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PREFACE 

. s volume presents a part of the research work carried on by a 
serving under the National Planning Board (later incorporated 
e National Resources Board). The National Planning Board 

, set up under the Public Works Administration but distinct from 
e., work of carrying out the current Public Works program, and 
nsisted of :\1r. Frederick A. Delano, chairman, and Profs. 'Yesley 
,MitChell and Charles E. :\ferriam. ender this Board a number 

()f.distinct but related researches were carried out. A studv of the 
ge ral problem of economic and social planning was made by Dr. 
~~~ 's L. Lorwin of the Brookings Institution and Prof. A. F. 
. 'chsof Brown University. In the field of Public Works, recent 

rience was sun'eyed by Dr. Arthur D. Gayer of Barnard College, 
ical aspects by a panel of planning engineers under Mr. Russell 
lack, administrative aspects by :\1r. Frederick Powell who suc
ed Dr. Leonard White after the latter was called to other duties, 

a.n economic aspects by the present author, with the assistance of 
1)r J. Wilner Sundelson on the financial angles of the problem. 

L '. his sketch of the organization of the research may serve to ex
p what is left out of this volume, as well as what is included . 

. ed historj and statistics of the recent experience in this country 
" e found in Dr. Gayer's study, to be published by the National 
au of Economic Research; and only such basic facts are included 
as are necessary to an understanding of the problem. The 

. cal possibilities of Public 'Yorks in this country are dealt with 
'lh r. Black's study. Administrative problems are dealt with only 
in~ntallY. \\'11at remains affords a sufficient range of problems, 
ce .aring in the one which is most vital for the country today: How 
IDtI. Public Works be so handled as to contribute as much as they 
a.re'-~apable of contributing to industrial stability? 
" Acknowledgments are due to the Board and to its executive officer, 
Mr., Charles W. Eliot 2d, who has afforded every facility for the 
s,tudy and furnished much valuable material. l\lr. C. R. Chambers 
of the Division of Economics find Statistics of the Public 'Yorks 
Administration has cooperated whole-heartedly, and placed his 
records at the author's disposal. On financial conditions in State 
tu.d: local governments 11r. Lent D. Upson of the Bureau of the 
~em;us and .Mr. Wylie Kilpatrick of the Public Works Administra
,\ion have furnished both data and suggestive discussion. The 
chapter on the cumulative effects of Public Works expenditures has 
peen read by Prof. J. ,Yo AngeU and ~~lvin H. Hansen; and their 
yriticisms haw resulted in materially improving the treatment; 
.tlJ,oligh needless to say they are not responsible for the views expressed 
ot the conclusions reached. As for those who have contributed by 
conference and conYersation, the author can only express a general 
debt of gratitude to them for the help they have rendered. 

III 
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The conclusions reached in this study will naturally not find uni
versal agreement. The author holds that it is possible fOt_ PubJl~_ 
Works expenditures, rightly handled, to furnish a real ~1I\llU8 to 
business in a depression; and some will object to that view in any 
form. He also concludes that there are limits to the possibility of 
lifting ourselves in this way, that this method alone cannot haul u<; 
out of a serious depression, and that some ways of attemptin~ 
may very easily result instead in imbedding us more firmly 4 t 
slough. And some will reject such counsels of caution and moderit.. .~. 

Unfortunately, these major conclusions are not susceptible of such 
hard-and-fast proof as a scientist properly likes to· demand. They 
are scientific probabilities-largely deductions from assumptions 
carefully selected on the basis of available evidence as to the important 
controlling conditions. The controlling conditions are many, some
of them capriciously variable, reaching into the human imponderables. 
Some of these probabilities approach certainty; others are much more 
doubtful. It takes courage to act on such probabilities, and caution 
to act without running unnecessary risks. And it is this combination 
of courage and caution which, with good will as a foundation, is the 
prime necessity if we are to come safely through the inspiring and dis
quieting enterprise of social experimentation to which the country is 
now committed. 

This study of economic aspects was made within rather severe 
time limitations, during the spring and summer of 1934, and pressure 
of other duties has prevented the author from making any general 
revision taking account of later developments. If such revision had 
been made, warnings against expecting too much might have been 
made stronger; but nothing seems to have happened to alter the 
general character of the conclusions reached as to the kind of action 
which needs to be taken. 

JOHN MAURICE CLARK. 
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I. THE B A C KG R 0 UN D 0 F THE A ~f E RIC A N PRO B L E M 

A. Introduction 

For the purposes of this study there is no need to enter into elaborate 
definitions of what is meant by "planning" as applied to economic 
life in general. The field of public works i,; one in which ~lan~gg in • 
the narrower anQI.ll..QIeJjJGIIlj ~en,;eof the term i,; appropna e, possible' 

<ana even necessary, becau,;e the authority that does the planning is 
the authority under which the work,; are carried out; namely, the 
government. \Yhoever has a piece of work to be carried out under 
his direction mu,;t naturally plan the work, if it is to be well done. 
He must decide on the details, or delegate that responsibility to others 
and decide himself on the main features only; and in any case he must 
decide how much he is to decide and how much he is to delegate. 
Not even in the field of public works doe,; planning mean that one 
mind or one committee must determine eyery detail. It becomes a 
question not so much of exercising authority of a kind that determines 
everything, but rather of coordinating the work of a large number of 
bodies, each of which has its plans, its ambitions, its standards of 
judgment; and each of which has a certain realm in which its word is 
final and other realms in which its activities haye to be fitted in with 
what other bodies may be doing. 

Those who are talking about planning for economic society as a 
whole naturally face 3 problem in which central authority has a still 
n&rrower field, and the ,arious bodies, organizations, and interests 
whose activities ha,e to be fitted together, have a still greater measure 
of independence. (For that reason it would probably express more 
clearly what is in the minds of persons who contemplate general eco
nomic" planning," without a thoroughgoing socialistic system, to use 
the word "coo~ation" in place of the word "planning)" 

Another pnase Of the attempt to make the economic machine ~ 
work as a planning mind might want it to work, without putting 
it under completely socialistic control, is expressed by Walter Lipp- ! 
mann in. the te~m, "oa co~ensated ~cop?my." Thi~ means t~at 
those things which busmes oes WUIUIl.lts sphere of hberty, wluch 
result in eyils or disasters, but over which goyernment is not ready 
t() take direct control, may be made up for by things which govern
ment does and which haye an opposite effect. The chief example 
is probably the spending of more money on public works at a time 
when business is spending too little, and less money on public works 
at a time when bl~siness is spending too much. CThus the literal , 
planning of public works, necessarily carried out by the Government,' 
may be asked to play ~ part in bringing about a coordinated general 
economy, and in that scheme one of its principal functions (though 
not the only o'~e) is to act~!! eOp1pensatoq 

So far as State and local works are concerned, there is no one 
. central authority over them, and as a result whatever effects they 

may have on the economic system of the Nation as a whole are more 
~ or less left to chance, to the extent that there may be good or bad 

1 



2 ECONOMICS OF PLANNING PUBL1C WORKS 

effects resulting outside tbe territory or jurisdiction of tbe local unit 
whose activi ties bring the effect about. Local streets and local fire 
protection may be wholly a local matter. Local education may be 
so construed without any obvious evil arising, so long as no locali
ties fall too far behind a proper standard. But when that happens, 
it aPl?ears that the quality of education is a general interest, even 
a natIOnal one, and should not be left wbolly at the mercy of local 
opinions or local poverty. 

If a road is built for the sake of employing local workers, that 
again, is a local matter, on its face. But if that kind of provision 
comes to be generally needed, we shall have the roots from whicb 
may grow systems corresponding to the system of parish settlements 
and other obstacles to a proper mobility of labor throughout the 
Nation, against which the early classical economists struggled. One 
local community would be uriwilling to inyite wanderers from other 
communities by offering relief work not limited to actual residents. 
And if one of the considerations in the building of the road is not 
merely the employment of the workers on the spot, but the employ
ment of workers to make materials and render all the contributorv 
services which are rendered elsewhere, then we have a clear case 
where one locality is bearing burdens largely for the benefit of other 
localities all over the country. 

These local governmental units as they stand do not comprise within 
their boundaries all the interest which are materiallv concerned in 

, the things they do. Therefore these interests need to 'be coordinated 
in some way and for much the same reasons as the conflicting interests 
of private business. One of the large tasks of the Federal Government 
in this matter is to bring about jUSQUCh coordination between the 

\policies of State and local agencies. Its planning must be directed, 
• not toward determining for the loca 'ties just what works should be 

constructed, but rather toward bringing about conditions under which 
the general volume and output of construction (in which the Federal 
Government is legitimately interested) shall be slh as fit in with a 
program in the interest of the Nation as a whole. ! 

As for the definition of puhlic wo~, there see· s to be no reason 
L. for departing materIally from the customary idea of what this includes. 
,.,It consists of durable goods, primarily fixed structures, produced b.l 

government. I t does not include, ordinarily, the rendering of intangI-
-ole services, although here the dividing line between tangible ana 

intangible becomes sbadowy in spots, as many such lines do. Under 
wessure of the current crisis, there has been a strong compulsion to 
extend the conception of public works as far as possible into the field 
of intangible seryices, mainly for the simple reason that, in the field of 
public works, there was money to be had and employment to be 
afforded, while in other fields there was pressure to reduQle expenses in 
order to balance budgets. And this difference in fiscal policy did not 
coincide v,jth any difference in the community's need either for 
different kinds of works or services, or for the added employment 
they would afford. Given those conditions, it might be entirely just
ifiable to attempt any enlargement of the conception of public works 
which could possibly have any chance of acceptance. But it would 

.seem better in the long run to adopt a defensible and consistent fiscal 
policy toward all forms of government employment, whether con
~erned with durable goods or perishable services. 
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~e general background of the American situation consists in the 
~main of three parts. One is work relief, in which there has been a 10I1'g t. 

and baffling experience. " One IS the idea of using public works as a • 
remedy for business fluctuations. In this w-e ha\e not had a long ~ 
experience, and such experiments as are now being tried ha\e not 
gone far enough to show whether their results will be baffling or not. 
Prominent public expression of the idea dates back less than 40 years,. 
and any attempt to practice it on a large scale dates back only to the 
depression of 1929-34. Those parts of the idea which are concerned 
with the planning of such efforts in advance han never been effectively 
tried on any considerable scale. 'Pte third element in the backgroun~· 
of public works planning is drawn from the growth of city and regional! 
pla.!!Land plal!I}i~g. In its modern form this has riotll-ad"it Tong 
history, neither IS It a mere theory, but a movement well under way-
young but thoroughly established and destined to grow. . 
v These three elements make up the background for pubhc works 
planning-a background which is far from unified and involves some 
definite conflicts. To understand the prohlem and to interpret the 
attitudes of persons approaching it from the standpoints of different 
parts of this multiple background, one must understand something 
about each of the parts. 

B. Work Relief or Relief Work 

Both 'of these terms are usedyftnd both are probably appropriate, 
with differences of emphasis. i The early English workhouse was 
.elearly- \york relief, while the \ more. succ(>ssful operations in the 

~ J American Civil Works Administration of 1933-34 seem to deserve 
the name of "relief work.''\ The background of work relief which is 
most pertinent for our purposes includes the whole history of tlie 
English poor laws.1 The poor laws have gone through a number of 
different stages, and in construing what is said about them one must 
be on one's guard against the tendency of the chronicler to exaggerate 
the differences between such stages for the sake of a more clean-cut 
and simplified picture of each successive period. The individuals who 
carried out the system did not change as much as the system did; and 
neither did the needs and difficulties of the human material they had 
to deal with. And they tended to modify the s~ystem in application, 
softening its worst rigors when these were most extreme. -

The medieval church had encouraged rather indiscriminate alms
giving, and although this tendency was reduced by the Reformation, 
in Elizabethan England there was still a fairly liberal poor law, and 
parishes kept stocks of materials on which the poor could be set to 
work._ Possibly as a result of too great liberality there was, arot1{l;d 
1700, a "plague of sturdy vagabonds." • 

The spread of Puritan morals, with their emphasis on the indi
vidual's duty to succeed in the world, led to the passing of severe. 
laws, which were, however, not uniformly enforced, whether througli ' 
the negligence, the inefficiency, or the humanity of local officers. 

Under the impact of the Napoleonic 'Vars, conditions were again . 
liberalized. Possibly it was in part because the great upheavals of 
the time upset the individualistic basis of the Puritan attitude in 
much the same way as a great fire or earthquake does, being a com
munity and not an individual calamity, before which the helplessness 

I Cf. Sydney and Beatrice Webb, Englisb l'oor Law History. 
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of individuals is recognized, and relief loses its stigma. Almost 
certainly it had something to do with the fear of revolution, which 
was very real in England at that time. In either case, the result 
was the same-relief was more freely given. 
/There was then no unified system of relief, but a mixture of methods 
irlVolving a certain amount of outdoor relief in cash, a certain amount 
of subsidized private employment, and certain attempts at making 
the conditions such as to deter applicants. The general character 
of the period is deseribed as one of undue and indiscriminate liber
alitv. In 1834 there came another reversal of policy im~olving two basic 
principles. The first was the principle of "less eligibility", or the 
rule that relief mllst he made more undesirable than the conditions or self-dependence. The second was the principle of the workhouse 
gst and the rule that there should be no outdoor relief, with some 
insignificant C'xceptions. 'Cuder this system the poor were set to 
work at pieking oakum or breaking stone and the product of a work
yard cost from five to ten tim£'s what it could be bought for. Condi
tions in the workhouse were made deliberatel." unpleasant, and the 
result was not merely a deterrent, but virtually a penalizing of the 
pauper. The workhouses were semipenal institutions. 

This system was really directC'd at the chronic unemployable who 
had reached a stage of utter d£'stitution. For unemployment result
rng from an industrial depression, wbieh falls upon reasonably compC'
tent and willing workers, th£'se methods of tr£'atment were utterly 
unsuited. If the unemployment had not yet wrecked the worker, such 
a system of relief would have done so. Cities with a genuine unem
ployment problem had to get speeial permission for the giving of 
outdoor relief. 2 During the same period there were also intermittent 
experiments with outside r£'li£'f works. These were, on the whole, less 
useless than the workhouse labors, although even that conclusion 
may be doubtfu1.3 Other resources for the relief of poverty included 
trade-union insurance and private charity . 

.----The relief works were commonly managed by special local funds 
to meet spe'cial needs, and their defeets are summed up by the ". ebbs 
who concllllie that they were not prompt enough in getting under 
way, that the amounts raised were not proportional to the need, and 
that there were less effective safeguards against fmud than in ordinary 
poor relief. 4 Relief ,,-orks on this basis of special local funds were 
intended for the" elite of the unemployed ", the sober and industrious, 
with preference for men with families_ They paid a mere pittance, 
and the work was spread out by limiting it to a few days a week or 
a few hours a day. 

The kinds of ~,-ol'k found \\"£'re various. Sometime'S regular city 
work would be done by workers on the special-relief fund, with the 
fund making good the extra cost to the city of the work done in this 
way. :\luch of the work was of secondary importance, which ordi
narily wouU not haY(' been considered worth doing, although some 
of it was of a sort which would be classed as normal economic produc
tion, such as potato growing, and some of it represented an anticipa
tion of regular public works, such as roads and sewers. There was 

I Davison, The Unemployed, p. 10. 
I Ibid., pp. 13--14 . 
• Sidney and Beatrice Webb, English Poor Law History, part II, pp. 640-643. 
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tree planting, foreshore Rnd swamp reclamation, cleaning of town 
water courses, grooming of parks, etc. 

Through the nineteenth century, spasmodic resorts to this method· 
of relief continued. Some of the most uscl'ul forms of work appear~ 
to han heen de,~ised after the Unemployetl 'Yorkmen's Act gf 19m 
brought ahout a considerable Tn1argl'mcnt of work rl'lief. This 
special effort was brought to an end b~~ imprond conditions·of trade 
in 1909. Thus therl' was a long pl'riod marked by no basic change in 
the official thl'ory of the workhousr s:,;strll1 except by increasing use 
of outside relief work, and also by incrf'asing freedom in the 115l' of I 
outdoor cash relief. Naturally, the whole spirit of the s~-stem ,~·as • 
gradually changing with the growth of industrid unem!>lo~·ml'nt as 
distinct from indi,-idual p3uperism and with the general change in 
the social attitude towHrd thl' prohlem. 

In the meantime France had tried a rather spectaculnLandl1].~ch 
misrepresented experiment, following the ReYolution of 1848. Louis 
Blanc had been'responsIble for the is~suance of a proclamation of "the 
Jikl:!l.to work ", by which the prO\-isional gowrnment was committed 
to doing something, though apparentl~- it was not ready to giw tp.e 
principle its whole-heartpd support. The rpsult was a perfunctory 
performance destined to failure from the start. Da,-ison estimates 
that probably not over 6,000 were enr employed, and these largely 
at quite futile" work"; hut 120,000 recei'-ed a dole of 1 franc 50 
centimes a day, which was sufficient to lure 12,000 into paris from 
the provinces and to attract 20 ... 000 away from existing employment. 
The end of such an experiment was ineyitable; the riots and blood
shed which attended it were hardly to be wondered at, once these 
tlymsands had been collected in Paris on such impossible terms . 

. ;Neither the failure nor the bloodshed accompanying it has anything 
'" to do with the principle of intelligent work relief. In the meantime, 
vLouis Blanc himself had been establishing some actual cooperative 

workshops, mostly outside Paris, 20 of which were still in existence 
10 years later.5 

This French experience points out one of the more elementary· 
things to be avoided in a system of relief work, namely, employment 
at tasks which are obviously so much waste motion. ~Iore particu- o \ 

larly, it points to the danger of paying people more for doing nothillg 
than they can earn at their regular work. These would seem to be 
dangers which men of sincerity, intelligence, and foresight should be 
able to Ryoid without the need of lurid lessons from historY. 

In ~ld, for .some 50 years following the potato !alnine, relief 
was necessary at mten-ak Those who attempted rellef work here 
encountered the difficulty that they could find no work to relieye the 
unemployed or destitute which the majority of the people would 
not gladly do. This illustrates the general difficulty of reli.ef work in • 
a situation where ·the-coiiditions of the priYate economy are so bad. 
t~M-ahumane relief administrator can hardly ayoid making the condi
tions of relief more attracti,e if he is to meet simple human nf.CeS

.sities. Enll in an economic system which is far less poor than Ire
!and was then there may be a great many situations in priYate 
Jndustry where earnings are so extremely low as to raise the same 
difficulty for the relief worker. EYen outside the so-called" sweated· 
trades", and in trades where wage ra tes are not inordina tel:: low, 

I DaVison. op. cit.. pp. 26-27. 
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short time may disastrously reduce earnings during a severe depres
sion without the possibility of the workers escaping into other 

r occupations affording fuller time and better earnings. 
At the time of the American Ciyil "Tar, the cotton industry in 

Lancashire was ruined by the cutting off of the supply of cotton. 
Here there was a demand for work on the part of the unemployed 
themseh-es, not merely as a moral exercise to certify their worthiness 
to receiYe relief, but because a self-respecting worker wanted to 
produce something of real utility and to get wages as payment. 
In short, there appeared here the counterpart of the desire for "real 
work at real wages" which was so strong in the Fnited States in the 
third year of the current depression. 

The officials in charge of finding" test v,-ork" were put to it to find 
enough, and loans for public works were made. One of the most suc
cessful efforts was a sewage and paying enterprise which was seriously 
handled as a rehabilitation project. Workers were equipped with 
stout clothing and shoes, in contrast to many workers on relief work. 
whose clothing was often insufficient for the exposure which the job 
involved. They were given 4 weeks' training and then put upon 
~ecework, with the prospect of discharge for inefficiency, while 
e1iiciency meant a chance of a continuous job. K aturalIy, the num
b~rs employed in this way were limited, not more than 8,000 in all, 
.Jilany of whom became competent to do the new work and permanently 

v'shifted to it. Naturally, discharge for inefficiency can be used 
effectively only on a job that is a good deal more attractive than bare 

.relief. Such jobs cannot be found for all. Neither can continuous 
~ .. , work in the new employment be guaranteed to everyone on works 

that can be found generally for relief purposes. K e,Tertheless, for 
