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STATEMENT OF M. S. ECCLES BEFCRI THE SENATE COMMITTEE

ON ZANKING ANUD CURRENCY 5~2759

In appearing here this morning I wish to make it clear that I
testily not in my capacity as Chairman of the Board of Governors of the
Federal Reserve System, but as a member of the Fiscal and Monetary Advisory
Board which was consulted by the President when the program underlying this
bill was formulated.

I should like to state very briefly my views as to the nature of
our economic difficulties that make it necessary to underteke a program
along the lines proposed in this bill at this time.

I am convinced on the basis of observation and a great deal of
study that has been given to the problem that the present unsatisfactory
economic condition of the country, with its large volume of unemployment,
is not & passing stage in the so-called business cycle but has fundemental
underlying causes that need to be remedied before we can hope to achieve a
sustained adequate volume of employment, a reasonably satisfactory national
income, and a rezsonably stable degrece of prosperity. The fundamental ad-
justment in our economic mechanism thet is required is the establishment of
a better egquilibrium between the capacity of the cowntry to consume goods
end services and its capacity to produce them. In the 1920's we had a fair
degree of adjustment between consumption and production, but this adjust-
ment was achieved through the existence of many outlets for investment which
no longer exist at present. The automobile industry was rapidly expanding;

States and municipalities were coxpending nearly a billion a year, in excess
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of tax receipts, much of it on roads, highways, and schools. There vas

a billion spent a year on commercial huildings, stores, offices, and hotels.
Universizies, hospitals, country clubs and other non-profit institutions
were spending beiween one-half billion and a billion a year. A similar
amount was apnually lent abroad. There was a rapid growth of imstallment
selling which increased the annual spending of the people in later Twenties
by nearly a billion a year. And, in addition to all this, we had a
tremendous bull market in securitics, which resulted in a large volume of
luxury spending of profits made in the market.

Many of these factors, which helped to produce a consumer demand
for goods that was sufficient to consume the products of indusiry, are not
at present at work or in prospect. The rate of population growth is about
one-half now of what it was in the Twenties. This drastic slowing up in
population growth, together with declines of property values, have resulted
in a decline in Ltate and municipal expenditures so that tax revenues have,
since 1922, exceeded expenditures, thus resulting in an addition to funds
available for investment instead of providing an outlet for such funds.
Therce is no disposition teo make private foreign loans at this time.
Commercial and office buildings are still available in excess of the demand.
Churches, c¢lubs, and universities have reduced their capital outlays to a
small figure. The automobile industry is no longer in the stage of rapid
expansion. There 1s no prospect of the kind of source of spending power as
grew out of the stock market boom. And even residential construction, not-
withatanding incispensable help from the Government, is below the level of

the Twenties.
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The magnitude of the problem facing us is clear. From 1925 %o
192%, outlays of the type that absorb capital funds averaged more than $15
billions a year. Allowing for %the increase in population as well as for
technological advances that have taken place in the last decade, 1t would
appear that comparable outlays today to insure reasonably full employment
would have to be more than $18 billions a year, provided there is no
materisl change in the present division of the pational income befweasn con-
sumption and new investment.

In view of our changed conditions one of three altermpatives faces
the country: (1) either an wnforcscen and unforeseccahle very large out-
let for investment must develop in new or in old industirics, or (2) o very
considerable increase must be brought about in the proportiscn of the national
ineome that zoes into consumption, or (&) the Government must provide an
outlet o idle funds through deficit Tinancing of work relief, public works,
armanents, ete., or, as fur og possible, through o progrom such us proposed
in thiz bill for sneially znd economically desirable, non-profit meking bub
largely sclf-ligquidating investiments. Unless some or 2ll of these devalop-

ments tike place, we cennot eoscape continvous depression with its accompany-

ing groat uncmployment. Ve con remove @ll the co-czlled deterrents to husi-
ness and provide all the stimulus to business that we can contrive, and yvot

