March 23, 1938,

Dbear Governor:

Enclossd 15 a bateh of materiel I got together mather haetily
this sftornoon. I celled Eastman and told him of your strong feeling
of the desirability of securing some sctuc)l sxpenditures by the rail-
roads and your concern lost the Coumittes confine itself to bailing
out and longer-term recommendations. I mentioned specificelly the
desirabllity of securing asdditionel meintemsnce and equipment expendie
tures through the purchase of non-cumulative preferred stock, and
‘Eastmen replied ™We've kept that {n mind and we'ye working on {t".

I sent him s bricf stetement om these proposals, I'1l call LsFollette
tomorrow about the other matter,

X hope you are getting a good rest and are not worrying too much
over things in general., I'm afraid you'll heve cnough to worry about
‘when you come back,

¥y preliminary figure of net federal contributions to community
expenditures was mimms £78 million in February apd it will probably
be megative in March and April aleo. I1'm working on a more oxtended
and documented Statemsnt of the couses of the recession nnd the
leszons t0 be learned thereform.

Cordially,

SESHCS

P. 8. The figure for bullding permits for Fabruary on page 2 of
the mewmorandun on housing will not be officially released until
Saturday, March 26th.
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Februery 11, 1938

A RECOVERY PROGRAM AND THE RATLROAD PROBLEM

It appears feasible to work out a program that would
meet the needs of the railroeds, would further recovery now
and would be conducive to longsr-run economio stahility.

The program suggested for conaideration is in two
parts, either of which might be adopted independently, or they
ocould be worked together. The first, and more lmportant part,
is as follows:

Let the Government, through e Federal Reilrcad Equip~
ment Corporation empowered to issue its own debentures, invite
bids for the construction of freight oars and/or locomotives.
¥hen bullt, these would be mvailable for hire by the railroeds
when and as needed, Various points bearing on this proposal.
are 28 followst

1. Importence as s factor in recovery

It could result in immediate inoreased expendi~
tures ranging between $700 million ard $800 million s yesr,
Mr, Terborgh, in his memorandum on the rallroeds, estimates
thet the railroads will regain the 1929 level of traffio when
physical production is 15-20 per ocent higher than 1929 and
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that we can expect that level when we achieve & relatively nommael vol~-
ume of employment. If we set our objeotive of full employment at
three years, thie would call for 200,000 new freight cars a year,
1,760 freight locomotives & year, 450 passenger locomotives & year,
and 1,000 swlitohing locomotives & year, This would amount to en ag-
gregate of neerly $800 million a yeasr for three years, allowing for
10 per cent lower cost per unit than present costs., This is exolu~-

sive of needed passenger train cars,

Inorease Re~

over place- | New units

present ments needed

inventory | needed | annuslly

nesded in for recov~ Cost Aggregate

for full S yesr | exry in per cost

ragovory period | 3 years unit annually
Preight cars 300,000 800,000 £00,000 2,430 486,000,000
¥reight locomotives 2,200 3,000 1,750 112,500 196,875,000
Passenger locomotives - 1,380 450 112,500 50,625,000
Switohing locomotives 1,800 1,350 1,000 45,000 49,000,000

778,500,000

Expenditures of this smount a year would oreate & large vole
ume of employment in the ratlrosd eguipment industry, in the railroade?
own car shops, in the steel and other industries, and would result in
2 considersble expansion of railroad traffic. It would be equivalent
t0 the cost to the Pederal Government of carrying 1,200,000 men on W.P.A,

for a year,
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This would be one of the most economically beneficlsl types
of expenditures the sconomy could engege upon et this time., While
¥.P.A, projects are mostly econcmicelly end nearly all socially bene-
ficiel, many of them are in the nature of luxuries. On the whole
they 4o not contribute as much to productive rescurces as private ocap-
ital expenditurea., We know that we will need additional railroad
aquipment aggregating billions of dollers to handle the volume of
treffic consequent upon full recovery. While financiel oconeiderations
prevent individual rosds from anticipating these roquirements, such
coneiderztions do not apply to the economy &s & whole. From the come
munity point of view, 1t would be most economical to use idle re-
gources now to add to our productive equipment, rather than ettempt %o
resquip ourselves all in & rush sometime in the future. This appears
to be a unigue case where the Government can initiete true scapital ex~
penditures with a minimum of competition or of subsidizing.

The morits of the proposal do not depend op whxt action is
taken with regard to freight rates., From the rallroad point of view,
some form of asslistance will be necessary if rates are not raised.
¥rom the recovery point of view, Govermment stimulation of railroad
equipment buying mesy be more urgently needed if freight rates are ad~
vanced, beceuse increeased freight rates will o8t in themselves lead to
incresssd equipment buying while they are likely to have an inhidbitory

effeot on general business and construction activity,
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8., QCoutribution 1o economic stability

Under this plan, equipment would be built at the order
of the Federsl Railroad Equipment Corporation rather than the indivigde
ual railroeds. Construction of squipment would no longer be dependent
upon the traffic demands of the individual rosds and their immediate
zbility to finance purchases. It is thias fector that produces the
present wide cyclical fluctuations in the equipment producing indus-
tries, snd the change to a mors rational system of ordering would elime
inete the oyclicael factor in this induatry.

Ultimately, the plan might result in compensatory soction
over the railroad field as a whole. The Federal Corporation, through
reductions in costs of materiels in connection with mass buying, and
through economies in providing a nstionsl pool of rolling stook, mey be
able to have rolling stock menufactured so cheaply and rTent 1t at sueh
low rates as to make private menufeoture and ownership uneconomical.

If this should happen, the Corporation would have title to the bulk of
the 10lling stock of the railroads within 10 to 20 yesrs. Or the Gov-
srnment could prohibit railreoads from sequiring new rolling equipment,
except under permission of the I.C,C. We would thus graduslly eese
into ownership of the railroads and a lerge fleld would be availeble
for flexible and compensatory spending of & most oconomic end generally
approved nature. Sweden wae greetly helped in the recent depression
by being sble to expand expenditures on the Government-owned railroads,

This graduel easing into the picture by duilding and owning rolling
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stock appears the only practicel mode of procedure, Outright owner-
ship of the railroads 1s not politically practicable aid gradual owne
ership through acquiring the worst and most bankrupt roads is not de-
sirable.

The drsstic and harah sound of prohibiting railroads from
acquiring new eguipment could be aveided by requiring that they se~
cure approval of the I.C.C. in soquiring such equipment, the condi=~
tion for approval being the demonstration thaet it is more economical
for the road to acquire new eqQuipment tham to lease Corporation equip~-
ment, or aimply that 1t is in the public intereat.

Furthermore, the schedule of rental rates could be partly
geared to chahging business esctivity. Changing rentala, thus affect-
ing the income of railrosds, might be far less disturbing to business
than freight rate changes, particularly when business activity was de-

elining and the alternatives are an gdvance in freight rates or & re-

duction in rental ratss.
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In any cmee, the construction of additioral rolling stock
at this time would lessen the danger of bottle~necks developing in
the future in various direotions; {a) in the railroad sequipment shops}
(b} steel and machine toola; (o) in traffic movements. Boitle-necks
in all these places would encourege forward duying end rising prices,
which, as we have reoently sesn, oan spread to oiher industries where

physical shortages do not exist.
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3, Efficiency promoted
The great bulk of the rolling atock of the roads is o0ld

and the meintenanoce costs mre correspondingly bkigh. Of some 44,000
locomotives, only sbout 3,000 have been dbuilt im the past 1l years,

or less than 10 per cent. According to studies of the Baldwin Loco-
motive ¥orks the maintenance cost of & freight locomotive inoreeses
from the first to the twentieth year at an annusl rate of approxi-
mately 6.2 per vent. It seems highly probable that much of the rolle
ing stock has excecded its sconomic life end that the annual costs of
rapelir and maintenance exceeds the savings effected iy the amortization
of the original equipment. Msny roads that caanot afford high initisl
costs, could take advantage of ressonable rentals for the time mew
equipment actually is used,

Over a longer period of tims large economies should be de~
rived both from the standpoint of individuel roads and nationelly
through a more intensive use of equipment poasidle through pooling.
Instead of each roed being compelled to have a lot of cepital tied up
in standby eguipment, the Govermment corporation would hold the re-
serve supply. The Government corporation, in turn, would need to carry
less than the aggrsgate now carried by individual roads.

