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Memorandum on the Questiont “The cluim is made that privatc industry
by itself cannot profitsbly absorb current savings. ¥are this true,
a continued high nstional income would be impossidvle unless the Jovorn—
ment provided invesiment opportunities for cepital through public works,
ete, ¥hat evidence is there that supports this claim?®

It is pow generally recognized .by students that the economiec
problem faeing Amerien is mot a temporary or smergency ore. The violence
of the depression following 1929 obscured for some time the fact that
® profound change of a chromic or secular pature had ocourred. It is
pow becoming clear that for the first time iu our history our 1nab11£ty
to find outlets for cur potential savings on the besis of & hipgh nstional
income, condemns us to a low national imcoue where we can find loutlota
for the reduced volume of savings. The outlets for savings in-thc twen~
ties arising from the rapic growth in population, ﬁbe growth of the
glant autcmobile industry, foreigu losns, municipel ecapital expenditures,
und brokers'! loans are gone, and nothing comparsble, apert from federal
government borrowing, is im sight to tske thsir place, QOur potential
savings on the basis of 2 high natioxusl incoms, on tho other hand, are
larger than ever,

It 12 somctines implied that the volums of capitel eippnditures
in the twenties, or the spending in excess of current income finnenced
by installment oredit or brokers® loans, was excessive, Actually, every
eent of it was necessary to kesp up the volume 0f employment in the
twenties and provide for a steady risc in the mational inecome, ¥hat
was gxcessive was the volume of savings thet hud to be spent in capital
formation or siphonsd back into consumpiion dirsetly if ths national

income was not to decline.
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This 1s the fundamentsal reaaon why the program of “pump priming®™,
a8 such, is doomed to failure. No matter howx much “prinming® iz done,
thers are simply not sufficient private outlets for the grouth or sav-
ings that ocours with & rise in the national income. Conseguently,

&Ry mttenpt by tﬁa foder:l govermsent, under existing condiiions, to
csass gupplying an offset to savings will be promptly followed by stag~
pation or recession, Unless consumption caa be considerably increased
relative to income, u continuing federsl coxtribution to buying power
appears indispensable for amy azgtained recovery to an $80 billion or
$50 billion pational income lewvel, A program of budget balancing, given
the prasent cépaoity to seve in relation to the economle need for caplitul
equipment, can have no other effect than the contimusnce of a low lovel
of nationsl income end of saving add e high lavel of unemployment.
Stutement of the Problem in Quantitative Terms

The problem mey be broken down in the fom of ¢wo questions: How
much capital investment ia neéessary to gonerste en $80 billion or $90
billion mationul incowe? What are the prospects of ssecuring this necess~
ary maount in the form of private cepital expenditures?

"As s starting point in answering the first quastion we may consider
past experience. During the relatlvely prosporous years of the twenties
cepitnl expenditures plus net contribution of public hodies bore a
stable relatjionship to the gross mational product, the annuzl percentage
being betwesn 18 and 19, with ths exception of 1928, Assuming that in

the nsar future 8 met niticnnl income of $80 billton would correspond
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with & gross nation:) product of §88 billion, the lower percantegs
would call for nearly €16 dillion of capitsl investment; the higher,
for nearly $17 billion.

There are some grounds for believing that it will require more
capital investment to gensrate the same volume of lncome in the future
than was true ip the late Tweniles., For one thing, the percentuge got
back to 17.8 percent in 1937, when the npution:l incone was soume $10
billion less than in 1929, It sesuis reasonzble to assune that a higher
proportion of an additionsl $10 billion of income would be saved than
of the $70 billion income, und that, therefore, the percentaze of capitcl
expendi tures to income would have to bo hisher.

In the second place, the percentage of 18 in 1929 was unguentione-
ebly kept down beecauss of the very lerge volume of negetive saving ox
dissaving induced by the etock market boom. Owing to the cancellatsion
of posktive savings through the borrowing on stocks for consunmpiion pur-
posas, und to the psychologicsl incentive to spend 10re oui of current
incone Gtecaugs of & rise in stock values, a given volume of cupitul ex-
penditures could suppors a higher nmetional income tham would be true now,
If we assumse the megnitude of this influence to have been one to $wo
billion dollars, we would have to raise thas estinate of the necessary
volume of c-pital expenditures to generate $80 billiou incoms to $17
to $18 billion.

