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FISCAL POLICY IN THR UPSKING

Desirable course of busipess
It would be highly desirable for consumoer demands to increase as

rapidly &s, but no more r»apldly than our =2bility %o incresse production,
80 that production and employmont would continue to expand with little,
if any, sdvance in prices, In this way ths upturn could be prolonged,
peopla on fixed incomes would not suffar from & yise in ths cost of
Iiving, iaventory and cormodity speculatioz would de avoided, intersst
rates would remain low, and there would be a better chance of avolding
a subsaguent drasiic recession,
Difficnlties and danzers

There was 80 much excess plant capacity and unemployed labor of all
types and skilis from 1934 ¢o 1935 that inersased production could
quiockly respond to inersased desmands with no advance of prices, This
conditior hae now changed, Althongh gll, the axcess plant oapacity has
2ot yet baen mbsorbsd and there is still & large number of unekilled
unemployed, withia recent months practical plent capaeity ﬁas been vesched
in sone basic lines and the Bupply of skilled labor hes apparently been:
proity well absorbed, The stoel industry is operating at bractical
espacity. If demend in the steel eorsuming industries sxpands more
rapidly than additionel steel capacity oan bs duilt, ths conseguence
will be an lmpetus to price rises, forward dbuying, duplication of orders,
end the energence of bLoom psychology, which may readily extend to other
indastries,  Demand to satisfy the emormous volums of eapital and housing
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doficianciess eccumalated in the prst seven yesrs may be superimposed
in tco short a time on the demond to satisfy normal growth regquirements,
The problexn 1 essentially on2 of timing. ¥e ean produce rore

steal znd coppur, given tlme, ¥Wo can obtain wors skillsd building trade
workere, giver time, The danger is that the demand for goods mey
inerease too repidly for additional goods to bs produced, so that prices
will rise Tapidly in 2 sellers® murket. If the recont rate of increase
in comeodity prices should continus 4t will bs slmeost fmposaldbls to
prevent an exaegsive cyclieal ’rise in intsrest rotes and & £21) in bond
prices, 411 the predictions of a eontinumancs of low interest rotes
wors baged on the sesumpiion of & continuance of &n orderly revivale
Expoerisnces in the ¥ &t has been thut a rising trend of comxmodity prices

has alwsys boen nccopanied dy rising interost retes.

Hov the daporr may bs minimized,

At thia stsge of the busipess cycle snd for the next fow yenrs
it eppears desir:dle 0 restrain the rate of lnerease of counsumer demends
by widening the differonce betwesn consumers® fncowes snd spending on
consumer goods, ‘The most effective way of mccomplishing this is throuwsh
incresssed taxation. Just ss a2 bddgeiary deficlt resmles in en increuse
in consumsr spending, B0 & budgetary surplus, in the presont circum-
stanoss, would tand to moderate the rute of growth in epanding. It
would, on the one hand, me=sn thel out of a given increass fr incomes
less will be spent on consumer #foods, This would reduce tho pressurs on

deficient plant cepacity in the cspital goods industries, It would,
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on the other hand, mesn that throuph federal dedt reiirement more
money would be avnilable for investmsnt, This would tend to restrain
3he rise in infsrest rates snd fall in bond pricso.

On general socisl grounds it would be undesiradls to imposge
additionzl tsxes on the low lncome groups. Throush social security
texes, indirect toxes and customs dutiss, tholr tex burden is alrssdy
high, The surtax rates on tha hisheszt income brackets appear to be
aMt aa hish as the $raffic will bear., Tha intermediate incone
brackets, thoss from $5,000 to §50,000, could, howevor, very well stand
additional taxes. More tax collectiions froux thisz group would result
in & reduction in ernsumpilon without hardship ard would, through
faders) debt retirement, result in an increzse in the savings of the
nation.

The; ortspce of proupt sction

The theory of & vompensatory fiseal policy, which has been followed
by this Administrution, implies hisher taxes end dedt retiremenis when
the recovery movement has become self-generating end threstens to
procesd at too repid a pace fo be sustnined. This etage hns now been
reached, I7 edditional incons taxes are {mpossd in this session of
Congress they will npt be collroted nntil 1938. I mction is delayed
until the next session, there will be great pressure sgalinst any ratroactive
lovy aguinst 1937 incomes #o0 that 41 is likely that ths tax would not

beeoms gperative until 1339, which may ba much too lete to be effzotive,
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It would be foolhwurdy on our part to count on more than three or four
yaars more of the upwnrd movement, Xt hag already beern undoer wey for
four yesrs, If the recent price movsment should sontinue, the upswing
mey come t0 an ond even sooner, I, therefore, edditionsl taxesn ore

not impocsed at thie tixe thers will be grave danger th-t the upward
movenrent mey become disorderly, commodity prices, tha cost of living,

and interest rates will rise, eand we will anter the next depresslon having

made little progress in reducing the debt built up in the previous one.
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