
srorm f . ft. 131 
BOARD OF GOVERNORS 

OP THE 
FEDERAL. RESERVE SYSTEM 

Office Correspondence Date June 12. 1957 

To Mr» Eccles Subject: Digest of Currie memorandum of 
F i Mr, Clayton May 18, 1957 8F0 16—852 

Currie traces the developments since the first of the year when 
there appeared to be some danger of entering into a spiral of wage 
and price advances. There was an inflationary psychology which called 
for policies of restraint. Steps in this direction were: 

(1) The raising of reserve requirements by the Boardj 
(2) The President's statement relating to durable goods expendi-

tures by the Federal government; 
(5) Side-tracking of the Miller-Tydings bill; 
(4) Indications of more vigorous antitrust activities by the 

Department of Justice, 

Partly due to those steps the situation has changed to fairly wide-
spread expectation of a minor business recession and a continuance for 
some time of present price levels. He therefore reappraises the situa-
tion, asking the following questions: 

(1) Have we restrained too much? 
(2) Is the budget being brought into balance too rapidly? 
(5) Should the budget be balanced by curtailing expenditures or 

should taxes be raised, or should either of these things be 
done? 

(4) Should a further expansion of money be permitted? 

He then gives an interesting discussion as to the likely effect 
of Federal receipts and expenditures on our national income. Without 
going into details he estimates that the net contribution of the govern-
ment to community expenditures will decrease in the fiscal year 1958 
about |5 billion as against 1957. Hence he says there will be a con-
siderable reduction in community expenditures unless private expenditures 
increase substantially. He then discusses various important fields of 
private expenditures as folloŷ s: 

(1) Automobiles. A likely increase in output by some 400,000 cars. 
(2) Housing. New construction plus repairs will likely increase 

about fl billion in the calendar year 1957 as against 1956. 
(5) Railroad and power expenditures will be considerable. 
(4) Total private construction based on the above and perhaps some 

other expenditures not discussed, are estimated to increase 
about |2 billion over 1956. 
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(5) Larger harvests. Currie estimates larger crops plus the 
likelihood of continued favorable prices bringing about a 
substantial increase in expenditures for both consumption 
and•capital goods. 

(6) Exports and imports. He estimates the increase of imports 
over exports is restraining recovery. 

(7) Interest rates and financing. He estimates the likelihood 
of continued capital financing and an advance rather than 
a fall in stock prices. 

(8) Profits. He estimates corporate profits will increase con-
siderably in 1957 over 1956. 

(9) Effect of higher prices on incomes: He thinks it likely the 
wholesale price indix for 1957 will average 7 or 8 percent 
higher than for 1956. Therefore, with the expected increase 
in the volume of production plus the higher price level there 
should be considerable increase in the total income with 
greater tax yields for the fiscal year 1958. It is noted 
however that an increased expenditure of a given amount will 
result in less increase in production and employment than 
would be true if prices had not advanced. 

(10) Inventories. He thinks that by and large inventories will 
not be added to and that speculative buying has pretty well 
stopped. He therefore concludes that there will be little 
or no increase in the national income arising from production 
for increased inventories during the remainder of the year. 

Summary and conclusion: The first six months of this year will show 
a substantial percentage gain in production over 1956 with a larger gain 
in money incomes. For the second half of the year percentage gains will 
be considerably less. The stimulus in 1956 from bonus payments and the 
expectation of rising prices will be absent in the second half of 1957, 
while increasing taxes, particularly on social security account, will 
exercise a restraining influence. The -unknown factor is the trend of 
inventories. Assuming that they remain stationary, Currie predicts a 
modest advance in production; if they decline however, he predicts a 
minor recession. 

From the long range point of view he feels that it is healthy that 
the rate of increase at this time has diminished as against 1956. This 
slowing up affords an opportunity for-the addition of production capacity* 
With the increase in capacity already indicated he concludes "That we can 
look forward with some degree of confidence to further increases in incomes 
and production in 1958 is indicated by the still large backlogs of demand 
in the durable goods fields." 
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Policy indicated: 

(1) Monetary policy, He feels no change indicated, 
(2) Gold policy. He suggests that it would be inadvisable to 

cut the price of gold since it might produce a deflationary 
result. He favors hoinrever, additional taxes on foreign capi-
tal thus retarding the capital inflow and forcing England to 
absorb more of the gold, 

(3) Budget policy. Here Currie feels very strongly that since 
there is an apparent determination to balance the budget in 
1938 it should be done by increased taxes, particularly taxes 
on incomes that would otherwise be saved. He therefore sug-
gests higher taxes on incomes above $5,000 and a schedule of 
"vanishing exemptions" on incomes above $5,000, Some other 
minor suggestions are made. He would prefer that the yield 
of any additional taxes be devoted at this time not to debt 
retirement but to continuation of adequate relief and making 
a start toward a farm tenancy and housing program. 
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