It 12 intsresting to note that Miss Xneelund's estimate of the
volume Of consumor savings on an $80 bdbillion income, bassd on the N.R.C.

Report on Consumer Expenditures, is $12 billion. Business savings of
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only §6 billion would give a total of $18 billion,

The magnitude of this “igure miny be grasped by comparin: it to
the volume of producers® durable goods plus residenticl building
expenditures of $15.6 billion in 1929 tnd §9 billfon in 1937. The
total income-gemerating expenditures in 1937 of §14 billion included
nearly $4 billion of inventory accumuletion and $1 billion of net
federsl coxntribution.

The problem, evidently, is not that of securing un inereass in
private caplitszl expenditures dbut of securing o requisite inorease,

Our problem, in other words, is a guantitative one. The ficlds most
cormonly thought of in comnection with income~-genereting types of
expenditures are manufscturing and mining, utilities, railrozds and
residerticl counstruction.

Msnufaeturing snd mipina,

The el volune of expenditures for plant and equipment in the
field amounted to mround $3 billion for the years 19:3-1928, In 1929
it rose to nearly $4 billion. In 1937 it amounted to $3.2 billion,
As indicated in the accompunying chart, the volume of capitel expendi-
tures in this field sppears t0 bear a2 definite raelstionship to produc-~
tion, Thus & yearly cverage index of produetion of 120-130 might, on
the hasia of past expericnce, be expected to be acecompznied by around
$4 billion of capitol expemditures in this fiold,

Utilities,

The 1929 volume of czpital eapemditurses in the utilities {ineclud-

ing electric, telephone, transit and oihers) smounted to nearly €2 billion.
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In 1937 it nmounted to =lightly over §1 billion. The mein deternin-

st of investment in thias field, psrticularly in eloetrie power, appears
to bs ousput In relation to genersting capscity. This is illustrated
in sn adcompunying chart., Seperate anslyses of prospects of caplisl
expsnditures 1n the various categories of utilitiea offer little hope
that the yearly wlume of axpsniitures will exceed the 19429 figurse sven
12 full employment 13 attained in the next few yoarsa,

Riilrosds,

Throushout most of the twenties, the yearly wolume of capital
eapenditures by rajlrosds amounted to between $700 million and $900
million, The retirement 0f sguipment in excess of additions in the
past eizht years has created a rTesl backlog of demnnd should railroad
traffic increase, On ths other h«né, the abasnce of secular growth
in freigsht truffic, the inersasing efficiency of equipment sné the
poor finsmciazl condition of mzny rosds, tend to hold down eapitul expendie
tures, It may be doubted, theverore, whaether the yeurly volume of &xe
penditures, even nnder the influence of full employment, will exceed
$800 million. The volume in 1937 was $500 million.

Residentinl Construetion,

It is apperent that the volume of capitsl expenditures that can
reasonahly be expacted to occur in mining und nunulaeturing, utilities
and reilrosds, even under the wost optimistic conditions, will not
begin t0 provide the necessary offsets to the savings of a high nationsl

income, Prospects in privite residentis)l builitng, therefore, are

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



e

poculisrly importsant. It has been estinated that, $¢n eddition
to the normel growth iz familioes, 3hoere iz 2 sgnacial demand for
honging of around ons million umits arising from ths efter effecta
of the long depression. Assuming that thie demend could be nade up
evenly in & five~ysur period, zné that the noranl yearly growth
of 500,000 fsmilies iz mat, & houslnyg murked for some 750,000 units
is nvailable, This would amount to bdetween §35.5 and $4 billien
yoarly. The attaipment of this yearly volume, houevern depends upon
the failure of costs to advance significantly, upon tas growth in
corsumer incoms, aud upon the pressnt bscklog being made up., Given
these favorable feetors, s larger wlums of construction then just
mentioned would depend upon demolitions of existing structures.
Rvidently, this 18 the most promising field for enpital expsndilures,