we shull still fall for shori of the objuctive of full production znd om-

ployment., It is only aos adsguate outlets arce vrovided for our cuvings thatb

the national incomoe cun rise to a satisfactory level, and it is only 23 the
nevioncl income increnscs thut tax rovenuce wdejuate to vrlance the budget

an b nchieved,
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Of the solutions just indicated - the first is unpredictable,
and we cannot wait in the hope that it will materialize cometime, zomehowv,
although much more can and should be done to stimulate private activity in
the field of hLousing to resch a much larger percentage of our population.
The seccnd, - a larger proportion of the national income going into con-
sumption - should be a major part ol public poliey, but it appears to be
a slow procesg, and in the mcantime, as an immediate approach, increased
investment opcrations of the Goverument are the only dircet, immediate, and
feasible plan at our disposal for the achievement of badly nccdcd improve-
mont.

The present bill constitutes in part an attoempt to develop a
program of public investment of a self-liguidating nature. It 13, 1 think,
indispensable, in view of thc propoged greatly reduced employment in WPA
and PWA. I am, however, forced to say thet the sannual expenditures bthat
can be achieved under this program will make only & small contribution
toward the solution of our basic problem. Iy own personal view is that
the self-liquidating program, evcellent as it ig so far as it goes, should
be supplemented by a continuing public works program.

Even more basic, however, is the necessity of increasing the pro-
portion of the national income that zoes into consumpiion. The line of
progress in this flela is clear. It has berm %fravelcod ahead of us by many
of tho older countries. 0Old-agce sccurity provisions in FPuropcan countries
have been so demigned as to insroase conswaption relative to incomo. In

England only sixty per ccnt of the cost of a nationsl ola-age pension schome
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iz met by payroll taxes; in Sweden only twenty-two per cent. In our
couutry, however, we will have, in the three years ending next December,
taken out of consumpbtion in the form of pavroll taxes $1.7 billion more
than has beepn returned in old-age benefit payments. Payments under the
old-age assistance part of the program have constituted only a minor off-
set to this withdrawal. In addition, we have increased national saving
and decredesed consumption through tﬁu operation of owr unemployment in-
surance program. The changes in our old-age zecurity program novw ponding

will wlleviate this situation slightly. Even if pending amendments are

passed, however, we will collect some threc to four hundred million dollars

“+

more than we pay out in benefits next year. These provisions will hav. to
be further revised. We shall also have to roconsider our entire taox
structure, with a view to doereasing taxes on cousumption and increasing
taxes on income that would otherwisc add 3o unused investment funds.

It is idle money, hoarded money in cash or in deposits, that ob-
structs the flow of the national income. Money that is saved and invested
continues to function, and we must find mesns hoth of increasing the pro-
portion of the national income that is consumed and of providing invesiment
outlets for the money that is saved. There i3 no other way %o keep the
economy going in a satisfactory manner.

This, then, is the situation in which the present bill must bpe
viewed. If the various items in the bill are epproved, and if the raesult-

ing programs are prosecuted with vigor, iuvestment outlets for an additional

portion of the mounting savings of the community will have boen provided in

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



-
roeful self-liguidating proiects which will not entail any charge on the
budzet nor any increase in the public debt. There is little financial

risk involved as compared with the social and economic gain. The present
extremely low level of interest rates mekes it possible to utilize a part

of owr vasgt volume of idle funds, to make some of them available to

borrow:rs who could not afford to use them if the rates were higher, and

thus to diminish the number of idle men.

The provision of certain transportation facilities on a toll
basis will permit the construction of certain by-passes, tunnecls, bridges,
gte., whose cost should properly be borne by the user. The rural scecurity
loans will enable hundreds of *thousands of farmers who now cannot support
themselvss and are 2 continuing charge on relief funds o become self-~
supporting. Such an investment is one of the most desirable our country
could possibly undertuke. The rural electrification loans will bring the
benefits of electricity to thousands of fermers and will provide markets
for the privatce power companies snd for the makers of appliances.