The objection may be advanced that the peeds of individual
railroads for diffsrent types of freight cars differ so widely that a
singls corporation could not hope to meet these needs. Such an objection
hae little validity. Ordinary methods of inventorye-control would indi-
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cate true current needs in the absence of duplication, Future needs
must be estimated in eny c¢mse. A large study being eonducted by the
Hetionsl Resources Committee indicates that it is possible to eati-
mate very cloesely the production in individuel lines, given a certain
national income, Similar methods would undoubtedly give better nation~
al estimates of the number of different types of freight cars asnd lo-
oomotives thet & certeln volume of traffic will require than could pos~
gibly be arrived at as the sum of individusl estimutes made independw
ently by the varicus roads. MNoreover, sotion would be taken to meet
all neads es they becsme known, and would not depend upon the immediate
finaneisl status of any single roead,

This does rot mean thet 2ll special demands for cars would de
mot by the Corporation. A good deel of waste now results from the de~
aire of the individusl roed's car and locomotive shops to handle the
lergest possible volume of business. An effort is made to obtain work
that might go to outmside ocompetition by insisting uporn the merits of
individual quirks not incorporated in the staenderd models of the regu~
lex car &nd locomotive builders. In meny ceses this argument 18 not
Juptified, &nd economies would flow from greater standardization.

Furthermore, 8 single large corporstion could afford to make
far more generous provision for research than is now possible. The
needs of the syetem as a whole for new equipment could be more accur-
stely determined, and egquipnent oould be designed to meat those needs

more effectively. The various airlines now jointly pay the costs of
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developing new types of planes,

Considersble economies would also flow from a steady snd
continuous program of eguipment buying. The equipment compenies could
utilize their productive capacity more effectively and their personnel
problem would be greetly reduced with a permenent, more officient working
foroe, The savings iu tsxes by those compenies would #lso be consid=-
erable if the indusiry were to obtaein & stesdy flov of income rether
then its present feast or femine extremes.

4. RNot in conflict with larpe existing interests

Reilroad lubor should be in favor of the proposal. Rail-
road nanagements might not be so favorsble but they could see favorable
aspects; many of them could mekeé & profit in construoting rolling stock
for the Corporation, they would receive lncressed freight traffis, and
they ocould reduce ourrent operating expenses., Railroad eguipment and
steel companies should favor the proposal.

If the Government corporetion provided for all new edditions
to rolling stock, the reilroads oould gradually retire = substantial
anount of debt or devote mors money to improving their propertiea other
then rolling stock,

The proposal could apply to all rolling stock or could be
limited to certein kinds. The construction and operation of Pullnan
oars would presumadbly not come under the propusal, Ecme question weuld
arise in the case of other leasing companies, such as the Pacific Fruit

Express, {(Initially, et lesst, it might be better not to infringe on
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the field of such companies.) However, there is no resson why the Core
poration should not leasse cars to the leasing companies.

Under this proposel, roasda could still be required to carry
out running repeirs on rental stock and the Corporation could have
more fundamental reconditioning cerried out by the railroed repair
shops. Verious problems in connection with rentsl rates, seasonel
pesks, enpty cars, and storsge will be studied by the research stafl
of the Corporation with a view to determining the most effiocient and
equitable solutions,

$. Advantageous to Federal Government

The proposel f£its in with the President's evident desire
that new projeots, as fer as possible, be self~liquidating and not be
2 charge on the Federal budget.

An objectlon is that, if traffic does not recover in pace
with the construction of new rolling stock, the Corporation's egquip-
ment will lie idle while the roada use their present eguipment, A sube-
stantial portion of maintenance costs is attributeble to weathering.
This could bde met, in so far as railroads have good cost accounting in
connection with maintenance, by fixing rentale below the cost of maine
tenance of old ears, so thet scrappage would be accelerated. This
would of oourse represent a subsidy, but the Govermment could afford a
small subsidy to obtain the various advanteges of the proposal,

Frox a national defemse point of view, it appears as vital to

have & well~eguipped railrosd system s to have an auxiliary merchant
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rarige. We are now in a position where we cculd handle very little
rore traffic than in 1937, The traffic congestion during the war
comes to mind. Any initisl lose consequent upon the failure of rents
to provide fully for amoritization of eguipment could be charged %o

nationel defense. We are subsidizing & merchent marine for this rea=-

BOR.
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A BATIONAL HFALTH PROCGRAM

America he® lagged behind in the provision of adequate medical care for
a large portion of the people. There has recently been un upsurge of in-
tsrest end concern in this problem. This is evidenced not only by an out-
pouring of speeches, books and ertlecles but also by the remarksble growth
in the number of persons participeting in purely voluntary group hospital
Insurance. The number of such persons increased from 800,000 in april
1937 to 1,000,000 in December. A survey just concluded has brought to
light the wide prevalence of chronic sickness. Conditions in the South are
particulerly shocking. There must be hundreds of thousands of ceses where
s simple operation, say, for hernis, would make people self-sustaining who
sre now dependent, There is a deficiency of 400,000 hospital beds,
{($1.2 billion) in reletion to 1929, when the number was admititedly inade-
quate. The rehabilitation and conservation of our human resources should
certaigly come before the rehabilitation and conservation of our physical
resources,

Specific Proposals

(a) Increase expenditure for maternel, child and genersl public health
work provided for in Titles 5 and 6 of the Social Security Act. {$40 milliom).

{b) Make Federal grants-in-aid to sssist states to provide general
medical care to needy poor and to others, otherwise self-sustaining, unable
to obtain medicsl care. Such grants would be conditioned on an equal sum
being approprieted by states and locel bodies., The Federal grant-in-aid
could amount to between $50 end $100 in the next fiscal year and amount ulti-
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mately to between $100 million and $150 million.

Proposals {a) and (b) would ensure an sdditional combined Federal,
state and local expenditure of $150 million- $250 milliom in the next fis-
cel year,

{c) Hospitals, In addition to the deficiency of £1.2 billion just
mentioned, I am informed that $600 million should be spent for special hos-
pitals for the chronic sick, plus another $250 million for modernization
end needed outpatient clinics of existing hospitals. A program to make up
at least & part of this deficiency (which is currently still growing) should
be inasugurated immedistely. Both W, P, A. und P, W. A. have acquired ex~
perience in this special type of work, A formula can be devised of varying
the Federsl contribution according to need so that, on the average, states
and local bodies will contribute about as much as the Federal Government,
The Public Health Service could be brought in to provide standards of spec-
ification, It is estimated that local bodies could be induced to mateh
2100 million of Federal money during 1939,

The combined health program would result in an expenditure of Federal
funds of between £200 millior and §250 million next yeer, which, with local
econtributions, would result in a totsl expenditure of between £350 milliom
and $400 million.
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March 28, 1938,

HOUSING

It 48 difficult to get a olear picture of what 43 currently happen-
ing in housing construetion, The ¥, W. Dodge figures of residentiel con-
struction ocontracts awarded are available for January, Fobruary, and the
firat helf of March. The comparison is a&s followss

Residential Contracts Awarded {37 States) {in millions of dollars)

1937 19238
January 78 38
February 63 40
March 1«15 42 36

The coverage of this series on small buildings is not considered good
snd it omits the Pacific Corat completely, where bduilding is reputedly
meking more favorable comperisons with last year than in the rest of the
country, However, the figures indicate a progreasively less unfavorable
comparison with 1937, The Maroh 1938 figures were aided by the inclusion
of seversl largs-scale housing developments,

The record of home mortgages selected for appraieal is as follows:

1938 1937
By Woeks No,, Amount o, Amount
Jan, 8 1,356 § 5,463,184 1,967 § 8,565,650
* 15 1,504 6,531,300 B, 286 9,956,860
. a8 1,711 7,299,975 2,167 9,447,127
. 29 1,888 8,150} 840 2,272 10,091,713
Feb, 5 1982 8,571,895 2,306 9,721,169
» 12 1,988 8,767,105 2,701 11,068,008
19 2,819 10,025,800 8,766 11,764,089
» 28 2,775 13,100,250 £,838 11,747,954
Mar, © 5,809 17,613,402 3,844 13,683,500
L 4,470 20,888,711 5,406 14,176,560
DA & 4,697 El,893,061 4,085 18,879,710
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Rental Housing Projocts- Commitments Issued

No
1938 = through February 28th 1_8" 010,%:100
Corresponding Perjod 1937 3 2,515,000
1838 « through March 19th 24 13,999,300
Caorresponding Period 1937 4 4,165,000

In interpreting theso figures it should be borne in mind {(a) that
they include mortgages on existing homes a3 well as on new homee, In
recent weeks about 35 per cent covered exisiing homes, (b) That it is
quite possible a larger percentags of totel bullding this yesr 12 being
financed on ¥, H, A. mortgages than last year., There sare various indica-
tions that this is the csme, 80 that comparisons with last year's figures
are unreliable ae indications of the trend of total building, {¢) that
through mdminlstrative action mortgages on large-scale subdivisions muet
be sulmitted this year in advance of the initiation of the projeet, rather
then after construction is well sdvanced, This affects the seasonal movee
ment of the series in the two years, (d) That the rapid imcreese wp to
Mzsrch 12%h mey reflect in part projects delayed until afier the passage

of the new Act.