Other Cnpitsl Fapenditurss,

It &s probvlemntical whethsr the epaociel fuctors that gave rise
4o a yearly expenditare Of nsarly $2 billion in the lave twenties
on cousmercial builldings spd coustruction by non-profit institutions
{churches, colleges, etc.) will be duplicated in the mesr future.
Cupitel expenditures in sgriculiure, which emounted to $1 billion
in 1937 s cuntrusted with $960 million in 1958, may be expected to
increase little further.

Coselusion,

Yhen & csnvasd i8 mnde of ths poasible outists for savivas in

the various fields of private ceapital expemditures, it becoues evident
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that the total that could reasonably bde sxpected on the basis of Tull
emplovment, doeas not add up to emodugh to match the suvings owon of an
$90 bdillion matiomsl imcome, Consequently, in the absense of yovern-
ment action, war, or sporadic imventory bulges, the national income
nust remsin sufficiently low s0 that the conseguent low volume of
eurrent saving cuan be matched by investment.
Bro»d Typs of Solution Indicated

Since our problem is thet of excesaive potentisl saving relative
to potential outlats Yor privete capital expandfturss, or, to put the
same thing in different terms, inudequate consumpiion relative to incoume,
the solution must be found in increasing the outlets for saving and/ox
decreaming saving by inorsasing consumption relative ¢o income. More
specifically, the 1§dicated attack on the problem ahould de directed
towards (1) such revision of the ‘tnx structure a8 will increase consump-
tion relative to incoms, {2} a continning volume of public inveatment ss
ap offsct to part of the cormunity's ssvinpgs and (3) the asimulation of
private inveatment direetly, particularly in the fields of residential
sonstruction and railrowdsequipment, and the stimmlation of exports.

BSuch evidence o8 exists indicates that England, up to 1938, managed
to keep its economy in Tairly full operation by (1) greaxly increasinrg
the proporiion of her income that went fOr consumption, in comparison
with pre~war days, snd {2} by enjoying = lsustaina& largs volume of

residontiel btuilding. In the formsr case, the role playad by high
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inheritunce and income tezes in conjunciion with the provision of
socisl aervices was luportant. In the latter, the earlier housing
subsidies und the srrangements wmade %o restrain cost advances were
important. By 1938, the decline im butlding and in genoral business
activity indicated thet the outiets for even the reduced volunme of
saving were becoming inadequate and for this resson various econoniats
approved the Government's decisforn to fiaance the substantial portion
of the inereased sramment costs through borrowing.

I% is importunt to note that in demling with saving and invest~
mens we are dealing with high~powered money. An incresse of $1 billion
in consmumption relative to imeome will ot increase consumption merely
by §1 billion, but, in terms of the relutionship discussed at the be-
ginning of this pxpor, will increase the nationsl income by some five
times that smount, The diffsrence betwsen & §15 billion capitzl ip-
vestment nnd a $19 billion capitsl investment muy be the differsnce
between prosperity and depression. Hence, the problan for the Govern-
ment £3 not that of attempiing Yo bridge the gap in exponditures botween
a $60 oxc#70 villion national income and e $90 billion mationel income,
but rather of securing soms relatively small sdjustmonts as would mnke
poesible a manifold incresss in privata expenditures and incomes,

Putting the problem im hiatorieal perspective, certzin adjustments
in taxatfon and public investment are now repdered Nacessfary bacause
of a chasize in our economic envirorment. ¥Fith a slackening {n popule-

tion growth, tho absance of new great outlets for savings in private
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enterprise, and the only partiel utilizatiion of our existing stock
of cupital and lsbor, we should now, 8s a community, increass our
cozsuning power relative to our savin:s and should devote more
resourcses to public investment such 88 roads, hospitals, alum
clsarance ond other pubdblic works, In other words, we are in a posi-
tion to enjoy the fruits of our previous savings in increasing cone

sumption and hence 4in a higher stendard of life,
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