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B O A R D O F G O V E R N O R S 

O F T H E 

F E D E R A L R E S E R V E S Y S T E M 

Office Correspondence Date um-on fi, mo 
To Chairman Eccles Subject: 

^ o m Emile Despres 

Attached i s Ezekiel*s l a tes t version of the 
memorandum prepared fo r Secretary Wallace ou t l i n i ng a new 
spending program. Ezekiel t e l l s me that the Secretary-
would l i k e to have your views regarding both the speci f ic 
recommendations and the general wisdom of urging something 
of t h i s sor t upon the President at t h i s t ime. I t o l d Ezekiel 
that I would pass along to him any react ions which you might 
wish to express. 

Attachment, 
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At the time your budpet me wage was prepared, business a c t i v i t y 
i n the country was se t t ing a new high record . I n d u s t r i a l production 
f o r December was 128 (F.R.3. index) . Since then i t has dropped sharply, 
as i s shown i n Figure 1 . The prel iminary estimate fo r February l a 110, 
and now (a t the end of ths month) business i s only running a t the l e v e l 
o f about 105* 

You c l ea r l y ind ica ted tha t a good wmay o f the budget estisaates 
were based on an expectation of continued high business a c t i v i t y . Thus, 
i n in t roducing your budget you stated: 

" I n approaching the Budget f o r toe f i s c a l year 1941 I have 
sought, as i n the past , t o r e l a t e f i s c a l po l i cy t o probable 
economic necessi t ies. As the Budget i s being prepared we 
are achieving the highest l eve ls o f production and conaiop-
t i o n i n our h i s t o r y . The extent t o which recovery has pro-
gressed, and the degree t o which speculat ion and pr ice 
increases have, on the whole, been kept i n check, have made 
i t possible f o r us t o consider a substant ia l lessening o f 
Government expenditures on a c t i v i t i e s not l i&nediately essen-
t i a l f o r na t iona l defense." 

You also s ta ted t ha t i f business d i d not continue favorable, the 
estimates would have t o be reconsidered. Thus, w i t h reference to t h e 
recoaosnded estiiaates f o r r e l i e f agencies, you sa id t 

" I n submitt ing estimates f c r these agencies I have taken 
i n t o considerat ion the current ioprovement i n business 
cond i t i ons . . • • 

"While the estimates are appreciably less than those f o r 
the current year, X am hopeful t ha t they w i l l prove ade-
quate Re l ie f expenditures should be c losely eared 
to a c t u a l needs. I f condit ions f a i l to meet our hopes 
add i t i ona l funds iasy be necessary. 1 may, therefore, 
s i b a i t rev ised estimates l a t e r i n t h e session." 

Further, i n discussing ths ag r i cu l t u ra l programs, you concluded 
w i t h t he state&sntt 

" I have no t , however, included estimates f o r new appro-
p r ia t i ons f o r p a r i t y payments i n 1941. I m inf luenced 
by ths hops that next year 's crops can be sold by t h e i r 
producers f o r a t l eas t 75 per cent of p a r i t y . X db not 
suggest i n any way abandonment o f the po l i cy o f p a r i t y 
pqrnente heretofore adopted, and f u tu re events may c a l l 
f o r some appropr ia t ion t o t h i s and. I note, however, i n 
passing, t h a t the Congress has f a i l e d t o aske any prov is ion 
f o r the f inancing of these payments already made or o b l i -
gated f o r 1938 and 1953 crops." 
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The sriarp break i n business a c t i v i t y has already carried i t daw\ 
to near the leve l tha t prevailed before the outbreak of the war. Busi-
ness analysts both wi th in and without tha Government expect the decline 
to go f u r t h e r , althou^i there is a difference of opinion as t o j u s t how 
severe the decline w i l l prove to b e . The more optimistic forecasters 
expect the decl ine t o stop with a bottom l e v e l perhaps not below 100 on 
the Federal Reserve Board's index, and wi th the reeovexy g e t t i n g under 
way f a i r l y promptly. Other well-informed observers, however, including 
acme i n b o t h Government and private business, fear that the decline may 
continue downward u n t i l a low i s reached somewhere between 80 and 85 an 
the F.R.3. index, with recovery not getting under way u n t i l next sumraer 
or early f a l l and remaining a t moderately low levels throu ghout the year. 
The attached appraisal of business prospects (Appendix 1) prepared by 
the Industr ia l Soonomioe Division ef the Jspartmcn t of Commerce, indicates 
that t h i s very unfavorable development i s not a t a l l unl ike ly , even a f t e r 
allowing for increased exports due to war demands. 