The figures for building permits issusd for fdentical cities, exclud-

ing New York, are as followa:

1937 1938

January &6, 200,000 24,000,000 -38,7%
Fobruary 41,982,000 30,774,000 -26,7%

Yigures for New York are excluded because of the distortion cccasioned
by the rush to file building permits in January bafore s new building code
went finto effect, The revised figures for buillding permits suggest that the
¥, H, A, figures for mortgages selected for appraisal are not reliadble as
a moasure Of the volume of building in comparison with 1937,
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The courae of the National Industrizl Conference Board Index of
New Rents since 1ts high point inm Ociober is as follows:

1937 Qotober 89,38 1928 January 68,8
November 83,1 February 67,8
Dscexber 88,7

Although the trend is downward, the decline as yet has been very
modest, The rent-cost relationship is unguestionably more favorable
thon in the early suzmexr of 1937,

Dry Fisher, of F, H, A,; beliavas that the volume of resjdential
building for the first half of 1938 will egqual the volume in the firet
half of 1937, Mr, Holden , of the F. W. Dodge Corporation, believes
that the volume Of residentisl bullding in 1938 will be 10 per cent above
1837, However, in view of {a) the substantiel lag in Japuary end Febe
ruary, (b} the sharply unfevorable comparisons for 1nd§strial cities
like Detroit, (c) the gradual worsening of the general sconomic aituae
tion, I question very much whether these forecasts will be' borne out,

In any cese, even Af residential building should equal the volume
in 1937, this would amount omly to $1} billion, Ageinst this stimulat-
ing force pmst be offset the many currently defletionary forces, The
decline in inventories alone this year will probably be conaiderably
in excess of § billion and the process of reducing inventories reduces
the monetary oirculstion just as new building expenditures increase is.
In other words, §1} billion of new restdential construction this year,
assuming we should get that much, would not be sufficient in itself to

turn the tide.
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The most feasible way of mecuring a vitally necessary addition
to residential building is to grant an outright cesh subsidy of 10 per
cent of the appraissd cost leas ten per o ent of homes costing §6,000
or less, and new apartments appraised at $1,000 a room or lese, This
subsldy would be available to either an individual home builder or
speculative buildsr, I$ would apply to s8ll eligible homea the coatracts
for which were awarded subsequent to the date of the introduction of
legislation up %0 December 31, 1938,

On $2 bdbillion of naw building the eost to the Covernment would be
only $200 million, This amount should be more than saved i# reduced
¥. P, A, expenditures resulting from the increased privote employment of
people in bullding and allied ipdustries,

The proposal would be simple, spsedy, effective, popular, soocially
and economiocally benaeficiel, and would enteil little, if any, net cost
to the Govermment, It wes arrived at after considering and discarding
on varjious grounds a multitude of more vomplax and leassa sffeetive pro-
posals relating to the stimulation of housing, Ii 15 not inconsistent
with either ¥. H, A, or U, 8. H, A., which are permanent. It i3 & tempor-

ary deviee for getting housing snd sconomic recovery under way,
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1.

2,

3,

4.

LB

6.

7e

2-18-38
QUTLINE OF SUGGLSTED PROGRAM

Toll projects

Create a Federal Toll Authority, with adequate ocapitsl stock furnished
by the Yedersl Govermment and power to issue debentures to finsnce its
opsrations up to a total amount of billion dollars, or up to an
smount of hundred million debeptures 1ssued in eny one yeer,

Direct thie Authority to build under agreements with state or local suth-
orities, toll facilities, including tunnels or elevated structures through
eongested traffic aress, parking gerages or facilities in congestaed sece
tions, bridges, and voll roads whers traffic congestion justifies,

Give this Authority ths right to cordemu land where needed, both land
needed for the physical etructure and adjeining lend whose valuation will
be greatly increazsed ss & result of the creation of the structures, Direct
the courts in such condemnation procedure to value the land on the basis of
its value if the structures wers not built, without tsking into account the
increase in value which will result {or haes resulted)} from the proposed ex-
penditurs of funds,

O4ve the Authority power also to negotiate for and purchase land through
private sals wherever the negotiated price seeus to be reasonable a8 cou-
pared with the price which presumably could be attained under condemmnation,
Bhould have power to start opsrations on private property without waiting
for copdemnation proceedings to be coumpleted, the amounts to bdbe pald priw-
vate persons 10 be determined by court proocsdure as outlined,

Authorize the Authority to dbuild not only the facilities themselves, such
a8 bridges, tunnsls, and roads, but almo to construct suitable buildings
or other atructures on the adjacent property acquired for sale, reut, or
leass in ways most advantageous, and in such a way as to securs from them
& proper share Of the income resulting from the increased value of the

p o perty‘

Authorize futhority to charge tolls for the use of the bridgea, roads,
tunnels, or othor traffic facllities sufficient to amortize that portion
of the cost to be paid for by tolls within a reasonable nmboer of yearg-e
not over B0, so that thereafter the use of these facilitiocs may bs free,
and the income from it thersafter will be dependent or ths income from the
incremsed value of the adjoining property, which income can be uged in
liguidating the balance of the debt created by the construction.

Authorize the Authority to carry on the physical construction either dire
sotly {teelf? or . in cooperation with federal, sizte, local, or other engineer=
ing departments,

Locate the Authority in the Bureau of Roads and make the chisf of the
Bureau of Roads and the Chie? of the Army Enginsers ex-officio members of
the board of dirsctora in euthority over 1it.

A pumber of bills are now pending in Congress along this general line, including
the rollowingzs 8, 3451 for construction of overhead or elevated railways, 8, 2428
for financing selfeliquidating mationel highways,
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THE STIMULATION OF EXPENDITURES ON RAILROAD WAY AND BQUIPMENT

In order to aild racovery and 10 rehabilitate the rallroad system
it is proposed that the Government provide new money for the roads at
such terms and on such conditions us will ensure its being availsd of,

1, Helntenance snd the Betterment of ¥ay and Structure of Solvent

Railroads

The R, ¥, C, shall be empowered to buy three per cent non-cumulative
preferrod stock of rsilroads to finance (s) maintonance exponditures
egual . to the differsnce between such expendltures in 1936 and 1933, (b) new
additions and betterments to way and structures not charged to mainten-
ance gcecount. Dividend payments will be scheduled to begin two years
after the 1ssue of the stock and will be payadble thereafter to the sxtent .
earned, The stock will be retired over a period of twenty years, begin-
ping two years after issue, in varying smounts each year on the basis of &
porcantage of the operating revenues., Authority to buy such stock for
such purposes shall expire two years after the date of the passage of the
Act,

B, ZEouipmont of Solvent Railroads

The purchase of equipment by the railroads shall likewise be fine
anced through the purchase by the R, ¥, C, of non-cumulative preferred
stock on the same terms ond conditions as above, with the addition thet
title to the equipmont shall remain vested in the R, F. C. until the
preferred stock shall have been retired,

3, Meintenunce, Betterments and Bouipment of Insolvent Railroads,

The R, ¥, C, Bhull be authorized to purchase junior receivership

certificates of insolvent railroads to finance meintenance expenditures
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equal to the difference beiween such expenditures in 1936 end 1933,

to finance betterments and mdditions to way and etructure not gharged
t0 meintenance account, and to finence the purchase of new equipment,
The title of new equipment acquired through the eele of junior receiver-
ehip certificates to the R. F. C. shall remain vested in the R, ¥, C.
until the certificates, or equivalent succesding obligations, shell
have been ratired, The certiricates shall bear inteest at throe per
cent, starting two years alter the date of the losn, and thersafter
shall be payable only if earned, The maturity shall be twenty years,
with the rate of retirement, beginming two years after the date of the
loan, being e percentage of operating revenues, In the event thet the
insolvent road {3 reorganized und diecharged from receivership, the
reoeivership certificstes issued to the K. ¥, C. shall be senior to all
obligations sxocaept senior receivership certificutes as to principal,

but junior to all fixed interest obligations as to interast.

