in draft-
ing the formal application for WPA funds, consisting of over
100 pages of material, including statement of the purposes of
the study, collecting and tabulating procedures, instructions
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Martin Krost 2.

to elerks, supervisors, editors and tasbulators, estimates of
cost, sample forms and schedules, and skeleton outlines of
final tabulations.

Conducted experimental work and developed reporting
forms, instructions, editing &nd tebulating procedures used
in Lerge Deposit Study, sn investigation of the distribution
between business and personal holders of deposit sccounts of
$100,000 and over in the 100 largest member banks.

1938 :

In connection with the Large Deposit Study, supervieed
transmission of reporting forms, correspondence with Reserve
banks and reporting banks, oditing and tebuletion of reports
received. Assisted in drafting report to the Board on this
study and in preparation of Bulletin srticles summerizing re-
sults.

Assisted in edministrstion of Closed Bank Study, includ-
ing correspondence with fourteen supervisors condueting field
projects in twenty states, handling of problems commected with
allocation of funds, procurement of personnel, supplies, and
equipment, relations with Works Progress Administrztion, Central
Statisticel Board, receivers in charge of suspended institutions
end other supervisory agencies. Made periodic revisions in tab-
ulating plans as necessitated by information from the field as
to the aveilability and usefulness of data. Prenared s manual
of instructions for the conversion of bank daily stztements to a
uniform basis, contzining a classification of over 700 items ac-
tuselly found on bank statements into 25 standerd items and speec-
ifying procedures to be used in the trestment of interbranch
items, trust end insurance department items, end income and ex-
pense items. In the concluding stages of tsbulation, assisted
in the administration of a tabuleting headquarters employing
about 200 people ard in the handling of problems connected with
the transfer of personnel to other projects and the disposition
of surplus supplies and equipment. Assisted the staff of the
Federal Deposit Insurance Corporation in preparing plans for e
similar project. :

Supplied much statisticel materiel for use by Chairman
Eccles in speeches aund statements, including 2 handbook of
figures trecing the progress of recovery since 1932,
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Martin Krost

1937

Supervised transfer to Washington of statisticsl records
produced by Closed Bank Study and completion of certain unfinished
tebulations. Drafted cutline of report on the project as & whole
and mede preliminary drafts of reports on certain sectione of the
study.

Prepered a2 memorandum on the reduction of net Federsl ex-
penditures then in progress, attemptiung to forecast the particu~
lar types of expenditures which would be reduced and streseing
the maegnitude and economic effects of the reduction in consump-
tion~-stimulating sxpendi tures.

Prepared estimates of the movements of foreign bank de-
posits in the United States since 1922, requiring the use of
several estinating techniques over part of the period for which
there were no reported figures.

Made estimates of the effect on total construction costs
of various chenges in FHA provisions as to interest rates, re-
quired down peyment, and period of emortization for insured mort~
gages. Some of these changes were later embodied in amendments
to the Federal Housing fet,

Carried through an extensive revision of the net contri-
bution series improving the procedures used in the trestment of
bonus peyments and socisl security transsctions. Prepared much
meterisl used in discussion with members of the Treasury staff
and with others as to the value of the net contribution series
a8 compared with other methods of measuring Federal net expendi~
tures.

Prepared estinates of the distribution of deposits end
currency in circulation between business and personal holders
and between various types of business holders, requiring the
preperation of various subsidiary estizates on which no previ-
ous published work existed.

1938

Prepared the first formal report on the Closed Bank Study
on the subject of deposit losses experienced by benks immediately
preceding suspension,

org/
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Propared & memorandum on fixed and floxidble elaments in
the Fedoral budget, with speeisl refsrense tc the gquestion of
compengstory or non-compeasatory behavior in future periocds of
prosperity and depression.

Developed technigues end procedures for foreceating
Federesl receipts and expenditures and for assessing the proda-
ble acocuracy of officizl Budget catimates. Revisions of esti-
mates for the principal items of receijpts snd expenditures are
now esrried through quarterly. Prepsred a forscazt of the
movements of the net contribution to the end of the figscal year
1940.

Furnished s considerable volumne cf material om prchlems
ariging out of the Soeial Security Act, imcluding teblesz show-
ing the deflationary effects of sccwrmulation of old-sge and un-
employment reserves to dete and estimates of these effects in
future yéars. - FProvided memorends on the recommendutions of
the Booial Security Advisory Council and the recommendations of
the Security Board itself. Thie work iauvolves kesping infommed
of current movements in payroll tax collections, unemploymeant
benefit paymente, snd benefit paymemts under the provisions of
the Act relating to old-sge assistaunce, sid ¢ the tlind, and
ald to dependent ehildren. It also involves famili=zrity with
date bearing on the probable smount of poyments usder the old-
age insurance provisions of the Aet.

Prepared 2 memorsndum giving & deteiled description of
the method of deriving the net contribution figures.

Prepared a memorandum on possible methode c¢f rsising ed-
ditional Federal revenue without restriceting consumption.

Provided meterisl, primerily on State, locel erd Federal
expenditures and taxation, for use in comnection with the ex-
change of letters between Cheirman Eecles snd Senator Byrd,
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Februsry 15, 1939,
Mr, Currie Work HKeport

Joseph Silverman
(Economic Assistant)

I h=ve worked om the following subjects:

1. Btock Prices snd Corporate Earmings. A study illustret-
ing the relationship between Tundamental business Tactors embodied in

earnings znd security prices. Originszl desta compiled and adjustsd to
comparable relstionship.

2, Anzlysis o e diffe weekly business exes, This
study deseribed the series that composed the indexes; showed how they
were constructed; compared one weekly index with ths Federal Reserve
Index of Production to illustrate similarities and differences in trend
over s number of years,

e aration of data for the 2x of consumer expenditures
Worked on seasonal adjustments, experimenting with monthly fizures to
obtain proper seasomals. Awv=ileble consumer dats anzlyzed, esach series
studied separately to determine its usefulmess for the purpose intended.

Compilation of orizin-l data for index of consumer expendi-
tures in the armusement industry.

Estinates prepared on the seversl series in the consumers
index. Materis]l gathered from various sources and then interpreted in
compiling estimates which are used until the =metusl statisties are re-
leased., Sources of m:=terial are constantly sesrched to improve methods
of estinsting. Ret2il trade ssries are studied to deeide if they should
be added to the new index of consumsr expenditures. Kevisions in the
gseries are made in accordance with new cemsus fisures,

4. Assigned work - such as chart and report illustrating
and desceribing relationship between cousumer index ond other series;
reports on the usefulness and scecuraecy of various busiress statistical
series,

5. A dy of thly and business statistics -
collecting end keeping up to date the more important series,

JS:em
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