• as many as can be reached by such a scheme, there can be no question 

of its infinite superiority to the ordinary haphazard procedure of 
'?'r-made work." 

This Lancashire experiment seems to stand very nearly by itself 
in the high standards of work set and in the genuine rehabilitation 
features which characterized it. During the depression of 1881), there 
was a considerable increase of relief work under a circular issued by 
Mr. Joseph Chamberlain, which "rejected the only points worth 
having in the Lancashire scheme."6 The work was to be given out 
by the Poor Law Guardians in the form of short periods of unskilled
labor projects on which less than standard wages would be paid and 
for which no standards of output would be set up. Thus it appears 

.that, in avoiding the danger of treating the unemployed too well, 
those ,vno devise the relief works have commonly fallen on the other 
horn of the dilemma, and have made them so unattractive that 
workers who should have the first claim on this kind of relief, namely, 
the steady workers, seldom apply until they are driven to it and until 

. their industrial status has been permanently lowered. On the other 
hand, chronic casuals" add it (the relief work) to the list of low-grade 
temporary jobs by which they subsist." 7 

, -\;this dilemma is expressed by Sir William Beveridge in the follow(1 ing wO~fring to the difficulties of low-grade casuals: 8 "To 
I ~ve them relief work on conditions as attractive as their ordinary 

, Davison, OPT cit., p. 32. 
7 Davison, OPT cit., p. 34. 
8 Sir William Beveridge, Unemployment, 1909, cited in Davison, OPT cit., p. 35. 
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'

life is to leave no incentive/to return to independence. To make the 
relief less attractive than ordinary life is to make it bad and degraa
ing * * *. All these attempts * * * haye substantially failed 
to make assistance less eligible than independence-simply because 
of the bad conditions of independence. ~\ nation cannot treat its 
dependents less badly than it treats its citizens. Only when it has_ 
hU!llanized industrial conditions can it safely humanize the poor 
law." 
~ne"'phenomenon which has appeared frequently has been sabotage 
on the work, with the result that work which should haye had some 
value, even though of secondary grade, was reduced to substantial 
futility. Instances are cited in which tools were buried and time 
spent looking for them. Apparently, the attitude of the workers 
toward the work was colored bv the tradition of the old workhouse 
test. . 

It is from the background of this experience that the present 
English attitude to\varcl relief work must be judged. It is a very. 
different experience from that which we haye so far had under the 
Civil 'Yorks Administration and the subsequent relief work carried 
on by the Federal Emergency Relief Administration. Whether these 
dift'erences are due to differences in the American situation and in 
the traditions of American workers, or whether they are simply due 
to the fact that our experiment has not continued long enough to 
develop the problems faced by the British administrators, can only 
be surmised. At present the English are inclined to rely on theL4 

'\system of unemployment benefits, rather than on public works ill!' 
any form, for the relief of unemployment. 

01),e of the outstanding examples of a public works polic,yQj;:ected to :. 
achieving far-reaching purposes and improving the character. of the \ 
economic development of the country in general, is the Italian develpp- \ 
l!!ent under the presentGQYer.IlP1ent. There, asrn""'England, the 

J.;.0a .. tnWhiClr-urese-\i;orks have been carried out has been one of 
ore or less continuous emergency, rather than of intermittent cyclical 

oepressions of moderate magnitude. And while the projects have 
been of a sort which might have been subjected to fairly definite 
tests as to whether the economic results were worth the expenditure, 
there appears to have been no attempt to weigh the results meticu
lously in these terms, but rather to regard them as socially desirable 
without very direct reference to their financial co<;t. One interesting 
but incidental feature was the setting up of a supplementary fund in 
addition to the substantial expenditures otherwise provided for, to 
be used at any time or place where the situation of unemployment 

~ might threaten to produce disorders which the legal authorities might 
, find difficult to handle. 

Among the outstanding features of the Italian public works pro- • 
gram have been ambitious road developments and reclamation 
projects for agriculture, including the draining of the Fontine marshes . 

. ' Excavations of Roman remains have also been carried out on a large 
scale. -= 

Perhaps the outstanding feature of the American experience with' 
relief work in the current depressi.on has been the temporary exaeri,;, I 
ment with large scale emilloyrne:p.t at xerylihe):~J wages, Judge by 
rene! worTt standardS, under the Civil Works AdminIstration. This 

--::Administration made no serious attempt to make sure that relief 
-.; '\ 
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work was less attractive than private opportunities which might be 
open. The emphasis was all on the attempt to give" real work for 
real wages." The experiment was undertaken for a limited period 

• only, apparently as a means of getting through the winter of 1933-34 
at a time when the program of expansion in regular public works 
had not yet had time to get under way on a large scale. This experi-

• ment did at least accomplish one thing which the English relief works 
have generally failed to accomplish; namely, it did attract regular 

,workers of high grade, including engineers, writers, painters, and 
other white-collar workers. K eedless to say, it also attracted the 
chronic casuals. The subsequent relief work carried on by the Federal 
Emergency Relief ) .. dministration has, in many cases, not attracted 
these same high-grade white-collar workers. who still needed relief 
but preferred to shift for themselves rather than apply for relief work 
after the termination of the Civil Works Administration. One ideal 

~of relief work is to furnish something better than relief to a minorify 
t who especially deseryc it-the "elite of the unemployed." This 

may prove impossible under the conditions imposed by a long siege 
of unemployment, together with the low wages which are, in the long 
run, necessary for this kind of work. "Cnder any system, many of the 
elite will fail to be reached, and many who are not of the elite will be 
included. 

One thing which has been accomplished by the American experi
ment is the segregation for special treatment of a special dass; namely, 
the young men who would otherwise be drifting around the country as 
hoboes or tramps, simply because industry could not absorb them. 
They have been taken into the Civilian Conservation Corps to the 
number of about 300,000, * and have bee1i"given treatment which prob:'" 
ably rates as rehabilitation, from the standpoint of their general 
physical and moral condition, although it does not train them spec
cifically for industrial situations which will be likely to be open for 
them in the future. This experiment has some kinship with the 
German Labor camps, although so far as maintaining morale is 
concerned, there has naturally been nothing corresponding to the 
Fascist indoctrination which is said to be carried on in those camps. 

The American experiment has had the advantage of being free from 
the English workhouse tradition, but there can be no certainty that 
this advantage will be anything but temporary, especially if the 
present crisis should be followed by a fairly long period of chronic 
unemployment in which the demoralizing effects on the unemployed 
make it difficult to draw the line between the worker who would be a 
chronic casual, eyen under good conditions, and the victim of economic 
dislocations. "'e hflse not repeated the mistakes of the English 
experience; rather the ~ ational Goyernment at least, in its initial 
experiment, made its mistakes in the other direction, of undue liberal
ity. HowHer, the English administrators in their more recent efforts 
found it difficult or impossible to maintain wages below the prevailing 
rates in priYflte industry, while the American experiment in 1934 was 
apparently moying in the direction of paying the unemployed a relief 
stipend and trying to find for them some short-time work or other to 
do in return for it . 
• -Xt appears impossible to proYideJelief work for all of the unem
ployed in a major crisis, and probably impossible to do so in any 

• In 1934. The Work Relief Act of 1935 provides for twice that number. 
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fairly prolonged period of chronic unemployment. The best service 
which relief work is capable of rendering can be rendered only to a· 
few in our present state of knowledge, namely, to provide industrial \ 
reeducations for those whose old jobs are likely to vanish permanently I 
and who will need to find new places. The next best thing which r 
can be done is to carryover workers who are fairly sure to find jobs I 
upon revival on a self-respecting basis which will prevent them from \' 
suffering permanent demoralization. This, again, is a service neces· 
sarily limited to a selected portion of the unemployed and is enor
mously difficult to render successfully, even on this limited basis., 

C. Public Works as an Antidote to Depressions 

/l'he minority report of the British Poor Law Commission of 1905 . 
marked a new stage in the discussion of public works with reference 
to unemployment. It advocated not relief work of the former sort· 
but rather a scheduling of regular public works and regular govern
mental purchases in such a way that a larger amount would be done 
in times when private business was less active, and a smaller amou!lt 
when private business was more active, with the idea that this would 
serve as a regulator and stabilizer of the total economic activity of 
the nation. The work was to be done under normal conditions, the 
labor being selected according to its qualifications for the work in 
the usual way and paid current rates of wages. ' 

This idea had been advocated in France in official bulletins in 1898 t 
and 1900 urging public bodies to Yeserve works for this purpose~ 
and in 1902 had been officially adopted as a purpose to be striven 
for.9 In 1911 a permanent committee was appointed to study the 
forecasting of unemployment and to inform the ~1inister of Labor 
so that he might allocate public works accordingly. Further decrees 
were issued on October 17, 1918, and on January 18, 1919, and at 
present an attempt is being made to carry out this type of policy, 
but with results which a~e as yet doubtful. The recently established 
Institut de Recherches Economiques is engaged in investigating the 
results which have actually been accomplished under this policy. 

'fii England, little was done until the depression of 1920-21, when. 
$125,000,000 were granted for public works.lO The subsequent period I 

in England was rather one of chronic unemployment than one of 
recurrent cyclical depressions, with the result tbat the original proposal 
of holding back public works in good times in order to put them into 
execution in bad times had little chance to operate., At present 
England is engaged in a large housing program, but no general drive--. 
for expanded public works similar to that in the Cnited States has 
been made. 

The theory underlying the proposal has been deyeloped by Sydney 
and Beatrice '''ebb, the Prenntion of Destitution, 1911, also by 
Bowley and Stuart, Is Lnemployment Inevitable. The condition 
contemplated by this theory, in its original form, was one of relatively 
mild cyclical fluctuations in which not more than one-sixteenth, 
approximately, of the wage earners were out of work during depres
sions and in which a typical decline in the total wage bill would not 
amount to more than 5 per cent. The total amount of public spending 
(about £150,000,000 per year) was to be from 8 to 10 times the 

• International Labor Office, Report on Unemployment, 1922, p. 119. 
ID Otto H. :\lallory, in Business Cycles and l"nemployment, pp. 23&-239. 
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amount of the total shrinkage in wages, and was to be steadily main
tained through prosperity and depression. Bowley and Stuart cal

\. culated that if 3 or 4 per cent of the governmental orders were reserved 
\year by year, to be executed altogether when trade began to fall off, 

this would counterpoise the cyclical fluctuations, so far as concerned 
those industries in which depressions were actually met by dismissing 
workers instead of putting them on short time. They estimated that 
the rearrangement of not more than 40 million pounds of expenditure 
during the whole of the decade 1897-1906 would have smoothed out 
all the yearly fluctuations. This implied the reserving of orders for 
some 7 years and the increase of spending during not more than 3 years 
of the decade. 
.. It is worth noting that in England public utilities are more gl'nerally 

\ 
operated by Goyernment than in this'country, with the result that 
there is at its command a larg:£' volume of capital expenditures for tele-'" 

I phone and other facilities, which in this country are in private hands. 
It is also worth noting that the proposal presupposes that, without 
any such program, governmental expenditures in general at least 
remain stable during dl'pressions; and, further, that the program con-
templates an increase at such times in all forms of publie purchasing, 
not merely public works in the narrow sense . 

. , The list of expenditures suggested as available for such a program 

f:cluded half the yearly budget for post offices, parks, and Govern
ment buildings in general, half the annual provision of stores, such as 

. army blankets, canvas, khaki cloth (of which large stocks were kept) 
the whole or half of the work of putting wires underground and of 
installing telephone extensions to small villages, at least half of the 
work of foresters and the improvement of the Duchy of Lancaster, 
part of the school building program, the whole of the road building 
program, naval vessels other than dreadnaughts, and even a consider
able amount of Government printing of a historical character which 
did- not require current publicationY 

• /The theory contemplated also that the necessary funds could bej 
raised in ways which would come out of unemployed capital, and thus 

. would constitute a net increase in the total volume of spending in the 
country. The ~ eff~cts of the expenditures were not for-

• gotten, and it was pointedOut that even such industries as the manu
facture of gramophones would be stimulated by the spending of the 
incomes which would result from the public purchases. More recently, 

; an attempt has been made to estimate these secondary effects in Pro
fessor Keynes', the Means to Prosperity, and by his colleague, Mr. 
Kahn of Kings College, Economic Journal, June Hl31. • 

\

' : In Germany, the definite adoption of the theory and policy of public 
works as a stimulus to business dates from the first large-scale program 
of the Bruning government in 1932. Prior to 1929 there were manx.. 
local projects of housing and other works, largely financed by loans 
from America, but no concerted program. After the end of the &rgy 
of borrowing from abroad, funds for such purposes were hard to find. 
The memory of the post-war inflation was a strong deterrent to large 
plans whose financing would rest on expansion of credit. Some speci~ 
efforts were made from 1930 onward, but at first their effects were 
probably neutralized by efforts to b&lance budgets. A special tax, 

11 Sydney and Beatrice Webb, the Prevention of Destitution, pp. 115-18. 
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part of which had been used to stimulate housing, was in 1930 put at 
the disposal of local governments to meet general fiscal needs. Its 
benefits to housing were replaced by a subsidy from the general govern
ment, but a small one. Some relief work was carried on, but the general 
policy was one of liquidation. '. 

In 1932, a large program wa.s instituted, financed by credit inflatiop., 
under which the banks became holders of some 1)~ billion marks of 
construction bills in about a year and It half, while some three-fourths 
billion of paper currency was issued. 12 The total amount spent may 
not have greatly exceeded that spent prior to 1930, but the method of 
financing represented a very different theory. Under the Hitler 
government, former fears of inflation are no longer expressed. There 
is some pflichtarbeit connected with the receipt of relief, but the main 
effort appears to be in the field of regular public works. 

-1Ji the United States, the general idea of increased public works as a 
stimulus to business was endorsed bv t}w President's Conference on 
Unemployment (1921) .. In the earh- stages of the current crisis, 
President Hoover urged both public authorities and private industry 
to expand construction work as a measure to counteract the depres
sion. Various Stat.cs have adopted plans looking toward the schedul.J 
ing of public works in this way (for example, the California act af 
1921) with few tangible results. Cnder the Federal Employme!i 
Stabilization Act .of 1931: a 6-year .sch~dule of F~~eral public ,,:orkiJ 
was drawn up, WIth the Idea that It mIght be utIlIzed as a busme~ 
stimulus. This 6-year program has undoubtedly been of somi\ 
service in the preparation of projects which were submitted to the' 
Emergency Public works Administration, but the expansion of public 
works under this administration has gone farther than anything con
templated in the 6-year program drawn up by the Federal Employ
ment Stabilization Board, and has had to rely to a large extent on 
projects not recommended by that Board. The present emergency 

I has had to be met without the previous accumulation of postponed 
projects, and it seems probable that major emergencies will always 
go beyond the scope of any such reserve if public works are expanded 
sufficiently at such times to make an impression at all commensurate 
with the need. 
vThe size of the present emergency goes so far beyond the mild 
fluctuations contemplated by the original theory that it raisesll. 
totally different problem, and one to which the methods advocated 
by the Webbs and by Bowley would be totally inadequate. For one 
thing, there has been a wellnigh irresistible pressure put upon govern
ments to reduce their current expenses in order to balance their 
budgets, with the result that it is no longer possible to assume that if 
government does nothing in the way of public works, these current 
expenses at least will go on unchanged. We have actually run into 
the paradoxical situation of expanding expenditures and employment 
of certain sorts while contracting expenditures and employment"91 
other sorts. This creates a problem which needs to be met before we 
can be sure that the expanding of public works will represent a real 
increase of public spending and will fit into a harmonious and con
sistent budgetary program. 

" Paper read by Carl Landauer, before meeting of Econometic Society, Berkeley, June 1934. 
141661-35--2 
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While the expenditures contemplated in this original theory would 
not be confined to construction, but would be spread to some extent 
over industry in general through purchases of miscellaneous govern-

. mental supplies; still the construction of buildings and capital equip
ment would naturally receive the greatest stimulus in dull times. 
Tftis is appropriate, since it is in these fields that by fnr the largest 
shrinkage occurs in private demand. And it is largely from these 
indust.ries that the cumulative effect.s of the depression spread to 
industry in general, t.hrough the effects of the resulting shrinkage in 

yurchasing power. 
/', .0ne phase of t.he theory which has undoubtedly not been adequately 
, dealt with is the question of the ultimate effect of public spending on 
i the conditions governing the revival of private demand and private 
. activity. The tacit assumpt.ion commonly made seems to be that 
private revival will come at much the same time and in much the 
some way in which it would have come in any case, if the goyermnent 
IUld done nothing. TIlls assumption might be justifiable in dealing 
with the mild movements which the original theory had in mind; 
but when it is a question of such major crisis as the present. one, and 
of such huge programs of public spending as t.he one on which this 
country is now embarked, the question of the effect on private recovery 
needs to be reexamined. There are serious possibilities that govern
ment spending may actually become an obstacle to private recoveIy:n 

D. The Development of City and Regional Planning 

---'The most effective actual work in the field of public works planning 
"in this country has come from a totally different source ,llld has been 
animated by a totally different set of purposes, having nothing to do 
with the ironing out of cyclical fluctuations in industry. It has 
centered around t.he movement for city and regional planning an-d 
concerns itself with the general advantoges of drav.-1ng up an organic 
plan in which the development of a given area \\-111 be forecast or 

'guided, or both, and a consist.ent scheme of public works will be 
projected and carried out. to bring about the desired organic develop-

\
ment, The Chicago plan !llld the New York regional plan are out
standing examples., They have brought about great improvements 
in the areas covered, in terms both of beauty and of physieal efficiency. 

'" Under the present Federal administration this idea of regional 
planning has been extended to a much larger area and to a more 
substantial control of its economic life under the Tennessee Valley 
Authority; this authority is experimenting with the guidance and 
control of the economic development of the entire Tennessee Valley 
region, and encountering problems and possibilities which are not 
found in the development of municipnl areas, The outcome of this 
experiment will write n new chapter in the history of regional planning. 

1. ADVANTAGES INHERENT IN THE LAYING O("T OF A PROGRAM AS 
AN ORGANIC WHOLE IN WHICH SINGLE PROJECTS ARE VIEWED AS 
PARTS 

, • In the first place a comprehensive program of this sort, extending 
, over a considerable te.rm of years, ma~es possible t~e sett!ngJ>!l!}J;ger 

goals than would be Ylsuahzed as attamable under plecerneaTinethods. 
'l"lle"'aevelopment of the waterfront of Litke ~lichigan in Chicago is an 
\13 This will be taken up in Chapter X below (~uJlifying Influences), 
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outstanding example. Single unrelated projects would never have 
been sufficiently ambitious to achieve the connected system of parks, 
occupying the entire lake front, which is corning to be one of the great 
assets of the city of Chicae:o. 
" In the second place the ~~ryjce value of constituent projects maY.,be 

increased by coordinating them in the general scheme. A single daib 
on the Tennessee-River could not develop the amount of power nor 
combine it "lith flood control as effectively as does a system of darns 
in which the units farther upstream serve to regularize the flow through 
the lower darn and to make possible more regular power development 
as well as in themselves furnishing additional sources of power at times 
when the flow is large, and at the same time regularizing this spasmodic 
large flow sufficiently to avoid danger of floods. 

It is commonplace that disconnected navigable waterways, with 
depths of channel and dimensions of locks unrelated to each other, 
do not afford an effecti\'e means of navigation as compared to a 
coordinated system, designed for the movement of traffic from one 
waterway to another, and with minimum depths and dimensions 
throughout the system, which are sufficient to promote the movement 
of effective units of transport. Furthermore, waterways cannot be 
effective unless adequately coordinated \vith other means of trans
portation which are necessary to sen'e as feeders. 

