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Business activity ia declining at an alarming rate. Ths
baslic cause of this unfortunste development was the great wave of
forward buying initiated by the rapid advences in costs end prices
last winter. It now appears that the maintensnce of productive
activity until August was atiributable to production in excess of con~
sumer demsands. HNaticnel income failed to incresse sfter Hay. One
factor respansible for this was thet the expected growth in incomes
and buying power arising from incressed expenditures for reaidential
construction feiled to msterialize, owing to the excessive advances
in construction costs. inother is the lower level of the Covernment's
expenditures and the higher level of tax recelipts.

¥e are now entering upon a period in whieh production is
falling short of gurrent sales while efforis are being made to
reduce inventories. But as production declines wmemployment in-
creases., As unemployment increases, income und consumer demands fall
off. As eales decline and profits diminish expenditures far new plant,
equipment snd maintenence will declins. This is the vicious deflation-
ary eircle of 1923-52.

& bu B8

Then the Covernment disburses more to the conmmnity than it
collects in taxes, it adds to nationsl buying power end the demand for
the products of industry. The excess of spending over tax receipts in
the years 1953-%¢ was the primsry factor in incressing national income,
in increasing Federal revenues, in increasing sationel demand for goods
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and, hepce, in finelly making it profitable to sake edditions to
plant capaeity in 1936.

The Pederal contribution to national taying power was
particulerly heavy in 19%68. Even 1f we assume that cnly half of the
bonns bonds that were cashed resulied in ewrrent consumer expenditures,
the excess of aetivity-creating expenditures over sctivity-decressging
tex recelpts amounted to $4 biliicm.

There hes been a drastic decline in the present cslendar
year. For the first mine monthe the excess, calculated on the same
basie a8 in the previous year, amounted to §822 million. A4t the
present time it is negligible.@n the basizs of the recently revised
budget estimstes, it is anticipated that instead of » Federal contribuo~
tion to the growth iu nstional buying power there will actually be an
excess of tax collections over disburssments of an activity-stimulating
nsture in the secomd half of the eurrent fiscal year. Although the
revised budget estimates for the fiseal yesr 1938 indicate & techuical
deficit of $700 million, they mctually anticipate sn exeess of tax
collections over disbursements to the community of nearly $400 million.
This result is attributable to sppropriations of over $1 billion to
various trust funds. From the vlewpoint of business comditions, it is
the gconomio surplus, rether then the bookkeeping deficit that is

significant.
At a time shen the national inccme is shrinking the Govern-

ment 12 Beeking to reise revenues snd cut expenditures. This msrely
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intensifies the deflationary trend. W¥e are in danger of sterting

again the hopeless attempt to increwuse Federal revenuce when the
national revenue 1s shrinking. The sttempt feailed inm 1929-52. It

will fail agein. The only condition under whieh the Pederal budget can
be technically balenced in 1839 is a reversal of the present deflstiomary
trend.

Joplications of current developments

Unless direct positive action 1s taken, there is no good
reason why the national income should not continue to decline. Dur-
able goode shortages will not lead to increased activity for the
sufficient reason that the deeline in conzumer demands is fast conveart~
ing shortages into surpluses end deficlent ecapacity into excess espacity.
4 further decline in production and incresse in/:;ploynent. will check
the rise in rents and make the construction cutlook even more unfavorable,
The present wnfavorsble rent-building eost relationship will be perpet~
uvated.

The Republican Party was wrecked by relying on wishful thinking
that business sonld tura np, while at ths same time pursuing policles
that intensified the depression., 7The Democratic Party cen likewxlse be
wrecked if it mskes the same migtake. ‘The situstion today is too
pericus for us to rely on wishful thinking., A drastic snd long—continued
recession at this time would discredit the vhole Bew Desl.

We must take action now toc meke certaln that we do not enter
upon another downward spirsl. Effective action teken now would be mild
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in comparison with thst required i1f the present trends are allowed

to gather momentum. Effective sction was unduly delsyed last winter
to check cost and price advances. We are now reaping the consequences.
If effective action 1s again delayed at this time, the repercussions
on our whole social, political, and economic structure are difficult

to foregpee.
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