Alternative Bupgestions

1, Authorize the R, 2. C., to advance t¢o the railroads, under
equipmest trust certificates, 100 per cent of tho cort of new equipment,
The certifiocates would dbear interest at two per cent beginning two years
after the date of the loan. The maturity of the certificates would be
twenty years, the rate of retirement varying with the operating ravanues
of the road in question. Title to ths equipment would remain vested in
the R, F. C,, the trustee, until interest and principal is repaid in
full, Authority to loun on equipment trust certificates on the above

terms shall be limited to two years after the date of passage of this act.
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In the statement I pressnted to you last Ootober I took the
position that we oould have a really serious depression and that the
chances of a “natural® upturn were remote, Events since then have

only sexved to confirm this feeling., There are many deflatiopary forces
at work and 1t is difficult o £ind any place apart from Covernmental
getion whers an imwetus of sufficisnt msgnitude will arise to turn the
tide, This view is based on the following line of reasoningt

1, A sustainsd upturn cannot get under way unless consumer demand
stops deoclining snd furns upward,

2, Inoreased concumer demands oan come only (a) through incressed
consumer borrowing,or (b) through increased capitsl expendi-
tures, or {co)} increased Governmental expenditures,

3, Consumer debt is being liquidated rather than increassed on
balences, The prospacts for automobile sales are black
and the payments out of current income for last year's
cars will be a deflationary faotor operating throughout
the year. Housing coats have declined very littls in come
parison with the shrinkage of oonsumer incomes,

4, With exocess oapacity increasing daily and profits dwindling
capital sxpenditures will continne to decline gqnd will not
fnoreass until after a oconsideradle expansion of consumer
demand has teken place,

5, The situation abroad is worsening and a deolins in our sxports

is 10 be anticipated,
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8. Btock market prices ars discounting a spring rise in business,

Ir A% does not materialize stock prices can go much lower
and this will bsve bad paychological rapercussions,

7, Inventories srs still generaslly high in relation to current
sales trends, The process of reducing inventories is defls-
tionary.

8, As inventories decline bunk loans will be pald off, and this will
result in & contimued decline of depositd,

9.  The proposed virtuusl repeal of the undigtriduted profits tax
will be conducive to 8 deflationary hoarding of funds by
corporations,

10. The Federsl Govermaent is making a negligible contridbution to

coimaunity buying powar in compnrison with 1934-1935,

In short, wé appear to be launched on s severe depression of considere
eble duration, If this iz allowed to happen the New Dsal and all it
stands for iz in dsnger of being discredited. Alibis will not be sccepted.
The only final test of success ia success, Bilg business is utilizing
¥ne opportunity to drive for repesl and inection., Actually it will not go
shend until orders materislize from consumers, The lsasons of 192932
in thia respect must not be forgotten.

The conciliatory attitude adopted by the Adminiatration has borne

no fruits either in dollar terms or im goodwill, By the mature of the
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cass leadership can coms nelther from business nor from Congress.
It is the responsibility of the Administration.

The grestest threat to democracy today lies in the growing con-
viction that it cannot work. The growing strength of Fasclsa lies in
its strong leadership. Democracy must likewlse have sirong leadership
Af it is to meet the challenge of Fascism. I urge that you provide the
democratic lesdership that will make our system function. Only in that
way can the growlng threat of Fascism be overcoume.

Congress should be provided with a reflation progrsm nor. To per-
2it it to adjourn withoul adopting vigorous remedisl measures is to waste
precious time and to court the dengers of & 1931-52 winter. The stresses
and strsins, frictions and conflicts that would result from enother year
of despening depression would make our sysiem even more difficult to work
in the future.

There is, in my opinion, nothing to lose and much to gein politically
by your sponsorship of such & program. If rejected by Congrees your
supporters will have a fighting progrem to go to the country om. If
passed, the resulting upswing can be credited to your aggressive leader-
ship. You have always been stronger on the offensive than on the defen-
sive. The recent policy of comperative imaction has, to be frank, been
harmful to the morals of your sdherents, both within end outside ths
Administration. It bes given a mew lease of 1life to the reactionaries.
They see both you and the New Deal discredited.
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The progran I respectfully suggest for your consideration is
as follows:

. Housing, Proclaim n bargein year for low-cost housing by
gronting a cash subaidy of ten per ¢sni on all new houmes gonstructed
that are eppraised at $6,000 or less, and new apartments appraissd
at §1,000 & room or less, This subbtdy would epply to all new houses
started this yenr from the date of the introduction of the bill, This
would prevent ths postponement of building until the faie of the bill
was kpown, In 1939 the subsidy could be reduced to § per cont and in
1940 eliminnted, It coul:l be coupled with provisions reatricting the
subsidy to houses built at materiels und equipment costs, and hourly
building wage rates no higher then proveiled 4m, ssy, Msrch 1928, In
order to ensurs that the ten per cent subsidy would not be used as a
down payment, the 90 per cent mortgage could apply to the appraised
coast less the subsidy,

Assuning at the maximum that 400,000 low=-cost housing units were
undertaken in the remuinder o the yesr at an mveraps cost of §4,500,
the totsl cost 10 the Govermment of stimulating $1.8 dillion of building
would be §180 million. This smount should be more than saved in reduced
W, P. A, expenditures resulting from the increased privete employment
of‘ poople in building and &llied irdustries,

The proposel would be simple, spesdy, effesctive, popular, socially

and economically beneficisl, snd would entatl litile, if any, nat cost
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to the Govermment, It wes srrived st after corsgidering end discarde
ing on verious grounds & multitude of more complex and less effaect-
ive proposals relating to the stimulziion of housing, It 48 mot
inconsistent with ejther ¥, H, A, or U. 8B, H. A,, vhich are permenent,
It i8 a tenporary device for getting housing and economic recovery
under way.

2, Beilroad Expenditures.

(e} Bstablish & Péder&l Railroad Equipment Corporation which
would invite bids for the construction of rolling stock and will lsase
such r0lling stock vhen corpleted to the rsilroads, Ite capital
would be supplied by the Govermment and 1ts operations would be finsnced
through the sale of ita dabsnturss to the public, Arguments in suppory
of this propeosal &re ns follows!

(1) Careful studies indicate that if full recovory were

achieved in three years the roads would need §2.5 billion
of additionsl equipment. Tranaferring some of this ezpendie
ture from the peak to the trough of business sotivity would
be a msjor contribution to stebility now and later,

{2) The vouds either will not or cannot anticipate
these requirements themselves.

(3) Large economies would flow from ocontinuity of ordars,
greater standardizaetion, mess buying and greater provision

for research,
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{4) Xentuls on Corporation squipment ocould be varied
seoording $o railivad esrningsand this would lessen the need
in the future for disturbing genorsl ohenges in frelght rates,

{B) Xn tho course of time the Corporation would own the
bulk of the rolling sioeck wnd individusl roads could reduce
their fixed oharges ss they retirs their old eguipment,

{8) A lerge amount of irmmedisto expenditures would result
with littlo charge @ the Fadersl dbudget.

(7} 'The propossl hae bseu brosched inrommally %o certain
people assoointed with the repulation of ruilrosds and, in their
opinion, is psrfactly praoticuble.