In the municipal field, systems of communication, parks, and other. 
facilities, coordinated with a development and location of civic centers 
and public buildings and the designation of particular areas for indus
trial uses of various grades, and for residences, schools, etc., serve to 
bring into being a much more effective whole, as well as preventing 
different uses of land from conflicting with each other in such a way 
as to destroy each other's usefulness. Factories, stores, and trans
portation terminals are necessary and ll:'gitimate, but not in residential 
areas, and residential developments in areas naturally destined to 
these other uses are an im·itation to the destruction of values which 
have been built up by legitimate inn'stment. 

Over larger areas, public works need to be coordinated with plans· 
for land utilization, and for the withdra,,·al of land from particular 
uses. .\nd it is ohvio\ls that withdrawals of land from agricultural 
use should be correiatrd with policies of reclamation which aim to put 
more land into agricultural cultivation. In some cases, the with
drawal of certain areas from farm use Iwd turning them over to forests 
makes possible a considerable economy through reducing public roads 
expenditures serving sparsel~' settled arens, and also the actual con
solidation of town and cO\lnt~· go,-ernments Hnd the reduction in the 
number of governmf'ntnl establishments which han to he maintained. 

The grea~ter certainty of the character of community growth which· 
goes with wise and successful planning of this sort tends to reduce the 
waste of private funds on improvements which are destined to be 

! unsuited to the ultimate character of the locality in which they are 
! made, as well as waste of public funds in public Ilnprovements \~·hich 
\ are destined to c:, similar fate. Naturally, this presupposes wise and 
intelligent planning. Crude and unintelligent planning may be no· 
better in these respects than no planning at all, or eyen possibly, worse. 
In. general, public works must adapt themselyes to the necessities' 
01 private development rather than attempt to control it completely 
or to put it in a strait-jacket. The system of streets and avenues 
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on Manhattan Island may be cited as an example of unfortUnate and 
misdirected planning which has increased rather than reduced the 
difficulties of future generations. 'Yith wise planning, however, 
speculative gains and losses in real estate may be very much reduced, 

'and in some cases the government may be enabled to seeure for itself 
the "unearned increment" which accrues to private property, partlY 
as the result of natural community growth and partly as the result 
of the direction given to that growth by the scheme of public works. 
This, howe"er, is a matter of extreme difficulty and involves the 
buying up of property whose value is to be increased, before the 

, knowledge of the plans which will increase its yalue becomes public 
property. 

2. OTHER GAINS INCIDENTALLY MADE POSSIBLE 

• Other improYements not so definitely inherent in planning may also 
be made possible. Planning may be made to serye as an effective 

, antidote to some of the wastes which arise from the svstem of dis:' 
, tribution of works between localities which has come to"be spoken of 
under the heading of "pork-barrel policies." With a program 
extending far enough ahead, different localities may see that they lfFel 
going to get a fair share of the total expenditures, without the necessity' 
of insisting that they shall get what they consider a proper share of 
each year's budget. Thus it may be possible to concentrate on a 

· single large project for a sufficient time to carry it through to a stage 
at which it can begin to render service, and then turn to other projects 
and carry them through, rather than carrying out disconnected and 
ineffectiYe fragments of all the projects at once, with the result that 
none of them is carried through to fIuition in a reasonable time. 
This applies particularly to our national waterway expenditures, 
but the same principle is found at work in many other ca~es. Once a 
project is undertaken, it should be pushed forward at an economical 
speed, and not allowed to drag on for decades, with resulting losses 
of interest during construction while the project is not in condition 
to render service . 
• If a project is scheduled as a part of a long-term program, it becomes 

· possible to choose the most opportune time for carrying it out. Mr. 
F. L. Olmsted has worked out the principle of "curves 9f U!Kep.cy', 
for public works;)Jf which a simple illustration woiiId 6e tIle cutting 
through of a streit which involves the tearing down of existing build
ings. From the standpoint of reducing cost, the most· opportune 

"time is the time when existing buildings have reached a stage of ob
solescence and are about to be replaced. Previous to that time, there 
is an unnecessary cost involved in acquiring and destroying property 
which still has considerable service value. On the other hand, if the 
project waits until the old buildings have been replaced by modern 
and more expensive ones, then the cost of the project rises suddenly 
and enormously. In such a case, the opportune period may be ex
tended somewhat by acquiring property in advance and thus insuring 
that new structures will not be built on it, of such high value as to 
make the cost of the proposed improvement prohibitive. 

· If a coherent plan is laid out, the relative value or urgency of single 
units in that plan may be much more truly judged by those who have 
to decide what is to be done in any given year, because they will have 
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all the alternatives before them. In the present emergency, ma~ 
pro~Q.ts b.ave been taken up because they belonged to a class of wOrk .. 
with which officials were accustomed to deal and \vhich could be 
quickly put into execution without too much time spent in making 
basic decisions, acquiring necessary sites, and drawing elaborate plans 
and specifications. This is, of course, an inferior and faulty principle 
of choice, and one which can be avoided by adequate planning and 
preparatory work. 

Furthermore, a well-coordinated plan conring an entire State, for 
example, may have an opportunity to ayoid the evil of throwing intol 
the scales of choice bebyeen classes of projects wholly irrelevan~tl 
considerations of a purely fiscal sort such, for example, as result when 
States make grants of highway funds to localities, leaving it to th 
localities to decide whether they will qualify for these grants. This. 
results in the local officials being able to secure the spending of $2 
in theJ-r areas at a cost of only 81 to their local constituents. N a tu
rally, this results in a strong tendency toward spending too much on 
this particular class of works at the expense of others which may be 
more needed. There can be little doubt that highway construction 
has in numerous localities b!.'en carried too far in terms of the alterna
tive purposes for which the money might have been spent, such as 
schools and sanitation. 

In its broad aspects, such planning should make possible a more 1 

rational apportionment of the total expenditures of the communiry 
between public and private channels. In.,some cases, the community' 
may avoid certain public expenditures because it is enabled to see' 
more clearly the whole budgetary situation in which these expenditur~ \ 
would invoh-e it, both ~"ultimate cost to which it is committing, 
itself and as to the aIternatives which may arise in the future. Un
planned budgets frequently carry items for the first stages of a project, 
such as acquisition of land, which might never be passed if the whole 
cost were known. And communities frequently commit themselves 
to projects which they han reason to regret afterward when more 
vitally necessary ones COIlle up for consideration after their financial 
resources ha,e been Yirtually pledged. On the other hand, the 
effect of such planning may not be to reduce the totaol amount of 
governmental expenditures, but to increase it by showing ways in 
which the funds may be used to promote the interests of the com
munity and eYen to increase the yalues of the taxpayers' property. 

Another adyantage which may be gained in connection with suclO· 
plaJ.lning is the advantage of mor~ SY5t~~tiQ. .t;inan~jng. When largel 
proJects come up for consideration one at a time and spasmodically, 
they are much more likely to be financed by borrowing, with the 
result that the community is ultimately saddled with a large burden 
of debt charges for works which do not directly contribute revenues 
to defray these continuing costs. But if a program has been laid out 
which makes possible a fairly uniform schedule of expenditures for a • 
co~siderable period of years, the advantages of the" pay as you go" 
polIcy become much more apparent and much easier to realize. Thus 
the effect of systematic planning, if wisely used, is likely to be, in the \ . 
end, to reduce the volume of governmental debt which represents' I 
such a large and growing portion of the financial burdens laid upon \ 
State and local taxpa~ ~rs. 
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.8. SOME BROADER PURPOSES OF REGIONAL PLANNING 

r • In the ease of such regional experiments as the Tennessee Vallev. '/ .., 
Authority, it becomes far more true than in the case of municipalities 
that the planning of public works is merely incidental to a plan for 
the development of life and production in the area. It depends upon 
the character of the development toward which the plHIlIcing authority 
is directing its I'iforts, and may be used as onC' of the ins:ruments, but 
only one, for influencing economic deyelopment and causing it to 
follow the lines which are planned for it. Planning of this sort may 
be limited to forecasting normal future dewlopment within the limits

l 

of conyentional types of produetiYe organization. For example, it' 
IlIay be a questioll whether staple fanllin~ or cultiYatioll of miscel
laneous produce is more sllitl'cl to the agricultural areas of the rl'gion, 
Hnd at what point manufacturing will find its most natuml and 
fayorable clcwlopment. ProblC'ms of this typC' arC' diflIcult and far 
reaching enough. They lwcome still more so when there are malad
justed industries or industrial groups to lw taken account of, and 
thC'ir f\ltme de,-elopment gaided into new channels of a difTerent sort, 
with a yiew to curing the maladjustnwnts. 

Here there is need of a great deal of expenditure for lictiyities of a 
kind not ordinarily classed as public works, and these at ti,-ities must 
be highly experimental in e!wmrter, im-oh-ing some uncertainty as 
to the outcome. ~.\.mong the experiments with which we are now 
engaged is the buying up of submarginal lands and the moving of the 
displaced population, not only to other localities, but in some cases 
to new and different kinds of occupations or even to n(wel kinds of 
economic units. The so-called "subsistence homestead ,. on which 
small-scale self-sufficing cultiyation may be carried on in connection 
with various forms of decentralized manufacturing, represents one 
of these experiments in which the outcome is necessarily far from 
certain. Governmental aid to cooperative self-help organizations is 
another example, though one in which the Government is not heavily 
committed. Its own experiment with relief work in which the 
workers produce goods for their own consumption is an extension of 
this self-help principle. Lo\\--cost housing is another field in which 
experimenting is being done, and, if this is to succeed in reaching the 
classes for whose benefit it is intended, some ways must be found of 
furthering that end which arc different from what ha3 been done 
before. This is true because we have had many attempts in the 
field of low-cost housing without as yet succeeding in overcoming the 
difficulties which stand in the way of making such housing both self
sustaining and cheap enough to reach the lowest income groups. 

It is possible that, ,,,ith the control over such basic fnctors as the 
location of town sites, public acquisition of lands, control of develop
ment affecting land values and other factors, which a regional author
ity of such scope as the Tennessee Valley Authority is in :1 position to 
control, more far-reaching results can be obtained than heretofore. 
'Vhere urban land yalues haye already been built up on a basis of 
undesirable congestion of population, there are obstacles from which 
the newer type of authority might be free. It may also be able to 
carryon the work more systematically and on a large scale, and so 
obtain economies in actual construction and operation. These are 
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only examples of the types of experimental pioneering which may be 
involved in the more far-reaching sortl;> of regional planning and which 
represent untried possibilities, and opportunities for e,olutionary 
development toward a better economic system. 

These three major elements, then, relief work, anticyclical timinll,., 
of regular public works and expenditures, and general regional I 

planning are all parts of the background with which the United' 
States approaches the problem of planned public works at the present: 
time. These three elements ha ye ne\'er been thoroughly integrated. 
In some respects they are likely to be mutually helpful, and in some 
respects there are inconsistenries or antagonisms to be harmonized 
as best they may be. 



II. HARMONIES AND CONFLICTS BETWEEN THE 
PURPOSES IN VIEW 

To a considerable extent, the elements-work relief, timing of 
public works and expenditures, and general regional planning-are 
harmonious with each other. If public works are to be timed with 
reference to industrial fluctuations, one of the necessary,prerequisites 
is a program such as regional planning furnishes. /Thus, where 
regional planning exists, one of the essential steps has already been 
taken. It has been the general lack of such advanced programs 
which has made the localities so bafflingly slow in presenting projects 
to the Public Works Administration for their approval and financial 
help. Among the notable exceptions is the city of Cincinnati, which 
had developed a public-works plan under its city manager, and which 
has been able to make a much better record than other localities in 
submitting sound projects for approval. Looked at from another 
angle, fa sudden attempt to make a large increase in public-works 
expenditures vastly increases the danger of embarking on ill-consid
ered and incoherent projects. It likewise vastly increases the useful
ness of an organic plan which affQrd~.l),schedule of well-consider-eo 
and ~oherent projects. . ... --
i"'One positive advantage of a program that combines these various 
elements lies in the fact that while interest in planning to a ,'oid depres
sions is likely to be spasmodic, interest in regional planning is steadier 
and more reliable. Further, it may help to carry the whole program 
through the critical period when depressions seem far away and when' 
planning for them, if it stood by itself, would be likely to lapse. 
Regional planning is generally accepted as worth while, encounters 
hardly any material resistance, and is likely to command stronger 
support than ever in times of prosperity when peoples' minds turn to 
the great future they see for their community. Programs for alleviat
ing depressions are beset by more doubts and conflicting interests and\ 
are likely to have the str~)llgest support only when a depression is 
actually under way and when it is too late to plan. They are in the 
class of the things the devil would do when the devil was sick, or of 
mending the hole in the roof, which cannot be done when it is raini£g. 
and is not needed when the weather is fine. 

The critical period for present plans for dealing with future depres
sions will be the period of prosperity following the next revival. 
Not only will people be little inclined to think of the dangers of 
coming depressions, but material interests will rise up to resist doing 
anything they believe might interfere with the period of prosperity 
following a reyival. It is in such a period that people are least 
likely to think of the dangers of coming depressions, and particularly 
to do anything which might retard the prevailing high rate of business 
activity, for the sake of conjectured hard times which may never 
come. In such a time public interest would probably not be suf
ficient to support a program of postponing public works for the sake 
of creating a reserve to be used to meet a future depression, if that 
program stood by itself. But if it were one of the incidental duties 
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of an organization set up to carry out purposes which the public 
does recognize and does support and which ha,e nothing to do 
necessarily with preparation for depressions, then the depression
insurance features of the program may ha,e a better chance for 
sun-ivaI. K aturally, this presupposes that the organization set up 
will genuinely ser,e both purposes. What this means in practice is 
that it must contain indi,iduals who approach the problem from 
both standpoints; otherwi.se, regardless of the purposes stated in the 
law setting up the 'organization, one purpose is likely to be sacrificed 
to the other because the personnel itself is preponderantly interest~
in one or the other. If a planning organization were solely in the) 
hands of regional planners of the usual type and background, the 
probability is that measures for the timing of public works \\ith a 
view to controlling depressions would largely be allowed to go by ~ 
defa"lt, while if the pr",mnel ron,i,!<'d ,oldy of indi,-jd"ah intereste~ I 
in the theory of anticylical timing of public works as an antidote t~ 
depression, the re,erse would be true. 

As has already been pointed out, the natural form in which regional 
planners cast their programs is that of a fairly uniform schedule or 
works Wi~ expenditures which do not fluctuate materially from year 
to year. To be asked to stand ready to increase this program or 
decrease 't at comparatiyely short notice, for reasons having nothing 
to do \\itb the community's need for the works, would naturally be 
regarded as an interference with the smooth carrying out of the 
projects and might actually interfere with initiating some of them at 
the most opportune time (from the standpoint of th(: regional 
planner) or prosecuting them at the most economic rate. )It might 
involve postponing projects until after the community has ue,eloped 
to a point at which they would be worth carrying out, and thus 
sacrifice some of the seryices they might render, or it might involve 
carrying them out before the community has reached that point and, 
therefore, incur a burden of interest and maintenance on works wnich 
w.ere not yet fully ripe for construction. Thus there would be element~ ( 
opposed to economy, as well as opposed to the neat and orderly] , 
carrying out of the program. However, from this standpoint it is ( 
no more disastrous to speed up the program during depressions and 
curtail it during prosperity, than to curtail it during depressions and ! 
speed it up during prosperity, which is what happens under EO;~ : 
conditions. ~stematic Llanning is at least no worse than no Ian . . j 
/ On the other hand, t ere are posslbilitIeS 01 takmg advan age 0 • 

ithe reduced levels of construction costs and the cheap rates on bor
rowed capital which preyail in times of depression, and thus actually 
increasing 'the economy of the whole program through carrying it 
out in part as an antidote to business cycles. These possibilities, 
however, are not large, and may eA-sily disappear altogether in the 
face of a large expansion of public works, especially if no particular 
care is taken to avoid inflated costs. This question will be more fully 
discussed in a subsequent chapter. Suffice it to say here that one • 
pair of purposes which is not at all easy to reconcile cOllsists of (a)'! 

I; the purpose of making the expansion of expenditures in a depression '; 
I large enough to afford real relief, and (b) the purpose of seeing to it " 
f that the expenditures promote private revival rather than retard it, \ 
. and do not spoil the market by_bidding up costs in such a way as \ \ 

I actuall~ to deter private investors f.rom resuming their own capital ' J 
expenditures. 
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:More serious, perhaps, is the probability, amounting to a moral 
certainty, that no practicable amount of shifting of works from year 
t6 year within a IO-year program such as regional planners might 
draw up, can possibly be sufficient to create a large enough reserve to 
handle the needs of the occasional major crises in onr economic 
system. Thus, if the program of expanding works in dull times is to 
be carried out when it is most needed, in times of really serious erisis, 
it seems inevitable that it must take in works of inferior importance or 
inferior urgency, or works so far ahead in poitl t of time in the regular 
schedule as to amount to the same thing. Sueh emergencies, it: 
seems, must always disturb the plans and id~als of the regional, 
QJanner, if they are to be adequately met. In considering this diffi
culty, however, the pertinent question to ask is not merely whether 
such a situation is unwel('ome to the plannrrs, but whether it will 

·invoh"e less disturban('e if it is planned for than if it comes without 
previous planning or preparation. JUdging by recent experience, 
Ip.ajor emergencies can be counted on to bring \\"ith them a demand for 
large expansion of public works. "\nd if this demand falls upon a 
system of Federal, State, lind local governments which are not pre
~ared to meet it, it will inevitably produce worse ('onfusion and in-

--efficiency than if it has been contemplated and prepared for in advance. 
The situation is a little parallel to that of the War Department official 
during the Spanish War, who complained that he had gotten his 
Department working quite efficiently when a \\"ar came along and 
spoiled it. Orders for Government supplies were limited to a few 
concerns who handled the business regularly and in sufficient volume 
to give the Government better and cheaprr sen"ice than if it had been 
distributed in smaller amounts among a larger number 01' concerns; 
but the result was that a sudden and large expansion in the orders for 
equipment faced almost insuperable difficultirs. This was a case in 
which efficiency in meeting the emergenc~T when it came could be 
brought about only by measures involving some kss of routine 
economy during the inten-ening period of prace. Since the purpose 
of a peace-tinw ~Hmy is to be ready for possible war, the answer to 
this problem seems obyious . 

. • Another conflict, which is not as serious at it may seem, is the 
conflict between the economy of the pay-as-you-go system and tIle 
necessity Jor large public borrowing when works are expanded in 

. times of emergency. A system which expands public works in dull 
times necessarily involves some borrowing at such times, but in minor 
depressions this would not be a serious matter and would not interfere 
materially with the natural and salutary tendency of a far-sighted 
government to reduce the total amount of its debt for such purposes. 
It could not literally pay as it went in every single year, but it could 
very closely approximate this standard, and would be much more 
likely to do so than under the present unplanned system. It would 
still be under the necessity of borrowing very large sums in major 
crises, but that necessity, as we have seen, cannot be avoided, and the 
public credit would be in a much strongcr position to meet it, in 
proportion as it had previously approximated to the ideal of pay as 
you go. 
o There is an incongruity, which may not amount to an actual conflict, 
be~een the purposes of relief work and those of a planned public 
works program. The ideal of the public works program is to increase 
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the volume of work done on ordinary principles of selection and'. 