It is, however, of tie section relating to railway eqguipment that
I wish to speak particularly. I think the Committee will be interested in
the considerations that led to its inclusion in this program. We have, on
the one hand, in the railroad equipment industry, one of the most depressed
of all our capital goods industries. On the other hand, we have the rail-
roads, with the supply of rolling stock rapidly declining in quantity and
detericrating in quality. Our supply of freight cars is back to the level of

1905. Well over 40 per cent of the freight cars are twonty years of age or
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older. Over 70 per cent of the locomotives are 20 years oi age or older
and only & Der‘cent are under ten years of age. Some 13,000 ¢leam luco-
motives of American railroads were built beforce 1910, MWost of thq

machine shop equipment of American railroads iz wniversally ascknewledged
to be obsolete and in poor condition. Conscquently, ropair costs aroe high,
beth because of the age of the rolling stock and becausc of the charactoer
of tho eguipment of the machine shops. 1In ne ficld, I believe, from tae
point of vicw of economy, rocovery or national defense, could the Govern-
ment's credit be better ussa then in enabhling the roads to modernize their
cguipment.

The success of this vrogram depends upon low interest rates,
long maturities and no down payments so that railroads can acgulre new
equipment 2t annual costs no greater and in some cascs less then those
aricing out of the oporation and maintenance of come of the prescnt aged
and ohgolete equipment. The bill contemplates that the interest charged
will be no higher than the cost of the monsy o the RFC on like maturitics
and in no case more thaon thoe highest rote on long term Government obligations,

The prcsent bill proposes that to the existing loaning powers of
the R¥C which have been used to a relatively small extent by the railrocds
for now equipment, the railroads should be permitted to acquire cguipment
on a leasing bosis. The Government will then be in ¢ position to meet the

<

needs of every type of railroad for every type of equipment. Muny reilrosds
will doubtless prefer to acquire cgquipment through the cuctomory form of

equipnment trust certificates. Others, however, who are reluctant o in-

ercase thelr debt, will prefer to ccquire oguipment ~n the very faverable
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terms that will be possible through a leasing arrangemeut.

In fact, in certain cases, the lcasing arrangement will make ex-
penditures pogsible that would otherwise not be undertalken. Thus it will
now boecome possible for the Government to finmance a major rcebullding
program, should this prove the economical thing for any railroad to under-
take. The RFC will be in 2 position to contruct to purchase older oquip-
ment, to have 1t rebuilt in the shops of thé railroad in question, and
lease this equipment back to the railroad. Agmin, the purchasce nf machine

shop equipment can be facilitoted through a lecsing crrongement, and th

(89}

cash resources of railroads can be saved for urgently nceded improvéments
cn woy cnd structures. Finally, the scrappage of obsolete eguipment and
the snle of used rolling stock to certzin toreign countrics that are badly
in necd of cheap eccuipment cen be facilitsted.

I have feund in discussing this proposzl with vorious men in the
industry in recent days that o goond deal of confusion aud misunderstanding
exists as to the naturc of the leasing arrangement. Since it is proposcd
that the lescing arrangement should be used merely s o means of cunabling
raiiroads to ccguire eguipment, and that the RIC should not purchase zny
eguipment except upon the agreoment to lease and upon the specificatione
of individual roads, I suggest that this be made perfectly clear through a
re~-parasing ¢f paragrephs {(b) and (¢}, under Scetion 8.

I should slso favor meking this additional $500 millinn aveuiloble
for loans as well os 1ouseé, as the oxistiug loaning puwwer nf the RTC for

railread egquipment is limited. Paragraph (@) could well be deleted, pro-
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e
viding the specifications submitted by individusl rowds for rolling stock
T be constructed wnd leasca to thom should be subject to the approvel of
thio RIC. If these changes were made, they would meet the only objections

that I, persenally, have herrd raised to this part »f the Leli-Liguiditing
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