(b) Seoure authority for ths E, F. J. to buy non-cuwnletive pre-
forred atock of certain railroads for cuyrtsin purpusas sund to a8 coxtain
emount. These vonds would be thoge thut oan meke sutisfactory surnings
on & 1956 voluma of traffic, The purpose would be 0 enable them 10
keep up their meintepance eapenditurss, The seount would bs limited to
the differsnce beiween their maintonuncse sxpencitures in 193D end 1936,

3. Losns %o small buainasoss,

A plen hes beon worksd out to remedy the present gep in the
focilities for long-termn financing of amall businesnes, whereby the
Govermaens would asswas the llability of lozses up 0 20 per csnt of the

aggregate of such loans nmade by banks, These loans could be used for
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the payment . of creditors other tham the losning bank, The plan would
save thousands of small businesses from bamkruptey and hence would be
a powerful snti.deflatiopary influence at the prosent bime,

4., An effort should be made to mRecure sSomp stimulue in return for
the ooncaseions being made in connoction with the undistributed profits
tex, This could take the form of purmitting exemption only on condition
that retained profits were ectually ussd for expenditures in excvess of
expsuditures equal to depreciamtion, ZEarnings uaed to retire debt should
be striotly limited to a percentage of the debt outatanding and should

carry a low rate of tax, #ay 5 per cent.
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5. Provision should bs msde now for starting payments on pld-age-

insurance account in 1939 instead of in 1941, It is my understending

that detailed calculationa on this matter have beem prepared by the

Sooirl Seourity Board,
6. ‘The field of public heslih is rapidly coming to the fore and

has not yet been exploited, If legislation ware enacted at this session

for incressed grants-in-ald for general medical care and for hospitals,

a Nationo)l Health Program could be got under way in 1933,
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January 31, 1938,
Chaimmen Eccles A recovery progrem and the

Leuchlin Currie railroad prodlem

It appears feasible to work out & program that would mmeet the
needs 07 the railroads, would further recovery now and would be con-
duecive to longer-run sconomie stability. The solution to the railroad
problen that is under consideration -- freisght rate advances -- would
be of dubicus help to the railroads, would be positively detrimentsal
to rzcovary, and misht eventually result in excessive returns and
Investrent in some roads.

Trs progran suggested for consideration ie in two parts, either
of which mizht be adopiod. indepeundently, or they could be vorked to-
gether, The firsit, aud wmore inportant part, iz as follows:

Let the Govermment, throuzk a Federsl Railroad Ezuipment Coxpora~
tion expowered 10 issue its own debentures, inviie bids for the con-
struction of freight cars and/or locomotivea. VWhen built, these would
be available for hire by the railroads when an: as needed, It would
be preferable to prohibit reads from btuilding or buying freight cars
and/or locomotives in the future.

The arguments in support of this proposal are as follows:

1. It could result in immediate increased expenditures ranging
up to §1 billion a year. Mr. Terborgh, in his memorandum on the rail-
roads, estimstes that the railroads will regain the 1929 level of traffiec
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when physical production is 1520 percent higher than 1829 and that

wae can expect that lavel when we achieve a relatively norwsl volume of
employment, I we set our objective of full employment st ‘hree years,
this would eslli for 200,000 new freight cars a year, 1,750 freight
locomptives a year, 2,600 passenger train cars a year, 450 passenger
locomotives a year, snd 1,000 switchinz locomotives & year, This

would amount to =n aggregate of £3928 million a year for three years.

New
units
Increase needed
over Re- annually
present |place~ {for racov-]| Cost Aggregzate
inventory{ments |ery in perxr cost
nasded needed | & years unit aymuesll
Freight cars 330,000 160,000 200,000 2,700 540,000,000

Freicht locomotives 2,200 1,000 1,780 125,000 218,750,000
Pasgenzer train cars 1,000 2,250 2, 600 25,000 65,000,000

Passzenger locomotives — 450 450 125,000 55,000,000
Switching locomotives 1,600 450 1,000 50,000 _50,000,000
928, 750,000

2. Ixpenditures of upwards a billion dollers a year would create
a large volume ©f employment in the railroad eguipment industry, in the
railroseds® own car shops, in the steel and other industries, and would
result in a considerable expansiom of railroad trarfie,

3. Reduction in reilrozd costs. The great bulk of the rolling =stock
of the roads is old and the meintenance costs are correspondingly high.
Of some 44,000 locomotives, only sbout 3,000 have been built in the past

11 years, Oy less than 10 percent, According to studies of the Baldwin
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Loconotive Works the muintensnce cost of a freight locomotive increascs
from the first to the twentietk ysar at an amnual rate of approximately
6.2 per cent, It seeus highly probable that much of the rolling stock
has sxccaded its economic life and that the eanmral costs of repair

and meintensnce erxceeds the savings effegted in the amortization of the
originsl equipment. Many rosds that cannot afford high initial costs,
could take advantage of reasonable rentals for the time new equipment
actually 1isa used,

Over a longer period of time large economies should be derived
both from the ctendpoint of individual rouds and nationelly through a
more intensive use of eguipment possible through pooling, Instesd of
each road being compelled 10 have a lot of capital %ied up in standby
egquipment, the Govsrmment corporation would hold the regerve supplye.
The Govermeant corporation, in turm, would nesd to earry less then the
pzgregats now esarried by individual rosds., Much more sceurate estimates
of the nsetional peck requireamenis cen be made than of individual roads®
pesk regquirements.

4. This would be one of the most economically hsneficial types
of expenditurers the ecoaomy could engage upon at this time. While
¥. P. A, projects are mostly beonomically and neerly all socislly bene-
ficial, many of them arse in the mature of luxuries. On the whole they
do not contribute as much to productive rescurces as private cepital

expendi tures. ¥e know that we will need additionel railroad equipment
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aggregating billions of dollsrs to handle the voluwe of traffic
congequent upon full recovery. While financial considersations
prevent individual roads from anticipating these requirements, such
considerations do not apply to the economy as a whole. From the
corzunity point of view, it would be most sconomical to use idle
resourcas now to add to our productive equipment, rather then stteumpt
to reeguip ourselves all in a rush sometime in the future, This
appears 0 be & unique case where the Govermuent can initiate capital
expenditures with a minimum of conpetition or of subsidizing.

5., ZFrom a nztionsl defense point of view, it sppears slmost
a8 viial to have a well-egquipped railroad system a8 to have an army.
¥e ars now in & position wher=s we could hzpdle very little nore
traffic than in 1837. The fraffic congestion during the war cones
1o iiinds. Any initial loss consequent upon the failure of rants to
provide fully for awmortizaiion of equipment could be charged o
astionel defenss, We are subsidizing a merchant marine for this reseson,

6. The Federal Railroad Equipment Corporation, through reductions
in costs of meterials in connection with mass buying, and through
econoxies in providing a national pool of rollinz stock, may be eble
to have rolling stock manufectured 8o cheaply and rent it et such low
retes us t0 make private menufacture end ownership uneconomical, If
this sbould happen, the Corporation would have title to the bulk of

the rolling stock of the railroads withim 10 to 20 years. Or the
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Covermment could prohibit reilroads from acquiring new rolling sguip-
ment, We would thus graduslly esse into ownsrship of the railroads
end a large field would be availeble for flexible and compensatory
spending of & oSt economic anc generally approved mature. Swaden
wad greetly helped in the recent depression by being abls to expand
expenditures on the Govermment-owned railroads. This gradusl sasing
into the picturs by building snd ownipg rolling stock appears the only
practical mode of procedure, Outright ownership of the railrozds is
not politicéuy practicable end gradusl ownership through acguiring
the worst and most bupkrupt roeds is pot desireble.

7. The proposal could apply %0 all rolling stock or be restricted
to freight cers. Personelly I should like to spply it to all rolling
stock, I understand that rosds now carry out running repalirs on
rental stock. Under the present proposal this could still be reguired
and the Corporstion could huve more fundemcntal reconditioning carried
out by the railrosd repair shops. Railroad labor should be in favor
of the pioposal, Luilroad managements might not be so favorable but
they could see favorsble aspects ae many of them could make a profit
in coustrueting rolling stock for the corporation, they would reeeive
incressed freight traffie, and thsy could reduce current operating

expenses,

The gecond part of the program contemplates the purchase, by a
Government corporation, of mon-cuemlative preferrsd stock of certain

railroads for certain purposes.
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YThe roads would meither be the financially strongest mor the
Tinaneielly wesksst, dbut, rather, such rosds es in the judgment of
the I. C. C., (1) cannot, on the besis of presen:i treffic, cover
their fixed charges without en advance in freight rates snd (2) are
capable of coveriag their fixed chax;ges with ths volume of traffiec
they may saiticipate with relatively full employment and the reduetion
in eosta possible with modern equipment and betier plant and way.