payment of employees, while relief work in,olves some concessions to : 

/ the principle of need in selecting employees, and usually the payment
Qf less than the market rates of wages. If relief works take over types 
Of projects which might otherwise come under the regular public works 
administration, there may be a feeling that the go,ernment is prof
iteering on the needs of the employee and getting work done cheaply . 
which it would otherwise hare to pay regular market rates for. 
Possibly one doubtful consolation in this matter is to be found in the 
fact that relief works, despite low rates of pay, are proyerbially 
-expensiye in proportion to the results obtained. 

It would clearly be difficult to haye the two types of work carried on 
s®ultaneously by the same organization. The natural system is to 
keep the organizations separate and allow them to follow different 
policies. Problems would remain as to what types of work should 
be regarded as the proper field of relief works, and these cannot be 
said to haye been solyed. In general, it seems inevitable that relief 
works will be confined morc or less to projects of inferior grade of, 
importance, but if the organization is sufficiently ingenious to discover 
forms of work not taken oyer by other organizations and yet of high 
value, it would seem impertinent to borbid them to carryon such 
y.aluable projects. 1 /' 

~. In general, it appears that the purposes of regional planning -can 
) ;-'1>e made to subsen'e the purposes of mitigating industrial cycles, 

and that regional planning furnishes one of the basic prerequisites 
to planning of the other type. Such conflicts as appear are not so 
much conflicts between the two types of planning as conflicts between 
orderly regional planning and the disrupting effects which major 
industrial crises are certain to bring with them. whether they are 
planned for or not. At leas~ the orderly progress of a regional 
program would not be more seriously interfered with by a moderate 
increase in the volume of work done during a depression, than it is 

~ already interfered "ith at such times, by the decrease of work which 
L results from shortage of funds and the pressure to. balance the budget. 

Anticyclical timing of public works can go to considerable lengths 
without introducing any greater disturbance in a regular program 
-of works than is already produced by industrial fluctuations when 
they are met "ithout previous planning. 



III. RELIEF WORK: ADVANTAGES AND 
DISADVANTAGES AS COMPARED WITH 

DOLES OR INSURANCE 

A. General Characteristics of Relief Work 

• In the United States, relief of destitution has been a local respon 
sibility, and until the present administration this principle was mam 
tained by the Federal Government. The great burdens imposed b~ 
the depression were met by the localities as best they might be. Th. 
problem naturally was on a scale of magnitude in which the traditiona 
poor farm meant nothing. Moreover it involved a totally differen 
kind of need from the destitution due to personal causes, with whiel 
the poor farm ,,,as adapted to deal. Large amounts of out-doOl 
relief (to use the British term) became absolutely necessary. In man} 
localities, this was combined with the idea of letting the unemployec 
do some ,,,ork in exchange for the relief received, with the result thai 
there was a considerable amount of relief work locally carried on 
which was, for the most part, at low rates of pay uniforrn for all. III 
short, it was on a relief rather than a wage basis . 

. / .• With the Roosevelt administration, relief work became a national 
- • policy. The first large item of this sort in the program of the admin· 

istration was the Civ-ijia:r:.,QQllservat,ion Corps, representing a special 
kind of treatment for a special class. Youths and young men, many 
of them just reaching the age of self-support and finding industrial 
opportunities closed against them, were drifting around the country in 
large numbers after the well-known fasbion of the hobo or tramp. 
The dangers of Hus situation, particularly to a group who would unde] 
normal business conditions have settled down in some regular employ· 
ment and regular place in society, are so obvious as to need no argu· 
ment. 

• As a means of meeting this problem, approximately 300,000 young 
men were placed in camps, equipped with suitable clothing for out· 
door work, and set to work building forest roads, making fire barrier~ 
and trails, and generally doing a large variety of out-door work whicb 
was useful, although not of the sort which would have found a plact 
in ordinary budgets at that time. They were handled by military 
officers, paid $30 a month and subjected to a certain amount oj 

" discipline intended to counteract the demoralizing effects of their 
• previous irregular existence. The total cost of this type of employ· 
ment has been in the range of magnitude of approximately $1,000 
per year per worker. vVhile reports on the experiment are somewhat 
conflicting, it appears that it has, in general, succeeded in its main 
purpose. In addition, other camps have been set up as refuges from 
the road, for the remaining migratory unemployed . 
• As autumn of 1933 came on, it became evident that the relief 

. problem during: the com~ winter was to be an unusually serious one. 
• While unemployment had somewhat decreased, under the operation 
of the N ationai Recovery Administration, the reserves of the unem· 
ployed were by this time quite completely exhausted, with the result 
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that the need for relief was the greatest yet faced. In the meantime, 
the program of public works had not gotten under way in sufficient 
~lume to constitute a factor of major importance. To meet this 

\~ltuation, an avowedly temporary program of relief work was institu-' 
t.ed under the Ci'\.il 'Yorks Mministration, aiming at the employment 
of as many as 4,000,000 unemployed workers. This number was very • 
nearly reached at the height of the program. A verage rates of pay· 
varied somewhat, but in general ran between $12 and $15 per week, 
an amount which turned out to be more than available forms of low
grade private employment afforded in many localities, and which was 
frequently considerably more than was being paid on existing local 
work-relief projectSr Relief work on this scale was impossible to 
maintain. The original appropriation of $400,000,000 was exhausted' 
before the date originally set for the ending of the experiment, and 
¥. was brought to an end earlier than originally intended. Never-. 

"flheless it carried some millions of workf:'rs through the worst of an 
unusuallv'Severe winter. 

\\ On termination of the Civil Works .\dm .. inistration's activities,
relief work was taken over by the I:ede~a) Emergency Relief Admin
ist.ration,)under the same Administrator, but on a less elaborate scale. [ 
One of tlfe most interesting phases of the new program is the proposal '\' 
to set relief workers at work on the production of commodities for 
tteir own consumption and that of others on relief. • 

'rhis brief sketch of th~ American .experience serv:es to indicate that .. _ 
r lei work may be a thmg of varymg character; ill fact, that there .. 
arefairly distinct types of such work. ( Itmay afford special treatment 
for a special segregated class under conditions separate and different 
from tho:-:;e of ordinary emp19yment, orUt may select particular 
superier groups 0.' individuals and attempt to find work which suits 
their capacities, oMt may simply attempt to afford a more self-respect
ing substi~ute for relief for the better grades of the unemployed in 
general, orit may be another form of relief, apPlir generally on a basis 
of need rather than a basis of industrial quality. Pay may vary from ~ 
an amount intended to be the equivalent of al f ir wage for the type 
of work done (in which case it is likely to be more than actual earnings i 
in many trades where hours have been heavily curtailed) or it may be a 

tIelief stipend b.ased upon something like bare necessities, or it may be 
S6iilething intermediate. In this country, the general object has been,· 
not to make relief unpleasant as in the case of the old English work
house, nor even in the main to furnish a test of willingness to work, but 
rather to afford something more consistent with self-respect than an 
outright dole, on the assumption that most of the workers would prefer;\~ 
work to idle relief if they had the option. In short, it was based on ther' 
assumption that they had self-respect which did not require penalties 
or disciplinary treatment, but only conditions affording some oppor- I 
tunity to maintain it. The civil works experiment was definitel~' 
aimed at providing" real work for real wages" land therefore it v':as . 
in intention as far removed from outright relid'doles as the circum-
stances permitted. ; 

(; One other condition giving rise to a s:Qecia.LD.eed for reli&,f .wor~ 
\ consisted in the fact that there were mi"ny unemployed, oiten-onhe 
. highest grade mentally and socially with specialized training and 

attitudes, who did not belong to the construction industries and wno 
would not be touched by an ordinary public works program. They 
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constituted a group for whom the system of the dole wns peculiarly 
obnoxious and calculated to produce peculiarly serious effects. This 
was not because it was likely to demoralize them in the ordinary 
sense of making them willing to rely on charity and relax their ambi
tion for self-support, but rather because their failure to maintain 
themselves was so keenly felt thl1 t it tended to produce nervous 
br~akdowns or other psychological conditions which might be fairly 
senous. 

The production of mura.!pair:_~!!lgs and of calculating machines of 
\ the most elaborute and comphcatecI sort are--only two interesting 
i exumples illustrating the variety of high grade workers for whom 
· occupation was found. To unemployed artists and high-grade 
, technical workers, this employment was a god/end, while it lasted, 

and the moral effects were wholly beneficial. (..In general, the fact 
• that regular public works can reach only a limIted group out of the 
millions who are unemployed in a mujor crisis und that many of the! 
others are of types for whom doles ure peculiarly unsuited, seems to 
argue that there may be a special place for relief work outside the 
field of public works as a permanent feature of a program for meeting 
these major emergencies. Even unemployment insurance would fail 
to include many of this group. I 

Enough has been said to indicate the~neri!.LruiY..a.Il1;iges .oir.elief 
work. And enough has also been said to mdicate tha~it cannot be 
'E:,Jj[To everyone in a majorc~ In this respect,1\lr-:-Wiilter 

Ippmann's proposal for affording everyone an opportunity to do 
~e kind of useful work at relief ",-ages, seems to reckon without 
all of the practical difficulties of the case. Ideally, the moral ad-

· vantages of work in contrast to idle relief should naturully and 
logically be reserved (since it cannot be given to everyone) for those 

\to whom it will make the most difference and will do the most good. 
This argues for limiting it to a selected group from which the chronic 
casuals and unemployables would be excluded. But such a program 
is not easy to achieve. 

• . The di!.fiCij.I~ies and disa.?~~H;~~ag~! of.~~_lie!~_work sta~t with the 
difficulty OfJ'b!~ 7m'ttr-whlle.~J.Mst9_Q~ done wInch are nOt 

\ otherwise provl : or aoo whlCh would not mean displacing a 
worker on regular pay by a worker in receipt of relief wages. This 

Inecessarily limits the choice largely to works of inferior importanM 
of urgency., ~10reover, while the Federal Government might be 
willing to darry on works in its own interest on a relief basis, it has 
particular reason to be chary in the matter of doing things with 
workers in receipt of relief wages, which a State or local community 
might otherwise do for itself. The restrictions placed upon projects 
under the Civil Works Administration were such as to rule out both 
maintenance and capital additions to permanent improvements, as 
well as regular operating expenses falling naturally upon the local 
government. If literally construed, it would seem that substantially 
everything of yulue naturally and obviously available would be ruled 
out. Largely by disregarding or circumventing these restrictions, 
much really useful work was found. One administrator who may 
be rather typical substituted for his own purpose a different kind 
of restriction, namely, whether the work was something which the 
locality was not able to finance and which there was no prospect of 
its being able to finance for some years to come. 
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It was at once an advantage and a disadvantage of the Civil Works 
Administration that it was looked upon in a different light from relief 
work in general, with little or no stigma attached to it. This was in 
harmony with the purpose of the administration and had no disad
vantages so far as the workers concerned were of a superior type, but 
in the case of others, drawbacks appeared. The fact that white
collar workers registered in large numbers under the Civil Works 
Administration but many of them failed to transfer registration to the 
subsequent relief work indicate that the Civil 'Yorks Administration 
met a need for this superior class which ordinary relief work did not 
meet. On the other hand, it is testified that X egro domestic sen ants 
in the District of Columbia gaye up private situations in order to 
"work for the Government", with a feeling of added dignity. This 
was, of course, .an evasion of the purpose of the enterprise, an evasion 
of a sort which could not be wholly prennted under the circumstances 
of quick action and the handling of large numbers of applicants, which, 
under th~ circumstances, was inseparable from the liberality of treat-., 
ment whIch was afforded. Such a problem suggests a need for different/\; 
treatment of different groups, possibly even under different ad minis-I 
trati,"e units. Such differential treatment is not easy. Everyaddi-' 
tional unit gives rise to troublesome and time-consuming wastes in 
the process of determining where Il given applicant belongs, with 
frequent possibilities that a worthy applicant may be passed from one 
unit to another and fail to get prompt relief when it is urgently 
needed. 

In general, it seems that(the advantage of relief work, from the. 
standpoint of the morale of the workers, tends to disappear as the 
work becomes too obvioush-'m 0 -ised tas "s of little inherent value 
and as the wages are too o'b'nously re Ie III a thinly-disguised form. 
When the point is reached where the value of the work is obnously 
negligible, or nearly so, and it appears that the worker is conferring 
a favor on those who employ him by making the job last as long as 
possible, so as to save them thp difficulty of attempting to find some 
fresh work, it is time to considpr whether the adva.u,.t.llg.es of work 
relief as compared to outright doles has\notl<rompletely di.sappeareq.. 
---'These difficulties and disadvantages tin tkid to become greater as ' 
the work is continued for a longer time and as it is done on a larger 
scale. It is obviously harder to find worth-while jobs for 4,000,000 
workers than for 1,000,000, and harder to find them for 2 years than 
for 2 months. For example, the Civil Works Administration art 
project seems to have bepn justifiable as far as it went, but the paint
ing of murals in school buildings could not go on indefinitely. 

Moreover, the farther it went the more glaring would be the 
inconsistency between murals not urgently needed and the inability 
to pay teachers to keep regular classes going. The reductio ad 
absurdum would, of course, be the painting of murals in a school 
which was closed for lack of funds. This presumably has not hap
pened and is only interesting as a suggestion of the inherent difficulty 
of the situation, growing partly out of the idea of balancing the regular 
budget while going in debt for emergency outlays and partly out of 
spendings in the same area by different governmental units, one of 
which has reached its limit while another has credit and is willing 
to use it. The point is, not that su('h work should not be done, but 
rather that current regular sen-ices should not haye to be injuriously 
curtailed. 
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V. Another disadvantage is the fact, already mentioned, that such work 
is proverbially expeIlSiYiUn proportion to the amount accomplishe1f, 

.lin spite of low wages,: It would be interesting to study the experience 
of the Civil Works A'dministration and see to what extent. it may have 
avoided this disadvantage. If relief work does not attempt to reach 

.. all the unemployed, but only a selected fraction, it may select workers 
for their fitness for the particular work at hand (subject always to the 
limitation of not taking workers already employed). If selection is 
entirely on this basis, a fairly good working force may be built up. 

'But with relief wages above the level of cash relief (as they should be) 
there is a strong incentive to select workers according to need, especi
ally if the work relief fund comes from the Federal Government and the 
burden of maintaining those not reached by it falls on the locality. 
Local administrators then can hardly fail to select workers with large 
families who would otherwise put a heavy drain on the local relief 
funds. ~Ioreoyer, many of the persons who are of the highest type and 
farthest from the unemployable class are not physically fitted for the 
kinds of work available, and a mixture of people of this sort with 
chronic unemployables has its disadvantages as a working combination. 

As a form of relief, relief work is more expensive than outright 
doles. For a government committed to a policy of public-works eX
pansion this would not naturally be a serious disadvantage, since the 
excess goes into channels affording stimulus to business and is not 
wasted from the standpoint of the whole program. But the total 

'amount required may exceed what the Government is prepared to 
'spend; it will certainly exceed it in any major crisis. It is reported 
that approximately 1 person in 6 in New York City was on relief early 
in 1934 and with responsibilities of this magnitude the Government 
cannot afford the luxury of paying uniform wages, which would neces
sarily be in excess of minjm~ needs for some, if they were adequate to 
minimum needs for others. The cost of materials, while not large in 
this type of work, is still a ter which desperately straitened budgets 
cannot undertakewi~hout the danger of exceeding the limits of the 
Government's credit.; It appears that, in major emergencies, relief 

. work must be limited in its scope, and that large masses of the unem
ployed must come under some system of idle relief . 
• I,The experiment, recently announced, of including in relief work 
the production of goods to be consumed by the otherwise unemployea 
workers themselves, is one which may prove to bepf great significance 
and should be watched with the utmost interest.) The logic of such 
an experiment is obvious. In fact, this is the oflly obvious method 
by which a volume of work can be found of whose usefulness there can 
be not the slightest doubt, and which automatically increases with 
the increase in the numbers of those who need it. 'Ve have not yet 
found methods of making effecti,'e the" right to work" for all members 
of our society; yet that right is so basic that no system which fails to 
secure it can possibly meet successfully the critical examination of the 
present age. When the private system fails to furnish an opportunity 
for great masses of workers collectively to produce the subsistence 
which theX, need, it is only logical that that opportunity should be 
otherwise dH'orded. 

The many local self-help organizations which have spontaneously 
sprung up all over the country give abundant evidence of the force 
of this principle, although their very local character prevents them 
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from setting up an effective and self-sufficient system for the produc
tion of all of the necessities for the people concerned. The Govern. 
ment has been giving some aid tQ these local organizations, and this 
policy should clt1Y be continuoo, and both kinds of experiment be 
closely watc\led. There are many difficulties in the way of fitting 
any system of se -sufficing production into the scheme of an economy 
whose main Prin!' Ie is that of business intllrprise, especially when 
it is expected tha he self-sufficing form of production will serve in a 
secondary or rese e capacity, going into operation only as the sys
tem of business enterprise fails to keep the population fully employed 
and fully supplied. TheI questions will be somewhat more fully 
discussed in chapter XIV For the present, it is worth noting that 

(this form of production presents a field of great and unexploited • 
\Po~iOilities for enlarging the scope and transferring the character of, 
relief work. .. 
-.-~ B. Unemployment Insurance or Reserve8 

Unemployment insurance, like relief work, is a thing which takfS· 
more than one form, and may be so handled as to increase or reduce 
the differences between it and outright relief. I The governme.ot m.ay· 
or may not contribute to the regular maintenance 6f ilie system, al
though if the system is to be maintained through major crises, the 
government has to come to its support in one way or another.1-Bene
fits may be in proportion to wages, or may be equal for all, or nray'Oe • 
Oiithe basis of need. ,)The rig!!~ to r51.~~iv:e.a. b~pefit may hinge merely 
on being out of work, oFl.nere may be an additional need test.If.:The .. 
system may cover all forms of unemployment, seasonal as well as 
cyclical, or it=may be administered with the provision that benefits 
do not begin until after the individual has been unemployed for a 
length of time representing approximately the usual seasonal loss of 
time in his particular trade. There is always a wai~g period, before . 
benefits begin, and this may be longer or shorter ~ There is almost . 
necessarily a limit of time beyond which the fund will not pay be~e- • 
fits· .limit which mllYOf m:ay'trot'Vaty witlittie tUn·omrt of preIIi!iliii8 
whfc~ have already been paid in for tlIDe actually worked before un
employment began.) 

Some of these differences in policy go so far as to alter rather funda
mentally the essence of the system as contrasted with other methods 
of relief. For instance, where a need test is established, or where , 
benefits are paid in accordance with need, or both, the system loses--~ 
its peculiar characte . and its peculiar advantages in contrast to. out
right relief. These advanta es hinge on the fact that the support. 
during unemploymen comes asa matter of contractual ~t, based 
upon contributions in which the worker himself has paid a share. 

Germany has relied on the principle of insurance for some time, and 
the British have gone definitely over to the system, to the extent of. 
abandoning any considerable reliance upon relief work. Out of their/ 
long experience with relief work they appear to have become con-i' 
vinced of its disadvantages and to feel that the system of unemploy-i 
ment benefits avoids these disadvantages while still preserving the 
main desideratum of a more self-respecting system of provision than 
outright reliefJ The stigma of charity is avoided, and the English 

I Since the abovAas written, these local organizations have apparently developed little, while the 
Federal Government has itself taken up production of goods to be consumed by the otherwise unemployed. 

1411161-35--3 
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\ 9-ppear to have found the payments less demoralizing than the make
. Vshift attempt to find more or less nominal work. 'Vrule evasion and 

malingering inevitably constitute a problem, the weight of testimony 
;s, to the effect that it has, on the Whole, been successfully prevented 

· and does not constitute a major disadvantage. .-
of relief. 

, One of the mOre serious possible disadvantages, from the standpoint 