Business prospects have thus changed drast ical ly from those of 
three months ago. Buaineea ac t iv i t y f o r the year w i l l average only 
s l ight ly higher thai f o r l as t year, and i f the reaction continues i t may 
average far below la at year aid even approach the bad conditions a£ 1958. 

national f i s c a l policy must therefore be reconsidered i n the l igh t 
of th is a l tered buaineea prospect. Ae you stated i n your budget message! 

"The experience o f 1958-59 rfiould remove any doubt aa to 
the effectiveness of a f i sca l policy re la ted to economic 
need. The wise exercise of such a f isca l policy impoees 
grave reeponsibi l l ty on the Government. Government must 
have tha wiadom to uae i t s credit to sustain economic ac-
t i v i t y in periods of economic recession and the courage to 
withhold i t and r e t i r e debt in perioda of economic prosperity." 

Apparently the r *p id upsurge in business a c t i v i t y f o i l wing the 
s tar t of the war, and tha accumulation o f business inventories a t that 
time, baetproduced another period i n tfiich Government action i a neoeasary 
to modify or check busineas reaction. 

In view of the tfiarp reaction already under way and of the daiger 
of an even more serious reaction ahead, we suggest that a new program be 
promptly i n i t i a t e d t o check the present reaction and provide for en stained 
recovery therea f te r . There are three possible element a of aich a program* 

1 . Immediate act l t t i for increftfe^ Wf^mvi^tur^ duyfry; the 
laa t ,q carter or -toe c j ^ g j , .fjgCTl yeag. I f the buaineea 
decline continues there i s great danger that buaineeanm 
may a t a r t drawing on their heavy inventor lea, and hold 
back on future production u n t i l they have diapoeed of much 
of those inventories. This would produce a further rfiarp 
contraction of production and employment. Action directed 
to check t he decline jromptly would help prevent t h i s f u r -
ther intensi f icat ion of the decline. I n order to of faet 
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the present contraction i n business and private inveatments, 
increased expenditures o f mi l l ion dol lars a month 
during the f i n a l quarter of t h i s f i sca l year would be needed. 

2* Enlarged expenditures for r e l i e f programs during tha 1940-41 
xscal year. This would provide increased expenditures 

through TIP A, CCC, NTA, Food Steap Plan, and similar a c t i v i -
t ies to maintain tha public buying power u n t i l 1' nger-tims 
programs could gat going. To provide continued increase i n 
a c t i v i t y , expenditures of a t laaat mi l l ion dollars a 
month during tha f i r s t half o f th is f i sca l year would be 
needed, in addition to tha mount already provided In t he 
appropriation b i l l s now i n Congrese. 

5- Expanded investment a c t i v i t i e s of the sort provided by UflHA. 
lUk t Farm Security Administration i^ant , aid renabi l i ta t ion 
loans, to expanding lnvegtaent w i t h l i t t l e or no 
budgetary expenditure. This wou3d make i t possible to r e -
duce the amount of r e l i e f expenditures as the capital invest-
ment from these programs broadened. These ac t iv i t i es should 
provide f o r capi ta l investment of a t leaet mi l l ion 
dollars a month to insure continuation of the business r e -
covery and to make i t possible to reduce direct r e l i e f expen-
di tures. 