The purpose of the lozns would be {1} to rehabilitete the poorer
part of our railroad metwork to handls the volume of traffic that
will resuli from a restorztior of full employment, st the lowesy
possinle cost, (2) obviete the necessity of & general freight rete
sdynnce, (3} maintein reilrcad und otler euploymwent.

If the first proposal shove is wdopted, expenditures under this
plan of whaet moounts to en izterest subsidy would be restricted to
the eliminaiion of curves, grades, eic. (By straightening out curves
apd installing stream line trains tha tine detween New York and
Vashington could be cut to %Hwo houys, tan ninutes,. )

1If the rirst proposel is not adopiod, expenditures could be
applied, subject to the apnroval of the I. C. C., to both the roadbed
and the seguipment,

A general frelght rats edvance in so faxr as it resulted in
increased revemues would benefit many strong roads which do not need

help., It would, however, result in a general advance in costs, would

org/
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result in increased losses of various businesses, would be particularly
disasirous in the building fisld, =zné would probably result in a dime-
izution of freight traffic. I+ appears far the better courss both

Tor tke rallroads concerned aund the economy as a whole to sfford
governnent essistance in lowering the cosv: gnd increasing the efficlency

o' Yhe weeker roads.
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Fabruary 3, 1938,

Chalrmsn Eccles Developments in connection

Lauchlin Curxrie with the railroad proposal

The following are points Supplementing my memorandum of J apuary 31:

1. The objection may be adwvanced that the needs of individuael
rallroads for different types of freight cars differs so widely that a
single corporation could not hope to meet thess needs. Such an objection
has 1little volidity« A large study belng conducted by the Nautional Resources
Committee indicates that it is possible to estimate very closely the pro-
duction in individual lines, given s certain nations) income, I am sure
that better national estimates of the number of different types of freight
cars and locomotives that s certain volume of traffic will require can be
preparsd than is possible in the cass of individusl roads.

2. I am told that a good deal of waste now results from the
natursl desire of the individual roads® car and locomotive shops to handles
the largest possidle volume of business, This takes the form of insisting
upon the merits of individual quirks not incorporated in the standard models
of the regular car and locomotive builders, In other words, economies
would flow from greater standardization.

3. Considersble economies should flow from a steady and con-
tinuing program. Railroad egquipment companies would save a lot on their
taxes alons as contrasted with the present feast or famine characteristics
of ths industry. Xumerous other economies could be derived from continuous
work,

4, A single large corporation could afford to make far more
generous provision for research than 18 now poseible,

5. %he schedule of rental rates could be partly geared to
changing business activity. Changing rentels, thus sffecting the income
of rallroads, might be far less disturbing to business than freight rate
chenges, particularly when business aciivity wax declining and the alterna-
tives are an advance in freight rates or a decline in rental rates,

6, If the Govermment corporation provided for all new addi-
tions to 10lling stock, the railroads could graduaslly retire a subatantial
amount of debt or devote more money to improving their properties other
then rolling stock.
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7. The construction snd operation of Pullman cars would
presuriebly not come under the proposal. Some question would arise in
the case of other leasing companies, such as the Pacific Fruit Express,
Initially, at least, it might be better not to infringe on the field
of such companies,

8, The construction of sddftional rolling stock et this
time would lessen the danger of bottle-mecks developing in the future
in various direetions, {z) in the railroad squirment shops; {b) steel
and machine tools; (¢} in traffic movements, Bottle-nccka in all these
places would encourage forward buying and rising prices, which, as we
have recently seen, can spread to other industries where physical short-
sges do not exiat.

9. The merits of the proposal do not depend on what action
is teken with regard to freight rates., Z¥rom ome point of view Govern-
ment stimulation of railroad equipment buying may be mors urgently
needed if freight rates sre advanced, This is because increased freight
rates will not in themselves lead to increased squipment buying while
they sre likely to have an irhibitory effect on genersl busizess and
construction activity.

If, however, the President were to intimaie that other measures
to help the railroads were under active comsideration, this would influence
the I, C. C, in the direction of-granting-less increases in rates than
otherwise.

10. An objection is that, if traffic does mot recover in
pace with the construction of mew rolling stock, the Corporstion's
equipment will lie idle while the roads use their present egquipment.

A substantizl portion of meintenance costs is attributables to weather~
ing. This could be met by fixing rentals below the cost of maintenance
of 0ld cars so that scrappage would be accelerated., This, of course,
assumes that railroads have good cost accounting in connection with
maintenance, which apparently is open to question.

11l. Various problems in connection with rental rates,
seasonal peaks, empty cars, and storage will have to be studied by
somebody femilisr with this field. I can ‘think of various possibilities
but I don't know encugh about the field to have much confidence in my
suggzestions hers,

12. The drastic and harsh sound of prohibiting railroads
Trom acqmrfﬁ‘g new equipment could be got sround by requiring that
they secure approval of the I. C. C. in acquiring auch equiymsni, the
condition for approval being the demcnstration that it 48 more economi~
cal for the road to acquire new equipment than to lease Corporation
squirment.
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13, I am informed that the R. F. C. does not have
the power to buy preferred stock of railroads,
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February 5, 1938,
Chairman Ecoles Beflroads and recovery
Lauchlin Currie

1, Froipght rots incrsases in bullding

Tha Assooiation of American Railyoads quotes a My, Palmaer, Vice
Presidont of the Associnted Guneral Contractors, to the effect thet
%A house whioh would cost $5,000 under existing frefght ratas will
cost only $43 mors if this inorease be granted®, The ¥. H, A, enalysis
for a typloal house costing $5,000 with the lund i2 as Tollowa:

Total cost of materisls $1,0800

Totel cost of heating, plunhing and
sleoirieal equipment 1,000
Labor 1,200
Land 60O
Profiy 500
$5,000

They estimate the total freight on materisls to be $360, on which a

15 per cent advance in freight rates would snount to $54, On thes face
of 1%, this oheoks closely with Mr. Palmer®s figure, especislly as the
¥. H, A, coneiders its fipgure an outside one, However, several qualifi.
ocations should be made,

{a) Thia freight inoreass is caloulated on materisls alons,
If related ¢o the cost of materials, it smounts to & per cens, A
3 per gcent advence in the prices of buildipg materiuls at a time
when prices are alrsady 00 high and rents are declininz cannot
ba considered a negligible item.

{b) %o this figure should be added something for additional
frelght charges on the raw materisls entering into processsd duilde
ing materiales,

(c) ¥o allowance is made for freight rats incresses on equip=
men$ ox ;: materials sntering into equipment, This may sggragate
anoiher $10,

{d) Bo allowanoe i3 made for the retailer mark-up, which is
custoearily a flst peroentage of the cost to the dealer,

{e) Assuning that all thess 2dditions) elewsnts dbring the
oost up to only §75, shis would be the equivalent in the ¥, H, A.*s
typicel house $0 an adwvencs in labor costa of 6 per cent, Such sm
advance at this time will be generalliy deplored end sondemnsd,
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Chairmon Roeles PR Rajlroade snd recovery

It is, 0of coursn, the 0ld storry. A sizeable percentuge inoresse in
any one of the conts bocowes n small percentugs of the totnl cost or the
finishud house, inceluding lund.