~
: 0 helping toward regularizing private employment, is the probable 

ffect of the benefits in stiffening the resistance of the workers to 
wage reductions when such reductions may be needed in order to 

· enable demand to revive sufficiently to absorb the supply of workers. 
So far as statistical evidence goes, it does not show that in England 
the system of out-of-work benefits has prevented a deflation of wages. 
As to whether it has prevented the deflation from being as heavy as 

· was needed in the economic situation there can, in the nature of the 
case, be no very convincing :proof. 

From another standpoint, unemployment reserves may be regarded 
• as a. me,!Lns Qf stabiliz;jng Pw:..c~~o.w:¥L seeing to it that it does 
-riot fiiJ[ IJff to the full extent tnat productIOn falls off in an inJustrial 
'/decline. In this way some of the cumulative. effects of an industrial 
decline may be minimized or prevented by doing what amounts to 

Itransferring }2.lU'chasing power from good times to bad times} But in 
this connectIOn the administration -Of the reserves faces a -Iery diffi
cult choice. If it invests the reserves in various forms Qf in,~pme
jieI3rng securities, of long or short term, as it would naturally do in 
the attempt to make possible larger benefits in proportion to contri-

I butions, then it faces the fact that it is systematically buying invest
ments in a dear market and selling them in a cheap market. Losses 
would inevitably result. Furthermore, the throwing of securities on 

·the market, or the contraction of investments in short-term paper, 
would both have effects tending to increa.se thF depth of an industrial 
depression. This fact has already been noted in connection with the 
reserves kept by corporations, which have been used in the stabili
zation of interest and dividend payments. "'here the reserves are 
handled in this way purchasing power as a whole is not transferred 
from good times to bad times, but only purchasing power distributed 
to certain classes of consumers. This distribution is stabilized at 
the expense of concentrating the fluctuations in the field of funds 
devoted to the purchase of investments and fluctuations in this 
field may have just as serious consequences as fluctuations of con
su~ers' inco!lles and expen~iture.s. These difficultie~ ca~ be met bY1 
a WIse experImental pollcy ill whlch a proper proportIOn IS found be-i 
tween ordinary investments, governmental investments, and possiblej 
outright maintenance of cash balances. 2 

- It goes without saying that in this country, which appeared, in 
1934, to be on the verge of adopting unemployment insurance in 
some form or forms in the several States, all these problems sho~ld 
be studied, togethlr with the experience of other countries. (...It 
appears clear that the system can be made far more satisfactory 
than outright charitable relief and better in its effect on the people 
concerned. It also seems that a well-managed system of this sort is 
superior to the forms into which relief work of a general and long
't!ontinued sort is likely to degenerate. On the other hand, it seems 

• Cf. Alvin H. Hansen; The Flow of Purchasinl( Power in Economic Reconstructi~n. N. Y., 1934, pp. 
ZI()'237, esp. pp. 219-236. 
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to be definitely inferior to the best and most successful forms of rel~f 
work, especially those which succeed in finding work of a sort for 
which the worker is particularll suited, or those, which are able to 
bring about definite rehabilitation Of the workers.: 

It clearly maires a vital difference to a policy o( relief work itself, 
whether there is also a system of unemployment insurance in force" 
and what its character is. A system of insurance would remove t~e 
urgent need which leads to the cn~der ~nd ~s succe~sful fo~ms of 
relief work. On the other hand, It llilght still prove practIcable, 
"Wnen~ 8Qme clearly useful form of relief work is available and also 
workers who are clearly suited to it and willing to perform it, to work) 
out(Some kind of combination in which workers entitled to benefits~· 
might substitute relief work and thus possibly r~du~l}. the burden on 
the insurance fund. Of course, workers employed on regular public· 
W'Orks''"WOuld have the same status as other employed persons, and 
would be contributing to unemployment reserves, not drawing upon 
them. This has, in some cases, led to the practice of taking workers 
into nublic work just long enough to get the necessary stamps on .... 
their· employment books, and then throwing them back upon the 
insurance fund. This is, of course, a makeshift which should be 
scrutinized in terms of its effect on the whole policy. There at~ \ 
evident problems to be met in fitting together public works, relie!) I 
work, and unemployment insurance. 

'P.lt E~ long as the system of unemployment insurance is not uni- • 
versal in its coverage, there will undoubtedly remain scope for the 
operation of relief work, though presumably on a diminished scale 
which may make possible better results. The whole question of the 
place of relief work, including making goods for personal consump
tion, should be thoroughly investigated in the light of the experience 
of this emergency, and also with reference to fitting into a system 
where there is unemployment insurance as well as a system in which 
this does not e:x-1st. 

C. Out~ht Relief 

As in the case of insurance and relief work, there is more than one 
system of relief itself. The system of grocery orders has been widely 
used in this country, as well as assuming payments of rent. It seems 
to be the experience of workers in this field, however, that, even where 
this system is used, some cash payment is a ,;rtua.! necessity, even 
though the payment may be extremely small. And the self-respect of 
the recipient is much less injured if the family is given a cash payment 
and the responsibility and opportunity of spending it to his best 
judgment. 

However, the particular problems of administration of cash relief 
do not concern this report. It is concerned only \\;th relief as an alter
native to employment on public work. On that basis, the outstanding 
facts can be stated quite simply. Outright relief costs fewest dollars 
per person relieved, and even in its best form it is the least benefiwl 
of all the ways of handling the problem. And in spite of thisy-:it 
'DeC-omes necessary to fall back on it to care for the many cases who do . 

,not fit into the other schemes for handling unemployment. Naturally, 
a fairly comprehensive unemployment-insurance system would obviate 
the greater part of this need. 
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D. Conclusion 

. ~~ probab~ity is th&tj~ the near future we shall seesgme c~ 
tmuaIn~e-of all these IDea.stWlS and shall have a. chance to ad]us.t their 
relative pla.ce in the scheme according to the results of exPerience. 
It -appears probable that insurance will come into use, spreading 
gradually or rapidly according as to whether the Federal Government 
<toes or does not apply heavy pressure in that direction, and that the 

• Aeld of work relief will dwindle unless experiments in the direction of 
V producing commodities for the workers' own consumption prove 

reasonably promising. In the latter case such work may come to 
constitute an important, if not a large, section of our economic system. 
Provision should be made for continuance of experiments in this 
direction. 



IV. VARIETIES OF ECONOMIC DISLOCATIONS 

A. Importance of the Question 

It should go without saying that any program for the utilizing of 
public expenditures in such fashion as to furnish an antidote for 
business dislocations should be based on the clearest possible under
standing of what those dislocations are and so far as possible, the 
causes to which they are to be ascribed. Not merely thf) kind 0 • 

dislocatiQ~ their. size is important. y 
~rftd ca eso! mIg kt!ftt t')fI'fttblic expen ·ture po cy had in 
mind fairly regular ups and downs in general business, which were so 
mild that unemployment in a depression was not more than some 5 
percent greater than in prosperity. At present we can only envy the\ 
simplicity of the problem as it appeared to these early writers and~' 
the ease with which they were able to show that proper timin a 
minor part of the regular government expenditures could neutranze 
such mild cycles withopt great disturbance to government work or to J 
government finances / _. 

It is obvious that (he kinds of disturbances we have been witnessin..K 
in the last 20 years are of a totally different order of magnituUe 
and call for much more strenuous measures. The earlier writers 
could contemplate laying out the schedules of work which would 
normally be due in the next 10 years in any case, and merely changing 
the timing of such outlays as could be shifted without great incon
venience. The amount of shifting possible under this type of program 
would be totally inadequate to combat the more recent and violent 
disturbances. If anythmg amounting to a remedy, or even a partial 
remedy, is to be looked for, it will require more radical policies. 

It is not merely important to have in mind how business actually 
behaves during these disturbances, so that we might show what it is 
we are trying to counteract, but also what the causes are which bring 
these distrubances about, so far as we can diagnose them. Further, 
it is important to know whether or not a public-works policy actually 
tends to neutralize th~es of disturbance or whether it is'amere 
Ra~a§ie-w1llcli-may even get in the way of the natural remedies, 
sue as they may be, and make the underlying condition worse 
rather than better. 

B. General Character of Business Movements 
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ments which are never separated in reality.! Thus the statistUall 

\ 

laboratory makes both mergings and separations which represent 
abstractions rather than the facts as business originally experiences 
them. 
(The general business cune is made up of records of diffpfpnt indus

trIes, different regions or localities, and different industrial groupS: 
none of which are ever all moving in the same direction. Many of 
them seem to show tendencies toward timing different from the others 
and different from the composite of general business, although the 
general business curve reacis on most of them so that even if their own 
natural movement is much longer, that long movement will be broken 
up into shorter units, at least in many cases) In particular, construc- , 
tion, which is at the center of th~ellls to show some tendency ' 
to move in longer cyCles than general busniess .;}iIIe a t the same fillle 
showirigsolilt' list' and fall ill Iesponse to ihe general business cun·e, ; 
even when that does not fit in with its own movement. Neither an 
abstract construction cycle nor an abstract general business cycle 
which ignores the particular idiosyncrasies of construction gives an 
accurate picture of what happens in the world where roads and bridges 
and school houses are actually being built. 

C. The Shorter Type of Business Cycle 

• The most clearly marked cycle movements of the composite picture 
we call" general business conditions" are comparatively short cycles 
varying in the United States from 2 to 5 years in duration, with an
average of approximately 3~~ years, and varying fully as much in 
amplitude and severity a~y do in duration. This report is no 
place in which to attempt a comprehensive theory of these business 
cycles, but a few.of .their outstanding characteristics have a really 
important bearing on thp problpm of using public exppnditures as a 
rempdy. 

( 1., 0YTSTANDING GENERAL CHARACTERISTICS. 

pv ~irst and most obvious is the movel~~'nt of jUjces. Here a thing 
which may be hard to remember urthe present time is the fact that 

I" the ordinary cyclical movement of prices is comparatively mild, 
. almost negligible for ordinary consumers' goods of the perishable sort". 
The main fluctuations come in wholeJ¥Qces and especially in the 
prices of durable producers' goods, an consUrilers' goods of the most 
durable sorts-:--Thpse comparatively mild ups and downs are super--' 
imposed on fairly long and fairly slow upward and downward move
mentsJ broken by an occasional cataclysmic change which is usually 
tracettble to war. 

These price movements illustrate very well the way in which eve~ 
thing in this picture is at once a result'and a. CAll8e. The price move-

4 ments create disturbances in business-shifts of income between 
wages and profits, gains and losses on inventory, and corresponding. 
tendencies toward liberal advance buying or the opposite policy of 

• hand-to-mouth purchase. But while the price movements create dis-
1 This statement applies only to a slight extent to the stUdies of the N ationa! Bureau of Economic ~e· 

search. This Bureau has refrained from constructing its own curve. of general business conditions, usmg 
this composite concept only in determing the dates of the turning points marking recession and recovery. 
Its series for specific factors, such as pig,lron production, eliminate seasonal movements but not secular 
trends, and are thus closer to the unmodified facts than tbe usual curves employed in business-cycle analysis. 
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turbances, it also appears that attempts to keep prices rigid in parti£,: 
ular cases make the disturbances worse rather than better. "\\llere 
there is a tendency for prices of construction materials to fall, that is, 
a symptom of weakened demand, and a policy of keeping prices rigid 
in face of that weakness does nothing to help demand revive but 
rather prevents it. Thus, while prices help to transmit disturbing 
influences, they are s~'mptoms of more underlying causes; and a 
policy which ~ims to go to the root of things will have to deal with the 
more underlymg factors. , 
2. SHIFTS IN THE RELATIYE DISTRIBUTION OF INCOME 

," Along with the movements of prices and the corresponding move-
mepts of volumes of production goes, of course, a ,in the 

~ 
total natio~al_ir,grn-ffi ~ut this change uffects di~erent grou:p~ 
sTraFes diff~~,iit y. usmess profits s.how. very ~ntense cl,lange, I 
wliiteOn'tfie other halm', me Uddiil distnbutIOn of tIns class of mco e 
in the form of interest and dividends payments is steadied, with 
the help of rese"M§; to a ruther' relIlU'l1table extent. It is natural 
that interest"payments should remain fairly steady, since so many 
of them are on long-term obligations and a heavy shrinkage in this 
class of disbursements could come only through default or reorganiza
tion. It is, however, somewhat remarkable that dividend payments 
actually continued to increase after the beginning of the 1929 reces
sion in business, and for about a year did not fall below the level at 
which they stood when the recession first appeared, in midsummer 
of 1929. Thus tl!e movement of distribution of interest n diyj-' 
dends is, sluggish an , re a. or sort epreSSIOns 0 nM 
~Ster' Cully, while it long and severe depression, which exhausts 
corporate reserves and brings about defaults and reorganizations, 
makes hea vy inroads on this class of income. "'" ag!'ls do not fluctuate 
as much as business profits, but ordinarily ffuctull,te much cmol'e' 
thali "the actua1' distribution of interest and dividends. While both 
wage rates and volume of employment respond to expanding busi
ness, the wage earners' total income at such a time does not increase 
as fast as the to~al income of industry, with the result that the per
centage sharegolng to labor de5:~.ea.s,eJl. . . -
~e effects of tnesestllitSm tlie distnbutIOn of income are too 
complex to be fully traced in this study. It is clear that the high 
profits of prosperity do not represent a general scarcity of goods, but 
rather arise largely from disproportionate movements in different 
financial magnitudes affecting income and expense in such a way that 
the remainder fluctuates intensely. There is also :fM~~ for con
sidering, ,at least tentatively, the proposition t"hat the rowth ",gfl 
profits during the boom represents an absorption _ _ purchas~ 
power whiC1i' will not be fully spent, of which much less than the 
getrnralu;\Teiage will go for consumption, and much more than the 
general average will be saved or invested, with the result that actual 
consumers' spendings cannot increase as fast as the totRt--doliar 
magnif:liueof production, while savings increase faster. 

It is not certain that it is desirable for consumers' spendings to 
increase proportionately in a time of boom expansion. There,i$ 
ground for advocating, instead, a stabilization of income disbursE:!'
ments, tending toward a stabilization of spendings. The actual 
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behavior of interest and dividends re resents such a stabilizatiop" 
as ar as I __ ~~. er a sec e cntIClsm OTitiS, ffrSt, inat It 
rea tl. t e class o! .~onsumers which, on the average, need§ it letr§~, 
an. secondly,-tliiu it iB"'<ione 'at· tneexpense ot increasing the inshl.
bility- "or investriientCexpenditures. 'Th1,ls the managemep.t of the 
fimmcial reserves res.ults ,in aggravatiiigrathefJhan niitigating some 
Jeltt"lfres of the industrial~tllrbance.2 It has been argued, for 
example, that liquidation of reserves in order to maintain dividends 
&~ravated the slump in security values which began in 1929 and 
~hich went so far that it became a source of secondary and cumula
tive effects, weakening the credit structure by shattering the values 

:!6f co.llateral. One may conclude that whj!~ ,~Jl,agg,~~ in distributiop, 
and, corresponding changes in the proportion 'of Income actuall)" 
'spent play an important part in business cycles, attempts to control 
the-mycles through altering the distribution of spending power are 
not easy or simple and may have effects tending to defeat the end in 
vi~~, 

:?:: . 
i"'INTENSIFIED FLUCTUATIONS IN DURABLE GOODS 

• Both in terms of physical production and prices, the most intense 
fllwtua.tions occur in the fi~.4tQt~:W:~bl~$O~d il!.2!':l~~ ?~nstructio.n 
a.nd Jill fonns of fixed capItal Investment. he pOSSibility of this 
sort of intensified movement is inherent' the nature of durable 
goods, since the time when new goods are bought or old ones replaced 
is to a large extent optional and may depend on moods of optimism 
or pessimism as well as on more substantial considerations. Further
more, a sudden increase or decrease in the demand for a finished 
product or service creates a condition in which, if the amount of 
durable structures and equipment required is to adjust itself quickly 
and perfectly to the changed demand, the current output of these 
durable structures and equipment must change much more intensely 

I than the output of the ultimate product or service. Thus, in this 
~ field of durable.go~ds, there is a tendency to concentrate, let us s~, 

/ I 2 years' expanSIOn In I, when demand has started to grow beyond Its 
I normal relation to existing capacity, and this condition is naturally 
\ followed by a corresponding slump. 
'. Perhaps the most serious feature of this kind of movement is the °1, fact that it brings about a corresponding expansion and contracti~ 

of general purchasing power, resulting in increases and decreases of 
the total demand for goods of all sorts, durable and perishable alike. 

1.1n this way the effect is transmitted cumulatively, multiplying itself 
and spreading to business in general. Thus it operates to bring about 
the well-known vicious spiral of decr~ased production and decreas.!td) 
spending power in times of depression.J The figures do not seem t~ 
show whether there is any movement of/ultimate consumers' spendings 
which initiates a business expansion or a business contraction. 
Spendings seem to move in harmony with incomes, and the con
clusion is that a decline in general spendings is, in the main, a result 
of a decline in incomes, resulting in turn from a decline in production. 

!. From this standpoint the movements in the production of durable 
goods, following as they do a more fluctuating course than the mo~ 
ment of consumers' spendings for the ultimate products concernea, 
seems to be a peculiarly s~~~~~>~u!:~~~f,_d~~t~rb,ance. 

, Ct. discussion ot unemployment insurance in chapter II. 
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11 The field of construction is, of course, a large and important sec-

~
n of this durable-goods field, and public works constitute a con

. derable and in~reasin~ par~ of it. Constructi~n, in general, n.V· 
y shows the kind of mtensified fiuctu!m'm.s which have been dis-' 

ssed, but also shows It definite tenden.s.Y..JgJ,ea.d..~,ge.uer.al. curve 
of business. It also-~tI~m some tmidency to move ill lon~er c.Icle~_' 
~'own; for example, in the period between 1922 ana £ e present 
there has been one long cycle of construction reaching its peak at 
~'pproximately the time of the mild depression culrninating at the 

\, .end of 1927. This fact may account for the extreme mildness of that 
:1particular depression. Thus there may be cases of mild general 

~t depression in which the construction industries are not depressed at 
all, but are above normal. 

.4.s for public works, they show a very general tendency to follow 
the ups and downs of huptn. css prosperity, more especially the larger, 
and longer movements. l!3ut public works in any given locality R!lL 
likely to be governed by special conditions .illd may not follow tlid 
general business curve at all closcly\ The effect of minor fluctuations 
of bu~iness is so delayed and conMsed that it is sometimes hard to 
identifv. The effect of business fluctuations on public revenues is 
spread"out in time, owing to the fact that some kinds of taxes feel the 
effect promptly and others feel it only after a considerable delay. 
As a result the milder .fluctuations of business have little effect on 
public revenue$. fOftlie current year an'(nittle discernible effect on 
public expenditures ... S'lch effect as there is appears, in general, tu
be a retarded one. So far aJ public works follow the general husines~ i 
cycle, tJ?_~~P.P~1!l' t~ l~ rather fn t9 Iea1mrs d01}sJ?iivate con-, 
st'l'ftC'tiOn~ '--Tnus - tIie'V:,..tena, as t ey are or" .. Jijty_. . JlO.t to I 
irllM£e h~,~~!l.Es, [ju{'"t'{) ~ren lli' n sqm wha . cwnu-
l~€Cts'of £liese move~s- . e e wa 
es e~Hi. .. 

4. MOVEMENTS OF CREDIT (/~ 
...... Uonments._oLcredit are probahly, in the main, not an initiatiItg 
causmousrness ifuctuations, responding rather to tM demands ma<ftl 
on the credit ~nstitutions.by expanding ?r c.ontracting .pJ.H.>in;ess. Bv~ 
t~ db cons~ltute whllt ls.prooably an mdl~n;a?l~~~.~ab!!ll.gcondT-~ 
tion of the kmd of expanSIOns we have bee ~ . alhng aoout, as well 
as_ii~t!l.t.t...~~f.Yiug Ja!?tor. in expansions and contractions. M'imtion 
lias een made of the 'tendency for the demand for durable goods to 
ex-pand faster than ultimate cons1lmers' expenditures during a revival, 
and also faster than incomes. If expenditures for durable goods werel 
limited strictlv to the funds which consumers have saved out of their; 
current incomes, these cumulati-ve expansions couTd1lardly take placei 
at all, or atlllost, would be vcry much milder than they actually are~ , 

i
ut the possibility of dra\,ing funds from an elastic reservoir Ofr'· redit means. that expend~rEtt'. canjnsr~ase faste~ than iII20:rn~_~, 

these expenditures giVllrgnse m turn to mcreased mcoine,; and so, 
or a time at least, to still further expansions of spending. 

This. proposition has its bearing on any attempt to counteract the 
cycle by the usc of public works. If the government simply takes It 
funds by increased taxes of a sort which would reduce the incomes '"" 
availaole for spending, the result is likely to be, for thc most part, a 



36 ECONOMICS OF PLAN NING PUBLIC WORKS 

mere shifting of spendings from one kind of goods to another, not a 
net increase. It is only so far as the funds for public works come 
either out of credit expansion (or a reduction of credit contraction) or 

/ out of individual incomes which would otherwise be saved and not 
invested in the purchase of actual productive equipment, that a public 
works program can really haye a stimulatiye effect on the total volume 
of business. 