The uroblsct o f t im ins I I i « i ii i.I i i I i • —Ci 

Ths re i s a question of policy as t o whether the f i r s t element 
mentioned above neede to be included i n the program, or whether trie mere 
announcement of the program consisting of the second and th i rd elements 
would be m f f i c i e n t . You w i l l reca l l that in Apr i l 1338 the mare recommen-
dation of expanded Government action, i n your meaeage to Congress or *T*ril 14, 
1958, wae eu f f i c i e n t to ea se an immediate advaioe in security market*• 
Business ac t i v i t y d i d not begin to pick up, however, u n t i l July, and did 
not rea l l y boon u n t i l l a t e November. I n the spring of 1938, business ac-
t i v i t y had alrea<$r been declining fo r more then hal f a year, and the stock 
market had already broken wide open. At the preeant time, although indus-
t r i a l production has declined nearly 25 points, the stock market has not 
yet broken badly, and neither the business coamaunity nor Congrees i a ae 
yet aa deeply concerned about the depreeaicn ae i t wae i n t h e aprlng of 
1338. I f the reaction l a to be checked i n time, and turned without pene-
t rat ing to exceedingly serious depthe, prompt m d sore powerful action 
than t h a t takan i n 1958 i a needed. Accordingly i t ia reconoendad that nee 
programs including elamsnta along the f i r a t l ine indicated above, ae wel l 
ae along the second and t h i r d , be i n i t i a t e d . 
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A p r i l 30, 1940 

Chairman EceisJ 

E&i le Despres 

Alan Johnstone, general counsel of the Federal 
Works Agency, ca l l ed on me yesterday af ternoon at the sugges-
t i o n o f Dr. Ezek ie l , i n order t o discuss the proposal tha t 
the IWA subsidize the const ruct ion of non-Federal publ ic 
works through e ser ies of annual con t r i bu t ions instead of a 
3inp;le c a p i t a l g ran t . PWA i s more popular w i t h Congress than 
1PA, and u PEA appropr ia t ion f o r f i s c a l 1941 would pass e a s i l y , 
Mr. Johnstone bel ieved, i f the Pres ident ' s endorsement could 
be obtained. Mr. Johnstone said tha t Mr. Carmody would l i k e 
to ge t a number of h igh o f f i c i a l s who favor cont inuat ion o f 
the P-A program to put t h e i r views before the Pres ident , 
e i t h e r personal ly o r i n w r i t i n g , as was done so e f f e c t i v e l y 
i n the case of SPA. 

They have been th ink ing about t r y i n g t o get an 
appropr ia t ion o f #300 m i l l i o n f o r a PWA non-Federal construc-
t i o n program, but i f they decide to seek l e g i s l a t i o n f o r a 
system of annual con t r i bu t i ons , they w i l l ask f o r #25 m i l l i o n , 
equ iva len t , on a c a p i t a l grant bas is , t o something l i k e |500 
m i l l i o n . PIA, by obta in ing au thor i za t ion to discount State 
and l o c a l s e c u r i t i e s w i t h the RFC, could ob ta in #100 m i l l i o n 
i n cash, so tha t annual con t r ibu t ions would not requ i re any 
nev/ money from the Treasury i n the coming f i s c a l year . 
Mr. Johnstone Ind icated tha t he plans to get i n touch w i t h 
you on your re tu rn to discuss t h i s mat te r . Me bel ieves tha t 
the President and the Secretary o f the Treasury would f i n d 
the annual con t r i bu t i on method more acceptable than tha t o f 
c a p i t a l g ran ts , because, when combined w i th the discount ing 
operat ion mentioned above, i t would not require- any increase 
i n the d i r e c t Treasury debt . 

Secretary Wallace has ind ica ted to Dr. Fzekie l that 
he th inks the t ime may soon be r i p e f o r another meeting l i k e 
tha t on WPA$ t h i s t ime to diecuss PWA and, perhaps, old-age 
pensions. Secretary Wallace ra ised the quest ion whether 
Messrs. Hopkins, Jackson, and Caxmody should not be asked to 
such a meeting. I gathered from Dr. Ezekie l t ha t Secretary 
Wallace pre fers to have you c a l l such a meeting instead o f 
c a l l i n g one h imse l f . 
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