A mitigasing factor, althouzh not to the railroadas, is the possibil-
ity thet the freight inersace will result in an incresse in the slready
substentiel portion of building usterials that iz transportad by trucks,
It 12 entirated mov that railroads haul only 30 per cent of comon brick,
85 pexr cent of buileing tils, ete., and 60 per cent of lunber, The catch
hera, howevew, 18 thatl the trucking compunies heve nlz0 applied for a
rate incressa,

2. General effact 07 the rute inoreunscs

If the rote incrscpes are aoanted in full 3his will mean a trunsfer
fron the rest of the community to ths rajlrosds of around one~helf billion
dollars, It is difficuls to appraise the net effact o this, A substane
tial proportion Of ths sum may go in intorest, loan repayments and addi-
tions to omsh, €8 it is unlikely that railroasds will expend their maluntene
anee and equipmont expenditures et this time, Hence, the subtrection from
eonsuner buying powar mey ot be fully mede up by incroased disburaements
10 oconsuners,

3. My own feeling, which is hased omly on superficisl =ztuly, is
that the X, C. C. will a6l iupelled o grant & rate inareassae, although
probably not 4o the full amount requested, Rall costa hnrve increased,
traffic hap suffaersd & drastic decline snd, on tha basis of existing
revenues together with the ubsonce of any other plen to ralece nat incons
by some hundreds of million dollurs annually, I do not ses how the Coxmission
conld do otherwise, HNaither of ihe proposala we are consdering will be
rognrded as subsititutss for frelght rate incresses, as the direct besnefits
will bs mainly in the future and tho fndirect bemafits arising from increased
traffic mizht be offset by other edversze developments, or be insufficient
unless general business sctivity quickly regained the 1937 level, If the
proposals wars aimouncaed as substitutes they would meat with violent opposi-
tion from the reilrouds. On the other hend, some intimation that the
Aduainistration wae oonsidering cost-reducing and traffic-stimulsting neas-
wres in connection with the railroads might influence the Cormission in
grenting lowar inereases than they would otherwise grant. It is a difft-
cul$ point,

I an afrald that we must tske a freight rate incrsuse Tor granted
a8 one of the elements in the prodlem, and use the argument the! this
mekes a spending or psiefleotion progrom even more imperstive,
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March 9, 1938,
Chairman Eccles Mossras, Wright end White and

Lauchlin Currie the Railroad Proposal.

Mesars, Wright and White left the attached memorandum with
me yostaerday. The iasue on the equipment-buying proposal finally
cems down to this, They thought that the technical difficulties
could be ovorcome but that the insuperable difficulty would dbe
the opposition of the railroads on the ground that this points
toward eventual government ownership. Mr. White also left me a
memorandum bearing on the pertinent facts of the conditions under
which loans may be made by the R. F. C. and P. W. A. to roads,

I said I would apprize you of their position and also that I
wanted o go over the whole thing sgain with Mr. Eastman, They
left me thelr addrecses snd scid they would be glad to be called
in on consultation sgain if we wished it.

On the matter of remuneration Mr. ¥hite stated that on other
jobe he got fifty dollers a day. I said that in the case of other
consultants we paid twenty-five dollars 2 day plus expenses, and
he seid this would be perfectly agreeable to him, I haven®t got
his bill a= yst, but I think it might be advisable to sst in motion
the necessary steps to get authorization from the Board to pay it.
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March 8, 1938.

Chairman Xocles

Lauchlin Currie

Attached 1s a tentative outline of the proposals suggested by Mr.
¥Wright and Mr, White.
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March 5. 1938‘
Chairman Eccles The Railroad Equipment Proposal.

Lasuchlin Currie

I had a long conference with Mr., Frank Wright and Mr, White on
Wednesday. They ralged certain objestions to our proposal and proposed
en alternative, The objections wers as follows:

1. The railroads would overcharge the Corporation very badly on
repairs, In order to prevent this, a corps of 50 inspectors would be
required.

2. Unless traffic revived, or whenever traffic fell off, the Corpora-
tion would be left holding the bag. Problems would arise in connsction
with storage.

3. Their alternative propossl would accomplish the same results
while avoiding these difficulties,

They propose that the Govermment

{a} buy non-cumilative preferred stock of railroads or notes to an
smount squal to the differsnce between the smount spent on maintenance
of way, structure snd equipment in 1933 and 1936, The purpose of this
propossl is to attempt to peg maintenance st the 1936 fisure. If this is
accomplished a maxinmm amount of loans %0 the roads of $365 million a
year might be called for. Dividends and amortization woufd not begin for
two years, Awortization payments would vary esch year on the basis of
a percentage of the operating revenues, Loans to roads in receivership
would be secured by Jjunmior receivers' certificates,

{v) loan money to roads in the form of eguipment trusts for equip-
ment purchasea. This loan would be contipgent upon acceptances by the
roads of proposal {a). These equipment trusta would be for 100 per cent
of the cost of the equipment, would be amortized over a twenty-ysar period
and bear interest of 2 per cent beginning in two years, They estimate
expenditures of $300 million a year would result.

Mr, Wricht has conferred with several railroad presidents on his
proposal {b), (not ours) and has received assurances that meke him cone
fident that railroads would teke advantage of the favorsble temms of
the proposed equipment trust certificates to buy 150,000 freight cars
in the next three years {they bought 75,000 in 1937), He was not so sure
alot locomotives unless the proposed 90w-car train bill i3 killed, He said
the Pennsylvania Eailroad would carry through a $100 million electrifica-
tion program around Pittsburgh if favorable terms could be arranged.
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I oconfess that I can®t get up much enthusiasm for these counter
proposels for the following reasons:

1. They call for the railroads mssuming increassed obligations.

2, They will encounter the unsual objection to giving subsidies
to the prosperous roads that do not need it., Many politiciens will
object to the Govermment acquiring a junior security of such roads as
the I1linois Centrel and B. and 0. On the other hacnd, if ™adequate
security™ is required, the roads may not want or be able to go along,
The usuasl experience is for Conzress to inaist on more stringent condi-
tions in loans. Mr, White tells me that in the case of P. W, A, loans
under the R, R. A. all that was reguired was "reasonable® security and
the terms of intersst and maturities were left to the determination of
the President, He is going Vo let me know in a day or so how much new
lsgislation and new appropriations would be necessary. The R, ¥. C.
is limited to ™adequate™ security smnd the terms as well as the issuse
smst be approved by the I. C. C.

3. They wraisimply snother emergency device, similar to the 1934
loans, and have no particular favorable implications for greater stabil-
ity in the future,

4. The outcome in dollars and cents of expenditures is uncertain,
Of the estimated $665 million of additional annual expenditures, $365
million is on account of loans Or purchases of preferred stock for mainten=
ance purposes. The extent to which this part of the program can be passed
in the desired form and availed of by the roads, particularly the more
prosperous ones that are still emrning something on their common, is highly
problematical, Many roeds will be loath to take on any more obligations
80 long as the whole railroad picture is in a state of flux and ferment.
0f the £300 million annual equipment expenditures, $110 million is for
locomotives, about which Mr, ¥Wright expressed some misgivings.

5, The proposals tend to perpetuate and complicate the present
involved railroad picture. I'm pessimistic enough at the pomant to think
that the roads will periodically get into difficulties and some drastic
steps will eventually be necessary. Our proposal would tend gradually
to simplify the problem as the Govermment Corporation acquired title
to more and more of the rolling stock.

0f the objections raised to our proposal, neither of those relating
to repair bills or to storsge appear insuperable. After all, there are
leasing companies todey which are presunabvly meetinz and overcoming thase
difficulties. I would still urge in favor of the propossal that 1t
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{a) makes certsin s definite expenditure
{b) paves the w=y for an eventual pationsl car pool
{c) brovides & compensatory mechanism that can be used in future recessions

{d@) enables the roads to reduce their fized charges as their present equipe
ment is retired

{e) lessens the danger of the Govermment getting further tied in with the
affsirs of individual bankrupt roads,

I am going to Beea Mr, Easimen again end find out where he stends. I am
to0ld that Jones, Ickes and Deleno sll think highly of ¥right. -If they &nd
Rastman all favor the other proposal, I'm afrald we would be lickedpron oursa,
In any case I will canvass the situation some more and let you know how I come
out, Wright said esomething to me as he left about our reimbureing Mr, White
for his time., Did he take this up with you? I have asked Mr, White whether
he would look at our proposal from the point of view of administering it,ond
try to discover how many “bugs™ there are in it from this point of view, He
promized to give this some thought over the weekend.
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THE PURPOSE AND RESULTS OF A THREE YEAR PROGRAM

OF LOANS OR CREDITS TO CLASS I RAILKOADS OF

$600,000,000 PER AHNUM FOR MAINTENANCE AND NEW
EQUIPMENT,

I, PURPO3E: The purpose of this thres year program is
t0 staebilize the railroad industry at 1936 levels so fur as purchase
and applicstion of materials in meintenance end sdditions snd better-
ments by railroad employses are concernad, It also proposes & three
year program of retirement of obsclete egquipment and construction of
new ratlroad equipment in replascement thereof which will go e long
way toward modernizing ths railroad plant,

11, TR PROCRAM: fThe program 18 divided into two partes

Firate Maintenance end Additions end Bettermontss

The maintenance program of 1936 will be continued for three
years by the granting of government credits for an ennuel amount equal
%o the differsnce between expenditures for maintenance and for labor
charged to capitel account in 1936 and in 1938,

If the Claass I, railroads avail themselves of the total amount
of this credit for the thrae yeurs, the loans to the rajlroads on
this sacoount will amount to $1,095,000,000 or $365,000,000 a year,

It is proposed to have these loans secured by an {ssus of
3% non~-cumulative Preferred Stock of the borrowlng railroad, junior to
outstanding issues of Preferred Stook, The dividend will bs puid each
yoar to the extent earned, The stock will be retired over a period of
20 yeors beginning in 1941 in varying amounts each year on the basis of a
pereantage of the dperating revenuss,

Loens to roads in Receivership or Trusteeahip will be secured
by Junior Reveivers'! or Trustees' certificates,

Second - New Fauipment!