~~~ CONJECTURAL MOVEMENTS IN RELATIVE VOL UMES OF SAVINGS 
AND INVESTMENT AND RELATED QUANTITIES 

Thtugh figures are not conclusive on this point, it seems probable 
I that, while savings increase during prosperity, capital expenditures 
incre e faster, and while savings shrink during business recession'S; 
capital expenditures shrink more sharply,' Thus capital outlays dur
ing It boom come in part at least out of credit expansion, while during 
a recession savings are accumulated which do not find an immediate 
tangible outlet but which go in part to cancel past inflation, or at any 
rate, constitute in themselves a deflationary movement. Connected 
with this is the fact that productive capacity during a boom ig-expand
ing faster than total purchasing power, from which it would seem to 
follow that it is outgrowing its own market, so that expansion at thi~ 
rate is bound to come to an end. And when this happens, the result 
is not merely a cessation of general expansion but an actual decline 
due to a falling off of current work on new construction. A further 
proposition seems to follow, having a definite bearing on a pUblic.:! . 
works program, namely, that an expansion of incomes does nOt'\ 
promptly produce an equal expansion of spendings. During the 
boom, spendings tend to exceed incomes, and not to be limited by 
them, while during a depression, which is the pertinent stage from the 
standpoint of a public-works program of the kind we are considering, 
savings are being made which are not fully spent. In either case 
there is reason to doubt whetbter an increase in incomes would bring 
about an equally large increase inspendings, since in either case spend
ings ar~ not accurately governed by incomes. 

~. IRREGULARITIES IN THE CYCLICAL MOVEMENTS 

If these cyclical movements were perfectly regular, both in tim~ 
~and in severity, a public-works program could easily be adjuste<f 
to meet them; but if this were the case private business also could 
meet them and prepare for them far better than it does. It is pre
cisely the irregularities which create~e uncertainty on which the 
J>asic character of the problem hinges. Some movements are short 
and some are long, some mila~'-an some violent, some show a 
large increase and a small decline, and others a small increase and 
a heavy decline. Some depressions show a quick rebound and others 
a long prostration. Moreover within the upward and downward 
movements of a single cycle, there are set-backs and temporaI.:Y. 
reversals which always give rise to someLm<mrtainty 11S to whether 
nre movement has reached its end or whether it will shortly be 

l
' resumed. -r-

..• Thus it is never possible to predict with accuracy either how f~· 
"" a current moyement will go or when it will come to an end. For 
• this reason it ~?ul~.~e impos~ible to)nitiat~ a public works progra~ 
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which would take, let us say, 6 to 9 months before work actually 
got under way, in sl},iib 8. ff!.l?piQ!! tha! the employmen~ ,W,~in 
at just the timeif w..a.sneedoo.. It IS even impossible to determme 
~accifracy-in just what stage of a cycle industry is at the present 
moment. One must. wait some months before one can be sure thq,t) 
an upward movement is going to be sustained and is not merelY, 
one of th~BHHieTo!Is false revivals which frequently punctuate a; 
decline. and areJiillowM by stillla-rger downward movements. ThU3: 
even if preparatory measures were so perfect that contracts coul 
be let and work could begin with an absolute minimum of delay , 
say in a few weeks-still it would not be possible to start an exi 
pansion of public works simultaneously with the beginning of ~ 
downward movement of the cycle of general business. Fortunately,~ 
perhaps, that is neither necessary nor desirable. 

t.JV More serious, perhaps, is the fact that the,Illa~n~d~e effod. 
made by the Government cannot be accurately-ga-gooLo~e fnagnltu~ 
Of the depresslooiiipTIva'te business; whlclCit 18-ailiioo" to' combat, 
without a very serious lag, A public works program of uniform, 
magnitude, put into effect mechanically whenever the existence of a: 
depression should be certified by the proper authorities, would never I 
except by coincidence be exactly adjusted to the need for it. This I 
difficulty will be dealt with later when we come to consider different 
types of public works programs. 1T 

D. The Different Pha= of a Cycle g 1(1 : "I ,'t 

1. THE DECLINE 

As has already been noted,f the beginning of a decline is prObab11j' 
not so much traceable to an \citial decline in consumers' spending's 
as to the fact tha t industry has reac.,lled.a~t~.te ~ ov_erca.paci~L ~th the 
result that the demand for further construCtioifTa1rsOfr. TIllS state 
oTov-ercapa:clty is often referred to as,HIt were;"m·tiiia· of itself, the. 
central cause of a depression. Certainly it does create difficulties for 
business management. The existence of excess capadty tends tol 
develop cutthroat competition and to make it more difficult to main
tain profits. VCutthroat competition of a sort may occur even during-
the later pIi?tses of an expansion, taking shape not in reduced prices c 
for products, but in increased prices for materials and labor. "\ It is a 
well-known fact that prices of materials tend to rise faster and"fartber 
than prices of finished products. These prices probably reach an 
inflated level from which they must come down in order to make
possible sustained business acti,ity under the prevailing profit system. 
But these difficulties would not be fatal in and of themselYes were it .. 
not for the scondary effects in the shape of a decline in the yolume Q1..\ 
construction. It is this result of a condition of over capacity which' 
fu~ishes the real reason why it leads to a general contractio!L.9i, 
busmess. 

This principle bas a direct and important bearing on what it publi}! \ 
works program can and cannot do to combnt a depression, Can It \ 
if promptly initiated, pre\"fllt IltJecline in priYate business or can iff I 

t:) merely fill in the de~ne and tide ousiiiess oyer until private sources I 
of demand revit2~ J. This is an important question. The .aosW~lj 1 
seems to be tha,w.l'ft..le public v,,-orks can fill in the decline in priva~ • 
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'activity th~Q.I!@ot prevent it. They may, however, reduce its 
magnitudeoy reducing its cumulative effects. .J 

Let us suppose that the volume of consumers' purchasing power 
were supplemented by government outlays as fast as private sources 

}

Of incomes declined. This would maintain the private demand for 
consumers' goods, but if productive capacity were already fully equal 
to this demand, or more, there would still be a positive decline in 

t
' private capital outlays, lasting until the postponing of replacements 
and of new construction created a gap to be filled. Until such time, 

,the burden of filling the gap, if it were to be filled at all, would fall 
upon public expenditures. What could be done would be,..fiNt, to 
prevent a decline in the production of consumers' goods and secondlY, 
to forestall the more extreme intensification of the decline i1r p~vate 
demand for producers' goods due to (1) the actual decline in consumer 
demand and (2) straitened finances and the difficulty of raising funds, 
which result in the postponing of maintenance and replacements even 

,beyond what the condition of consumption demand would indicate. 

~
* Thus the peak of private production cannot be maintained Q~ 
uickly restored, but the bottom of the decline can be sustaine<l 

. somewhat. One result might be that the next succeeding boom would 
be milder. This would be especially true if the expansion of public 
expenditures during the depression were followed by a corresponding 
contraction during the next expansion of private business. ' 

'-. The sum total of public and private pro .. du. ction can be maintaine.4 
on peak levels only on two conditions. Onejs that the Governme~ 

'not merely shifts its experiaitures from prosperous to depressed periods, 
I but actually expands the total. The second condition is that the fUD~ 
to finance this expansion shall be raised in such a fashion that they do 

tnot come out of private incomes which would otherwise be spent for 
tangible goods and services. Over short periods this can be accom
plished by inflationary borrowing, but the service of the loans must 
ultimately come out of taxes. Hence, a long-term program of thl~ 
sort, such as is needed for the purpose of sustaining business indefi
nitely at peak levels, must rest for its success on the discovery of forms 
of taxation which will not come out of spendings./ The possibility of 
such forms of taxation will be discussed in chapter VI, in connection 
with the progressive-expansion type of public works program. For 
the present it may suffice to note that it represents a difficult problem 
and that the probabilities seem all against its being successfully solved 
on a large scale. 

2. THE PROCESS OF DECLINE 

The main conditions of a tangible sort have been already noted. 
They consist in a more or less simultaneous general decline in produc
tion, incomes and consumers' purchasin~, but with these stages of the 
process farthest from the consumer showrng, if anything, the promptest 
movements. In particular, durable goods show far greater fluctua
tions, both in physical volume and in price, than perishable consumer 
goods. In this movement, construction shows the violent movements 

~ characteristic. of durable good~, but with an e~pecia~y strong ten
\' dency to lead m the shorter busmess cycles combmed Wlth a tendency 

to move in longer cycles of its own. It is also interesting to note that, 
during the milder cycles, bank credit does not show a marked positive 
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decline on the down swing '?f the general business curve, but merely a 
cessation of expansion, while general business is mildly contracting. 
It is only the more severe business contractions which are accompanied 

/ (, by an absolute contraction in the volume of bank credit._ This is evi-4 
/\Jdence, ~o .far as it g?es, tha.t limita.tion of b~nk credit ~s npt t~e ~rucial. -1 deterllllIllhg factor m a typIcal busmess decline. The mdicatlOn IS that· 

such a decline cannot be stopped or reversed merely by offering cred!~ 
more freely. Something needs to be done to make the market absorb f 
more credit; to create an ~ffe.Qtj.y~l!d for it. In other words, th~1 
way to produce industriarefpansion is to expand industry, since it If\ . 
from expanding industry that ~ffective demand for credit comes. -I 

• 

, 

A public-works program fits into this __ picture i1t that it tends t • 
netttrattze'one-onhec'eiitfaTcaiiSes '6TcontractIon; namerv:~,a-snriiikii 

. oes s, no y gIVlllg va e 
d~eiwm"·""anw.;"d~f~o=:'r~c~onstruction, but by substituting a public demand. And 
it is probably not possible to do very much more than this by any 
method, if once the conditions leading to a depression have been 
allowed to come to a head. 

In mechanical terms, such an increase in public expenditures has 
the most positive action of any of the general classes of remedie~ I 
acting directly to incre the f urchasin w' . I . 
the field where the s e.lS.. a t. the overnment is in 
a p lOn, a suc a'lille, to use ItS credit to raise funds for such a. 
purpose, and so, in part at least, to make up for the failure of private 
industry to use all the credit which the banking institutions have 
available at such times. C~a~i~ta~l~e~e~n~d~iift~ur~e~~~~~~~~~ 
s e ec ca Ital ex enditures b rivate 
industry, so far as concerns the increase ow 0 purc asmg power 
which comes about when the people who have received these public 
expenditures proceed to spend their incomes. Whether such pub~ 
expenditures have all the utlimate effects in stimulating private bUSI
ness that private capital outlays typically have is a difficult question' .' 
which will be taken up later. The answer appears to hinge on the i 
effect of these public expenditures on private capital outlays, and on ; 
this point there are conflicting views. _ 

Be that as it may, however, the immediate and direct effect is 
clear-far clearer than the corresponding effect of the attempts to 
increase purchasing power by the methods of the National Recovery 
Administration codes, whereby the burden falls first upon the em
ployer and may then be shifted through price-raising mechanisms 
which may easily have the effect 0 limitin out ut rather than -)\ 
2§Ildjng.iJi As far as it goes, e pu IC wor s reme y - s Ifect ' 
to counteract that industrial shrinkage from which othershrinkag s 
spreaaand ramify, and in that sense acts upon the causes of industrial ;!, 
contractIon, though it does not remove those causes. , 
.. ,. 
3. DEPRESSION AND THE BEGINNING OF REVIVAL 
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and in the attempt to reduce these stocks the dealers curtail their 
purchases more sharply than their sales have been curtailed. This in 
itseWtends to intensify the force of the depression, but when the 
stocks have been once reduced sufficiently purchases tend to rise 
again to a point where they equal sales, and this has a slight ten
dency to initiate a revival, provided sales themselves are not still 
shrinking. 

As to sales, many people at such a time are continuing to buy goods 
in spite of being temporarily deprived of income, drawing on their 
reserves for the purpose, with the result that, for a considerable group 
of consumers, expenditures for consumption goods are in excess .of 
incomes, or do not shrink as much as income has shrunk. ThuJ'ii 
the depression is not too severe or prolonged, a limit tends to be set'tM 
the shrinkage of consumers ~urchases and of the production of con
sumers' goods. "AI'ter-a-t'iine;postponed replacements and obsoles
cence tend to bring about a revival in the demand for capital goods 
from the abnormally shrunken levels characterizing the bottom of the 
depression, and thus the cumulative forces of revival are given a 
chance to begin to operate once more. Thus a mild recession may 
produce its own cure, although, naturally, the process will be stimulated 
if meanwhile sOIPe favorable event of an outside character has come 
into the pictur( 

All this depends, however, on the possibility of completing t~ 
reduction of dealers' inventories before consumers have exhausted tile 
reserves on which their c:olltinued buying power depends, and also 
on a ~yival in capital expenditures due to obsolescence a.J?-d ppst
ponements before these consumers' reserves have been entIrely ex
hausted. A depression as severe and protracted as the one we have 
just passed through results in exhausting the reserves of the great 
mass of the unemployed, while the tremendous shrinkage in the 
demand for products means that a very considerable part of indus
trial equipment is no longer needed for production, and may become 
unserviceable through obsolescence without creating any effective 
demand for new equipment to replace it. Thus t sort, of stalemate 
seems likely to arise in which the usual forces of recovery from Ii mild 
depression cannot be counted on to operate, and an outside stimulus 
of some sort is needed.) 

Even in such a case,"'demand does not shrink to zero, and if we wait 
long enough there will be need of capital replacements, some of which 
at least will not be blocked by the difficulty of finding available funds, 
but wiII actually be made. But it is by no means s,afe for the indus
trial system to wait indefinitely for a revival to come about in this 
way. The social damages are too great and the danger of irreparable c 
disaster is too serious. 

A further factor arising from the more extreme depressions consists 
,of Ii shattering of the basis of credit in the shape of the values of 
securities used as collateral and the prospective earnings of business 
units/ Where the depression is accompanied and intensified by an 
excessively heavy decline in prices due to causes outside the regular 
course of business cycles themselves, this difficulty is naturally inten
sified. The burden of fixed debts increases as prices fall, and the 
aggregate burden may even becoJlie'"greater while industry is paying 
off large amounts of its nominal debt measured in terms of dollars. 
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.1!The conclusion is that an outside stimulus, such as PllbJ!CJYD.rks I 
~n aff9-T1;;i~_p_e.~uliarly neeae<L~.m.e cj1seortTie more s~vere depret
Mo~~;. s suggesfs a certaiii cautIOn In the use of publIc works as a 
remedy for depressions in genetal. -- If it should prove, for exampM, 
that the efforts which government can make "\vithout exhausting its 
financial power are no more than sufficient to counteract the milder: 
depressions, and if government should follow a policy of doing its 
utmost whenever a depression appears, then it may be in danger of 
finding itself 'with its resources exhausted in the initial stages of what 
may turn out to be a serious crisis, and thus unable to furnish further 
aid at just the time when that aid is most critically needed. 

To anticipate some of the conclusions of this study, it may be said 
thatlhe power of government, acting through a public works policy. 
alonMoes not appear sufficient to neutralize all industrial fluctuations 1 

land bring about a condition of complete stability. For this purpose, I 
there is needed not merely the efforts of government, but also some 
effective planning and coordination within industry itself, by methods 
'which are not yet worked out. The problem is such a serious one that 
we shall undoubtedly continue to try to develop such methods. It 
goes without saying that both government and private industry will 
find the milder cycles easier to deal with than the more severe ones, 
but it also appears that the more severe cycles are likely to exhaust the 
resources and cTipple the efforts of private industry more compbtely 
than those of government, with the result that governmental efforts 
would be the only resource on which we could fall back in the more 
severe crises, and therefore should not be exhausted in dealing with 
lesser ones. Thus it is peculiarly important that, even for those 
lesser depressions which gOYE'rnment might by itself be able success-

1 
fully to counwract, government should not assume the whole burden, 
but should use its utmost efforts to bring about such an organization 

/ of private efforts as may ultimately be relied on to bear the major patt, 
of the burden in the milder cases.' J, 

,~--"-,::s, ~----- r ~ .. 1 /l I., <" • \ l ' -, .. - r-- 1 --, )/,v .... '· . I It. E. rOSSibl! ~onger Cyc~ r,. .( 
Some of these shorter business cycles show a large rise and a small 

decline, some a small rise and a large decline, while in some the 
rise and decline are fairly evenly balanced. And more serious crises 

\ are separated by longer intervals than the ordinary period of a single 
~orter cycle. Thus various students of business cycles have found 
\ eyidence of cycles of approximately 10 years, and even 20 to 25 yeal1l, 
\ttnderlying the shorter movementS. These longer m~ show 
some of the characteristics of the shorter cycles, but in some respects 
they are different and these differences seem to bear definitely on the 
use of a public-works policy as an antidote. 

If these longer movements have any uniform laws and causes, it is 
hard to explain them in terms of a mere concentration of capital 
expansion, financed largely by expanding credit, such as a public-works 
policy might directly serve to counteract. If there is an undue expan
sion of capital facilities in these longer movements, it would seem that 
it must depend not merely on credit expansion but on a volume of 
actual savings so great that our existing economic system has not been 
able to find out the right uses to make of it. As a result, the problem· 

. of the distribution of income with a view to increasing the amounll\~ 
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/used for consumers' purchases is a much more pertinent one with 
r~ce to these longer movements than with reference to the shorter 
cycles: 
•. Furthermore, it is obviously far more difficult for a public works 
Jolicy to be systematically carried through one of these longer mov~
~ents. Certainly the type of policy which proposes that we should 
, not change the total amount we spend for public works, but mer~y 
change its timing, would be very nearly helpless in dealing with these 
longer swings. Public works, the need for which is already in sight, 
may be postponed for 2 or 3 years or may be built 2 or 3 years before 
the need becomes urgent, but no one is going to postpone the building 
of needed roads, schools, sewage disposal plants, or other public facili
ties for 7 or 8 years in anticipation of an emergency which may possibly 
never come. And to postpone them over a term of 15 or 20 years 
would be still more clearly out of the question. If public works are to 
deal with the major emergencies, which come at intervals of 10 years 
or more on an extremely uncertain schedule, we must face the neces
sity of being prepared, at intervals, which cannot be fully foreseen, to 
expand public works beyond the range of projects which would be 
Wclu1ed in any regular 5- or 10-year schedule of ordinary needs. 

)I.l' -,-" ~"I\ 
~/. _J.-Y f' F. Noncyclical Disturbing Factors 

_. Some mention has been made of outside causes which may intervene 
to affect the course of business. These causes are of almost infinite 
variety and range from major to minor importance. The most far
reaching, and the one from which we are now suffering most severely, 
is the factor of war and its after effects . 
• There is some evidence that a major watlends to be followed, first, 
by a short industrial revival with a mrOrrncession following, and then 
by a longer revival culminating, after a decade or more, in a major 
depression. This was certainly the pattern in the United States 
following the World War, and similar patterns have been found follotr
ing other major conflicts.3 But the particular effects of a war cannot 

-be dealt with in summary fashion by any such typical curve, since its 
after effects, particularly in the field of international trade and 
financial relations, may take such a variety of forms. 

War is also sometimes used as an example of the tremendous 
reserves of productive power which a country possesses and which 
can be drawn into activity by an unlimited policy of public spending, 
financed largely by credit, and accompanied by inflation. The ar~
ment is that a similar policy would be successful in what is sometimes 
called "war against depressions", if only we had the resolution to 
follow it. The comparison is suggestive, but there are also many 
differences to be taken into account. 

One obvious difference is the fact that in 1917 the United States 
had 8. negligible Federal debt and stood ready to increase it to any 
extent that the needs of the conflict might involve, leaving the ques
tions of ultimate financial adjustments to be settled when the c9Jl
flict should be over. The whole psychology of the moment was one 
calculated to override financial cautions and timidities. At the out
set of the present depression, this country still had fully two-thirds 
of its burden of Federal war debt, while the growth of State and local 

, Col. L. Ayres: The Economics of Recovery. esp. p. 17. 
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debts had balanced such repayments as the Federal Government had . 
made, and the total burden had remained approximately coutant. ' 
Under these conditions any proposal to expand spendings on the war 
scale would have started from a point a great deal nearer the limits 
of our public credit (indefinite as these may be), while the prevailing 
mood of the economic community was one in which financial appre
hensiveness was naturally uppermost and courage to undertake un
known financial responsibilities at a low ebb. 

One hopeful thing which may be gathered from the consideration of 
the effects of war is the conclusion that the disturbances res tin from-

l the World War both internal and internatlOn ,~Ulkes:ufli~le,!lrt~ 
"am t e e"'preSSlOn wroth belmn in 1929 was so unusually 
severe an pro 'onged:---10 mention onlioiie'inaloicITcunlstance~ the' 
f8.1tiri lJnces-wruch accompanied this depression was itself a post-w~r v 

phenomenon and out of all proportion to those declines in prices whiC'h 
normally go along with business cycles. This decline in prices, con
centrating as it did with peculiar force on certain staple international 
commQ.djties, resulted in complete prostration foragncUlture, which 
nad already used up its reserves in the struggle against adverse condi. 
tions from 1920 onward. And many other industries were only less, 
seriously affected. Thus, the claim that the present depression is ~ 
prelimina.ry symptom of the final break-down of capitalism lo~ " 
much of its force, because there is another explanation so obvious: 
and so apparently adequate. But it does not lose all of its force, &Q • 
long as war persists, and so long as its economic consequences appear' 
t6iJeincreasingly serious. , 

~ 
·"'AIiQtli~~distur~iD.g fa?tors_c~.Il~ists Qf WIWges in su~nly 01' ~i , 
~Ilpa aftPcliWf ParW~l!hlJ: m!lus.t[J6s. To a consia'erab e exten :. 

ese may neutra he eacotner, but if they set up serious disturbances, ~ 
such disturbances are likely to spread cumulatively. The collapse it' 
of agtis,ulture is a major example, but many lesser ones might be 
founa. It appears that there has been a shrinkage in the demand for 
men's clotJlipg lasting over several minor business cycles. This may 
in part be an adjustment to the development of the automobile, and 
in that case may be offset by increases in spending for other things( 
than clothing. But at any rate it represents an unpredictable disturb
ance affecting this particular industry. . 

It may be that the constructionJwlustry itself is facing some su~t. 
downward tendency, relative at least to past trends of growth. ~ 0 

one can be certain, and counteracting forces may be discovered. It is 
\ generally accepted, however, that we are facing a period of deQlining~. 
/ growth of population. And if this is true, it means that~ume'of 
con:s~n needed to supply fresh additi9ns to the population on our 
previous scale will shrink something like as sharply as do the early. 

/additions to population. And if this tendency were not counteracted. 
\j by other tendencies toward more liberal housing accommodations per 

family, larger productive equipment per worker, etc., it might mean 
an absolute shrinkage of a permanent and rather serious sort for the 
~onstruction industry. At any rate, the future trend of population 
growth, and all the implications it carries with it, are among the most 
oasic factors to be taken account of in any long time planning, either 
for our economy as a whole or for that section of it which comes under 
the heading of public works. 

Hl66I-35--4 
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G. Progressive Changes, and Their Possible Disturbing Effects 

1. THE INCREASE OF DURABLE GOODS 

Not only short cyclical movements and irregular and occasional dis
turbances, but also regular progressive processes of growth and change 
may need to be considered in attempting to canvass the probabilities 
as to what kinds of economic dislocations we are likely to find ourselves 
facing in the coming generation. This is true for two reasons. In the 
first place, these progressive changes may alter the character of the 
snorter business cycles or of any longer ones which may be found t"o 
exist. And in the second place, these progressive changes may call for 
adjustments whichimr--ilconomy does not succeed in making as fa~t 

I 
as they are called for, with the result that we may fall into di~ations 
of a more chronic sort than anything we have yet experienceQ1 

As to the shorter cycles, their industrial manifestations have been 
seen to center in the production of durable goods, and this class of 
production is showing a. la~e increase, both absolutely and relative 
to goods of other classes. ,A larger and larger part of our national 

'

production consists of gooda.-Of a type whose creation can and will be 
concentrated in periods of active business, or post~med in period's 
of stagnation and the pessimism that goes with it;"" Thus there is 
reason to expect that, unless we succeed in finding I effective means 
to combat the tendency, these cycles may grow more severe in the 
future than they have been in the past. 

Not only their severity, but their timing, may be affected, though 
it is hardly possible now to predict what the character of the effect 
is likely to be. Different kinds of goods last different lengths of time 

. before they tend to be replaced owing to wear, obsolescence, or other 
reasons. And a concentration in the production of new goods has a 
certain tendency to be followed, after the lapse of the normal replace
ment period, by a less sharply defined concentration in demand for 
replacement. Adverse conditions may, however, counteract this 
tendency. If, for example, we are thinking of industrial equipment, 
the normal time for an increase in replacements may come when 
demand has suffered so large a shrinkage that there will be more than 
enough productive capacity to supply it, even if replacements are 
postponed for a considerable time. 

Or if we are thinking of automobiles, the length of time any given 
individual uses a car before trading: it in for a new one becomes a 
matter of habit with the individual, but is far from being a necessity; 
the old car may very well be used twice or three times as long if the 
budget contains no spare funds for a renewaU The result may be to 
build up a potential demand, like a coiled spring waiting to be released 
by a touch of prosperity and to add to its cumulative effect. The 
average age of automobiles increased materially between 1929 and 
1933, and the average age of cars in the hands of their first purchasers 
probably increased much more. Clothes, on the other hand, not only 
do not last as long, but are more typically worn out by the first pur
chaser, and thus afford less margin for postponed replacement. 

Perhaps the most definite conclusion that can be drawn from thes

l
' 

considerations is thm-·a relatively decreasing proportion of our pro 
I Some pioneer work bas been done in tbe anaylsis of tbis wbole factor of tbe timing of replacements b 

Thomas M. McNiece. See "Rhytbmic Variations in Industry," Mechanical Engineering, November 
1933, pp. 659-006. 
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duction consists of goods for which the need for replacement is prompt 
and insistent, and which can be counted on to bring an effective! 
demand into the market after a certain period of depression, before 
the critical point at which the reserves of unemployed consumers 
become exhausted. If this be true, there is probably an increasing 
likelihood of a depression passing the critical point and leading to a 
more prolonged and serious prostration. 

2. THE INCREASE IN PRODUCTIVE POWER 

The mere increase in productive power carries with it more problems 
of readjustment than we are accustomed to recognizing in this country, 
where the work of developing an unexploited continent has auto
maticall.V opened up so many avenues of utilization, and where export 
markets were always open for any surplus beyond domestic need~. 
Increas~s in our power to produce di!f~rent goods do. not. automaticall..f 
proportIon themselves to the capacIties for expanSIOn III the demandJ 
for these different products; in fact, there are definite tendencies tdl 
the contrary. Agricultural productivity in terms of output per 
worker has substantially kept pace with productivity in manufactur
ing-in fact, slightly exceeded it, during the period 1889-1925.5 The 
possibilities however, of expanding demand are proverbially far more 
limited in agriculture. The result was that the number engaged in' 
agriculture remained stationary during this period, and since the war 
has actua11y declined, while the numbers in manufacturing increased 
89 percent. More important is the fact that even this adjustment 
was not enough to avoid a crisis in agriculture with reactions on the 
other sections of the economy as the purchasing power of farmers 
collapsed. (Agriculture has been a chronically sick industry sinc;t 
I,the World tv ar and a source of weakness to the rest of our economicl 
structure\ 
\ The abdorption of increased productive powers in manufacturi~ 

h'as been assisted by the development of numbers of new commodities, 
some of them of major importance. Thus the development has not 
had to depend wholly on increasing the demand for commodities of 
familiar types. If it had been so limited, the probability is over
whelming that the total production of goods would have been less 
than it has been. It would be a rational thing for a society so situated 
to choose a smaller output of commodities and more leisure than if 
it had a greater and more enticing range of commodities to choose 
from. The trouble is that under our form of the system of business 
enterprise, the leisure would not be deliberately chosen by those 
who received it, or so distributed among the population as to be a 
blessing by lightening the burden and strain of the economic struggle. 
Quite the contrary; it would be a specter instead of a blessing-total 
idleness coupled with total loss of income, forced on part of the people 
while the others worked very nearly as hard as before. And as a 
result, there would be even less output of commodities than under the 
supposed rational choice of "less goods and more leisure", because 
the unemployed and those dependent on them would have lost their 
power to buy the things they urgently needed. 

There is no need of laboring the fact that unemployment is not the 
same thing as desirable leisure. The point is that our machinery. 

• Leo Wolman. in Recent Economic Changes. pp. 452-53. 
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for converting increased productive power into useful and well
distributed leisure is very clumsy and normally works at a very slow 

. rate. This is added to the fact that the machinery for converting in~ 
creased productive power into increased output of goods is not simprel 
and calls for more far-reaching adjustments the fast<>r the rate of1\ 
material progress it is called on to assimilate. The rate of progress 
is now very rapid, and the development of scientific research into 
a firmly established institution, organized, and well financed and 
equipped, appears to guarantee that there will be no great falling off 
in the future. 

There seems to be greater certainty and stability about such things 
as the development of new steel alloys or substitutes for rubber than 
about finding a new way of putting these materials into some shape 
that will make human beings happier. Yet if this last process does 
not keep pace with the other, we may not be able to assimilate the 
results of increased productive power as fast as it comes into being. 
• In short, mere material progress, if it proceeds beyond a somewhat 
~uncertain rate, may create dislocations in our economic system be
cause we cannot make the necessary adjustments fast enough. If 

, dislocations should arise kQrn this SQurce, they might naturally~blt 
llOtcycllc:iiT,- nol-" o-ccasioii~!l_QQts~ronic. There is, of course, no proof 
1Jlat sucnattUng ffiUstli-appen; merely adequate prima facie grounds 
for believing that it may happen. Mere technical progress seeTlls 
capable, lacking the necessary adjustments, of bringing on a state of 
chronic inability to use all our labor power. This is something that 
goes beyond the labor turn-over that regularly accompanies progress, 
beyond the temporary displacement of particular workers from par
ticular jobs, and beyond even the difficulty some of these workers 
may have in finding other positions if they are beyond the age at 
which employers readily take on new help, or if they cannot adapt 
themselves to the requirements of new kinds of work. The e4-
perience of various countries after the World War showed that chronic 
unemployment is possible owing to failure to make rapid and difficult 
adjustments-though in their case the difficulty could hardly be said 
to have arisen from an embarrassment of productive riches. And 

.our own recent experience has given a rude shock to whatever re
mained of the belief that we are immune to the economic ills that 
beset Europe. 
'/ The conclusion is, not that we are necessarily headed for a state of 

I"cbronic collapse, but that" among the possibilities which we may have 
to meet, and hence should be 'wise to be prepared to meet, are con
ditions of unemployment lasting a great deal longer than cyclical 
depressions, or temporary emergencies produced by outside causes. 