As a condition of the extension of credit for maintenence
loans as outlined above, each railroad will ngree to join in a three
yoar program Of modernizing the equipmoent on the railroads, This
progrenm will consist of retiring an sgreed proportion of obsolete or
worn out equipment each yezr and replecing 1t with modern equipment
to the axtent required to handle traffic-at 1837 levels,
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It iz estinsted that this progrem will require purchases
of new equipmont costing $300,000,000 per year or $900,000,000 for
the three ysar pericd,

This equipmont will be purchsesed under equipmesnt trusts of
the individual railroads in the usual mannsr exoept that they will
bo 100% trusts snd the %terms of repsyment will be similar to the
maintenance lozns, The govermment will loan tho money to purchase
the egquipment from outaide shops or build it in rajlroad shops and
will tske these eguipment trusts es ssourity. Title to the Equipmont
will not pass to tie individual roed until both maintenonce apd squip-
meut loans hasve beep paid in full, bdoth primcipal and interest. The
gartiricates would beer interest st two per c¢ent znd would be amortized
in twonty years, both types ol peymont to start in 1941,

11X, EUMMARY

It is estimatod thet the adbove program will reguire maximum
sxpenditurea during the thres year period of $1,995,000,000 divided

a8 followss
S yoars Annual Avarans
Meintopsnce and A-B
Maintenance}
Way and StINotures « « + « « +$396,000,000 $1.32, 000,000
Bauspment « « ¢ o o o » » « o 570,000,000 190,000,000
Additions and Betterments- Labor. ._129,000,000 43,000,000
Totﬂl Maintencnce and A=B, « + 4 4 & 0013095.0005000 356,000.900
Fow Equipment « o« s o o ¢« o « o o « o 900,000,000 £00, 000,000

Grand Total + « + « » «$1,995,000,000 $665, 000, 000

MARHOUES:

‘ It is seBtinated that this program will producs approxinately
315,000,000 manhours per year of dirsct labor on tha railroads or in
the plents 07 the squipmont mapufacturers gnd & like smount of munhours
of indireet labor in the plants of the mexufsotursers of matarial or
equipmsnt specislty e total of 630,000,000 machours per year.
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THEXE YFAR MAINTENANCE AND ECUIPMINT PHOGRAM

CLAZS 1 RAILROADS
Amnual Program®® Total U, B. Funds
1933 1936 1937 R, R, Funds U.S.Yunda 3 Yenr
{(Millions) {Millions) {Millione) (Millions) (Millione) {(Millions)
Msintenance
Way and Stracturesd « « « » « o o ’3220 “54. ‘496- 322, 132 398
Eouipment {Exel. Depfn.& Ret.} . . 399, 5849, 630, 399 190 570
Depreciation and Retirements. . « 200, 194, 197, 197 -
Total Maintenance 921, 1,237, 1338 918 322 966
Capital Expenditures- Labor only 68, 111, 119* £8 43 129
% of Maintenspce exel.Dep'™n, & Ret., 947, 10.6% 10.6%%
Total 989 1,348, 1442 988 365 10985
Hew Equipment Annual Program
Steam Locomotives 1,000 at $110,000 ~ 110,000,000 110 320
Freight Train Care 50,000 * 2,500 <« 125,000,000 125 ans
Passenger Train Cars 1,000 ¥ 50,000 ~ £0, 000,000 50 150
Other Eguipment 15,000,000 15 45
300,000,000 300 900
Total Raquirmnta " & » & @ . B » @ * P & ¥ S B & & & & & 5 ¢ = W a P B @ 665 1995

* Estimatsd on basis of 1938 percentage.

% The annusl program 18 bused on 1936 expenditures of which the railyosd will psy the amount spent in
1933 excluding depreciation end retirements plus the ourrent charges for deprecistion and retirements
and the U, 8. will furnish ths balance if desired.
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April 21, 1938,
Cheirman Eocles Railroad equipment loans

Lauchlin Currie

Attached 18 a revised draft of the loans for rajilroad eguipment

proposal.
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RAILROAD EQUIPMENT LOANS

Proposal
The R.¥.C. has the power to purchase edequately~secured squipment
trust certificates upon such terms and conditions as it mey deterine,
Loans made for maintananoce or purohsse of eguipment need the spproval
of the 1.0.0. es regards maturity, but do not require a certifiocation
by the I.C.0. that the railroed in question, on the dusis of present
and prospective ezrnings, may reesonably be expected to meet its fixed
charges, a8 4o loans $o reilroazds for other purposes.
It is suggested that for a limited period the R.F.O. announce it-
self prepared to purchess new eguipment trust certificetest
(a) covering 100 per cent of the cost of new egquipment,
(b) maturing in twenty years in the case of freight cars,
fifteen yesrs in the case of steam locomotives end passenger
cars, and ten years in the case of complete streamlined trains,
and Diesel electrio engines,
{c} at a 2 per cent interest rate,

(d) interest beginning one year after date of loan.

Arguments in Support of Propossl
1. 4An offer on less favorable terms would not interest the better

railroads that oan now sell equipment trust certificates on & 4 per
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cent baslis or better, On en offer such as gutlined above, they could
herdly afford not to enticipate psrt of their future regquirements,

2., In the present conditions of rallroad finances, equipment
trust certificates constitute the most secure type of losn that can be
made to the roads,

3« In no other way could the Govarnment induce as much total ex-
penditure and employment at as little cost %o {tself, It has been
cerofully estimated thet to handle the volume of traffic consequent
upon full recovery in three years' time would necessitate the purchase
of 2k billion dollars worth of equipment.

4, Any anticipation of these requirements would provide both em~
ployment end buying power now, and help mitigate the almost fnevitable
bottlenecks in the futurs,

8. It is importent to limit this offer to equipment purchased in
the comparatively nmear future, as othsrwise roads will hold beock. The
stipulation that the equipment must be contrescted for in this calendar
yesy to be deliversd before June 30, 1939, in the case of freight cars,
and September 30, 1939 in the oase of locomotives and streamliined trains,
appears to be reusonable. This type of work could be begun elmost im~
nedintely, a3 ocontrasted with some other slementa of the récovery pro-

aram,
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Dear H

In supplementing the recovery program recommended to the Congress,
I am anxious that all the existing powersz of Government be exerted to
the full in arresting the defletion, and in laying the groundword for
a vigorous upturn. In this conneotion, I should like to urge thet the
resources of the R.F.0., be used as far sa poseidble in stimulating pri-
vete enployment and iucreasing copsumer duying power and the demand for
the products of industry.

Specifically, I want you to explore most carefully the feasibility
of offering to purchase eguipment trust certificates of railroads on
most favorable terms for a limited period. The terms I have in mind are
certifiostes covering 100 per cent of the cost of new eguipment at £ per
cent interasst, beginning a year after purchase, with maturities as long
ap can safely be made, having due regard to the probable life of differ-
ent types of equipment. The offer, I think, should be limited to equip-
ment contracted for in the present calendar year to be delivered before
the middle of 1838, For certain types of equipment, the delivery dsate
night be extended.

When the details of the offer have been worked out, I think it
would de helpful, both fxom the point of view of securing & good response
and a generally favorable psychological reaction, to afford full publi-

city to it.
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