H
'With regard to the bearing of this on public works policy, there are 

two possibilities, and two correspond.ing types of policy. One is that 
public works should be limited to dealing with strictly temporary 
mergencies, and the other is that !t public-works poli('y of a different 

and more sustained sort may have a useful place in dealing with the 
more enduring" kind of difficulties. 

The policy'being carried out by the Public Works Administrati():n 
during 1934 was dearly adapted only to the temporary emergency, 
and would ha\'e to be ab~ndoned if the emergency should prove to 
be continuous over a long term of years, since no government can go 
on indefinitely borro\\ing billions for non-self-liquidating works. A 
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more enduring policy must necessarily be financed by taxation. 
These two typed of policy will be discussed later; for the present it\s 
enough to note that the~licn followe.d_&.b..QY.l(Lb.u~.,fI, rat~on_!!1.x~la::.\\Jj 
tion to th c ses of the cu ty it is aimed to combat~ . One possIble 

~
ause has been scusse; name y, inproouctive efficiency at 
00 fast a rate for industry to make the necessary adju, stm, ents. Othel 
ossible causes remain to be dealt with. . 

k . r 
~ ~. 

3. OVERSAVING ,".::' '~'! ' ~ . 

VOne theory holds that a rich and individualistic country tends con-: • 
~ sistently to save too much of its income, and spend too little for, 

consuniption, resulting in the piling up of a mass of productive 
. fa.ciJities capable of producing a great deal more than consumers are' 

ready to take off the markets. According to this view, the function 
of public works is to :rectify the balance by increased public spend
ing, the funds being raised in such a way as not to decrease private 
'Spending materially, but rather to come so far as possible out of 
sections of the national income which would otherwise have be~n 
saved and invested in surplus facilities for private production. Ac
cording to this view, the need of some such measure to r_ectify tne
balance between saving and spending is a continuing need, calling 
for a conti1}Ein~ iP..<;l.'~~~_in the av~age ~!!:t(LQf .. ruililic,)mml.di!!gl- in 
additloiito any temporary IDcreases or decreases from thIs'average 
rate which may be needed to combat temporary conditions of 
depression or of unhealthy boom in the capital-goods industries. 

As a full explanation of the present world-wide depression this 
theory does not seem adequate. This depression covers not only t. 

cap,ital-ex.porting countries, especially the Unite" d States, in which a.~ 
good caseIor'oversaving could be made, but also capital-importing 
countries in which the existence of such a condition woUld'be difficult 
or impossible to establish. In fact, students in some of these countries 
are urging that too little saving rather than too much is the source of 
difficulty. Possibly these apparently conflicting views may be brought 
closer together in a somewhat more complete theory. 

Oversaving would not create depression so long as the savin~ 
continued to be spent for tangible goods in ways that created employ- , 
ment and a corresponding distribution of incomes. The trouble would7 
seem to be that when capital equipment reaches a certain state of ,f 
surplus relative to demand for goods, further savings cease to be so'/ 
spent. This might come about rather suddenly, bringing about a: 

Jleversal from prosperity to depression, or it might conceivably come 
,) about rather gradually, resulting in a continuous or progressive excess~ 
\ f savings over investment. It appears, then, that the direct SQur~A 
\ f th 'es in a ta e of investment rather than ~X(j!lSS of 
~f . avmgs in and of Itse . g ou IS con ItJon, an excess of 1 

I . mayor may not play an important or decisive part. !1;L..a'f 
relatively poor country, normal!Y}mporting capital, the sh.O}:t~ of 
i!iyes~IIlen5m¢It el1~t5e diag~o~ea a!,i:1~e~Q§Th9.r~ J?t§,!!~.i; ... J 
espeCIally urill~ ... H!~ Sfei>!,~~?>l_O!l its@. ADa ill a country sItuated 'as 
is tlie Uhtted tates, an excess of savings, particularly during the 
previous period of prosperity, might well have played an important 
part in bringing about this condition provided it could be held , 
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responsible for the excessive investment which took place during the 
prosperous period. 
, This last point is important, because investment during a boom is 
:financed not only by savings but by c~edit expansion. And there is at 
least a possibility that a reduction of savmgs and an increase of 
consumers' spendings during the boom would have resulted, not in 
less investment, but in more .. financed by a still greater expansion of 
credit. At any rate, it seems evident that in attempting to control 
this sitllittion, it would not be sufficient to control savings alone; 
con~T of credit expansion would also be needed. , 
- .>I-Knother objection to the oversavings theory comes from those who 
hold that there cannot in the long run be too much accumulation of 
capital-that if there is a temporary excess, interest rates will fart~ 
reducing the incentive to save and increasing the incentive to invest, 
and thus bringing about an equilibrium once more. With this view 
there are several difficulties. 
~<; One is the fact that interest rates are somewhat sticky, not moving 
freely enough to keep pace with changes in the actuat-yield of ad~i
tional investments of capital in industry, especially if these are 
figured on the basis of yield to industry as a whole. On this basis, 
true surplus capacity installed in boom times yields nothing, though 
single enterprises may profit by increasing their share of the Nation's 
business, and are able and willing to pay high rates for capital. This 
leads to the second difficulty, namely, that fairly high rates of interest 
do not deter business from overinvestment in prosperous times, nor do 
low rates of interest suffice in themselves to raise investment to normal 
figures in dull times when the prospect of profits from additional 
investment has vanished{ft;tThe third difficulty is the fact that changed 
interest rates, within thE! usual range of such changes, do not have any 
great effect in stimulating or retarding savings~ In fact, they may 
even have the reverse effect to the one that is required to bring about 
equilibrium. For a lowering of interest rates results in raising the 
market values of existing investments, and creates a profit from 
appreciation on the holding of outstanding securities, aside from the 
cash earnings they yield from current production. Thus it tends 
actually to attract savings into this field. There seems, therefore, 
to be insufficie.n~ reason for exp~Q.t_bJU4~L~1.lJQ-fu~Fc m.achinery. 
Of the market to onng -aoout the desired perfect eqiiili'Onum and 
pte vent any _ po_ssiDIe()-versavings~---- - --- . . 
. While it may be true that we cannot have too much capital, pro

vided we make ideal use of it, it appears clear that we do not make 
that idea~J.lse. To do so calls for new methods of production, new 
produCts, new occupational adjustments, and a deal of industrial 
pioneering in discovering the right ones. A great deal of this is 
successfully done, but apparently not fast enough to absorb added 
..capital as rapidly as we create it, and without waste. The limiting 

(
factor seems to be not our power to accumulate capital but our 
power ~o make the difficult adjustments necessary to absorb it. If., 
these adjustments could be speeded up, oversn,ving might be impos-~ .. 
sible; but as things are there seems good prima facie ground for: 
thinking that oversaying exists, relative to the power of absorption i 
possessed by our economic institutions. The conclusion is that, if 
sO!:lething }~~e ~h!~ni~ une~J>loYI!!.ent s~ould appear to threaten US, 
tlle"-rmneltles suggesTeaby tile oversuvmgs theory would be worth --... ~- - ~ - -- - I' 
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Westiga.t.jQIl. .. and possible experiment. Whether a permanent 
expansion of public works should be tried as one of these remedies 
will be discussed later. 

4. OTHER CAUSE8-CONCLCSION 

Chan~e in the ra~e Qf.11r~a1iof.grOwth, already discussed as a 
distlirOimg factor, lllight we ave een discussed at this point as an 
enduring trend to which our adjustments may be inadequate or 
tardy. It may accentuate the difficulty of usefully absorbing a 
rapid increase in capital, as well as possibly, though not necessarily, 
leading to a relative decline in the construction industries over a 
long period. • 

Another long-run trend appears to be a chlU.lJ;e in (he conditions of I 
internationaL ~!"ade and tl:teinternational dlviSion of labor. TIle post
war- penon has witnessed Ii vi61en:nnO'vemetltr-t.owftTd natio:Qal self
suffi~ency, amounting to a disruption of previous tradmg re'lnfOns; 
Out underlying this is probably a long-run tendency toward greater 
similarity in the type of economic development of the various regions 
of the industrially developed world, as well as a constant extension of 
this area of industrial development. As a result, some of the forms of 
national specialization giving opportunity for large amounts of inter
national trade are probably destined to diminish in scope. Surpluses 
aboBLdomestk deIllaI!<l may become more serious Ill!\!tters-;tlle need· 
orcre\Teloping a domestic market for domestic products more imper
ative; the penalty for neglect or failure more severe. 
L::To SllQl~, there are grounds for including chronic dislocations ~ 

~~ong the-difficulties we may be called on to meet during the coming; 
generation. There is, of course, a limit to the profitableness of time' 
spent contemplating evils that may never come to pass; nevertheless 
the wise general prepares for as many contingencies as possible. And 
in this realm, recent experience has shown that mental preparedness 
is a. terribly slu~h affair, and the hastening or It enormously Im
portant, aside from the question of making definite choice between 
specific plans. The least we can do is to guard against committing I 
ourselves to policies whose success or justification hinges on the i 
assumption that our difficulties are cycles or disturbances of a short, I 
:self-curing sort. There iS

l 
al~jlYs the possibility of troubles whose I 

roots lie deeper .. ,'. l,J i 
\ 

I,/"' 1" '1~\' f "L' l ,"ll ('"'" IH. Present Prospects 
11 \./1 I , I~ L 

~-\\~~ONDITIONS UNFAVORABLE TO REGAINING 1929 LEVELS OF, 
!~j BUSINESS , 

"1llle prophecy is proverbially risky, still, if one must hazard a; 
conjectu~ as to the immediate future, one way or the other, it woulcL 
certainly seem safe to conclude that busiressa'Yill not q1!ickly regain ' .. 

/ ~ levels ofJ~.7.~;,::,:,I19t in the first revlva an .~ery li~Ellv_E2.ti!?-~Ire ' 
~!!tl2II()~''l.ng. Chief among the rea~ons fo! this skeptlcal conclUSIon 
IS the tact that the wave of prospenty whICh burst in 1929 appears' 
to have been in part due to temporary conditions; we were not only· 
busy in making up what had been lost during the war in the way of 
construction and supplies of durable goods, together with the cumula
tive effects which follow any such process; we were also playing:· 
a peculiarly profitable part in the economic reconstruction of Europll to" 
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that is, it was profitable for the time being. Europe was for a time, 
• paradoxically enough, the most profitable kind of customer, because 

she bought our goods without paying for them. Europe needed goods 
and also needed loans, and was not for the time being in a condition 
to send back large volumes of commodities in payment. This country 
had a surplus of loanable funds, and was eagerly ready to produce the 
goods which Europe needed. Thus our industry was in the position 

• of commanding a large foreign market without losing any correspond
ing section of the home market by reason of commodities imported, 
lin return for our exports. This probably afforded a greater stimulus 

-Ito industrial activity in this country than if we had received payment 
1 for our exports in terms of goods in the normal way. 

We were, in a broad and general sense, lending abroad the funds 
with which our own goods were purchased; and this naturally raises 
the question why we could not have gotten rich just as fast if the 
funds which went abroad and then came back to buy American goods 
and take these goods abroad, had been spent in this country in the 

~
first place, by the Americans who originally possessed them. There 
's probably no exact way of proving the answer to this question. 

• ut if the funds in question had been invested as capital in this 
country, the chances are that a condition of ov.er-equipment woula 
have appeared much more rapidly than it did and Wouldhave-led,· 
more' quickly to a crisis and depression. Or the enormous stock' 

• market boom might have come just that much sooner, and also 
collapsed sooner. 

The change from a debtor country to a creditor country on a huge 
scale, coming with no intervening period of adjustment (for whatever 
the war was, it was not that) called for something like an economic 
revolution in this country which this country was not prepared to 

(

make. A sudden shift from the huge export surplus to a huge import 
surplus would have meant, not wealth to this country but almost 
certainly poverty. It would have meant unemployment, with loss 
of purchasing power in the domestic market, and the cumulative 
results which follow such conditions.. It was almost a ~~cessity f'ir 

• us tQ go on exporting more than we Imported for some tlme at least 
if we were to avoid the disastrous result of a too sudden readjustment 
of our economy. 

This temporary equilibrium of lending and selling was broken in 
1929, and there seems to be no prospect that it can be fully restored. 
Such a condition certainly could not last forever. Out of the depres
sion came increased trade barriers and decreased possibilities of expoft 
tradel- together with a decreased field for the making of loans abroad .. 

1 

The fact that the process of lending and exporting is still going on, 
though in new directions and on a reduced scale, serves to indicate •. 
the extreme difficulty the American economic system experiences 
in adjusting itself to anything different. And this difficulty will not 
vanish, but will have to be met as the necessary readjustment to our 
creditor status cannot be indefinitely postponed. 

• If the current revival should carry physical production up to the 
1929 level, there is still the question what that would mean in terms 

-of employment. Improvements have been made since 1929, enabling 
a given output to be produced with less labor, and many more proba
bly stand ready for introduction when confidence revives sufficiently 
and when the condition of the capital market makes it possible to 
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raise the necessary funds. Thus, unless there is a shortening of· 
hours in industry which continues beyond the intended tenn of the 
National Recovery Administration, there may be a considerable 
amount of unempwyment even after the current revival has gone as 
far as it can. 

One factor which may be merely temporary is the fact that the 
difficulty of finding work has caused a good many individuals to join 
the search who would not otherwise have been in the labor marke~ 
wives who have had to support the family because their husbanas 
could not get jobs, or others in a similar situation. In addition, 
there are many who have remained in school or otherwise held off 
from the market, but will be s~eking jobs as soon as a revival becomes 
established. Thus there may temporarily be an abnonnally la~e\ 
potential supply of labor. If a system of general unemployment 
insurance or similar out-of-work benefits should be established while 
unemployment due to the depression is still very heavy, there might 
be a tendency for this temporary increase in the labor supply to 
become permanent. That is, people who were not normally in the 
labor market but had been temporarily drawn into it might find that 
they could draw out-of-work benefits merely by keeping their status 
as potentially employable workers. This might be more profitable 
than merely retiring into the home, when the normal wage earners 
regain jobs. It is said that some workers in England, who had been 
drawn into industry by the war, have been kept on the rolls in this 
way, although they would Dot normally be among the gainfully" 
employed at present.'·' 
~. up, there is doubt whether industrial activity will quickly' 

return to tbe 1929 level, while even if it does this rate of industrifll 
activity will probably result in less employment and more unemploy- ' .. 
ment than in 1929, unless work spreading or other measures are taken: 
to prevent it. There is one thing which may falsify this prediction, 
namely, if the United States should solve the extremely difficult 
problem of developing domestic purchasing power, and bringing about 
the actual use of that purchasing power in ways which will more than 
make up for obstructions in the export markets. And this is not a 
simple matter-not merely a matter of raising money wages and then 
allowing industry to raise prices sufficiently to offset the increased 
wages to its own satisfaction. 

2. EXPANDING DOMESTIC MARKETS-HOUSING AS AN ILLUSTRA
TION 

The problems and difficulties which are involved in expanding the 
home market can be seen in an acute form in the case of the market for 
housing. At present there is not a shortage of houses but a nominal 
surplus, for the simple reason that families with shrunken incomes 
have had to double up or move into smaller quarters. This is, pre-{ 
sumably, a temporary condition and this false surplus will diminis'h 
or disappear with revival of business activity. In terms of more 
normal developments, there is still one large element in the situation 
which serves to limit effective demand for new housing construction. 
Very nearly all of the new housing space actually built is built for the 
class of comparatively well-to-do or the more than well-to-do; and 
this class composes only a minority of the population. Other classes 
live to a very large extent in quarters which were originally built for 
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families of larger incomes, but which have deteriorated. Some new 
housing of a cheap sort is built for the more prosperous among the 
laboring groups, especially in smaller towns and outlying districts 
where detached two-family frame houses or bungalows are found. 
Philanthropic low-cost housing projects typically reach and benefit 
either white collar workers or the upper le\'e1s of the manual working 
groups. For the great mass of 10w-PIlA9- J!),PQrerstht:'xe is hardlY . .such 
a thing as newcon.§1r"Uctiorl,,, __ T.hei.Iive e.o.t.iJ:ely in deteriorated 
proper£les~'many of them close to _ tbeJine .aUorced abandonment . ., 
--Irr-other words, new construction of housing is Ilniifedto it veO' 
small section of th~iii'Rtkllt~~reason is the very simple 
onetllat'only those who are fairly well off can pay the costs of new 
building or make it profitable for a prospective landlord. This is 
partly a matter of low incomes and partly because the costs of build
ing have not come down commensurately with the cheapening 
effects of mass production of manufactured commodities in general. 
And a study of the causes of high building costs will reveal many 
elements, no one of which in itself is all important. Therefore no 
one remedy by itself can cure the situation. And that is one reasob 
why it is not likely to be quickly cured under individualistic prin
ciples which depend upon one remedy at a time, applied by one 
individual or one economic unit and limited to the matters which 
it has under its control. 

There is no possibility of raising incomes sufficiently to enable 
common laborers to pay the costs involved in new houses witn 
really satisfactory accommodations, so long as costs remain as@hey 
are. Wages and land values are stubborn elements of cost. igh 
prices of materials and other elements may be attacked with pme 
success, and the use of public funds could reduce interest charges. 
The economies of mass production may lower costs, but probabLY 
not enough in themselves to bridge the gap between costs and buy
ing power. If all of these factors were successfully attacked at 
once, the result might be to open up to the construction industry an 
enormously increased market. And in working for that market it 
would be meeting one of the most serious needs of the American 
people at the present time .. 

The problem is not simple, and the part which public construction 
might play in it is not simple. But there are evidently great possi
bilities of expanding demand, and possibilities which there is an urgent 
need for developing, not only because workers need the work but 
because families need the improved housing. 

3. SUMMARY OF PROSPECTS 

To sum up our present prospects, one may conclude that there (re 
not likely to be any violent revivals or collapses in the near future. A 

l~lSIOWing down of the rate of growth of our population, the less fay r
\. able conditions of foreign trade, and the caution remaining from the 
, experience of 1929 to 1934 all argue against any great exuberance of 

revivall On the other hand, unless and until revival does go to rather 
exuberlmt lengths we are not likely to have again a crash of a mag
nitude approaching that of the last one. 

For one thing there is little likelihood of another huge and catas
trophic drop in prices, covering the world at large. This was a phaie 
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of the post-war economic readjustments or a result of post-war eco
nomic dislocations, and having once happened, it is not likely to be 
repeated in the near future. According to the views of Colonel 
.Ayres, we have now gone through the secondary post-war depression 
and so completed the round of major disturbances which are normally 
to be expected as the sequels of a serious war. This of course does not 
prove in itself that there are no troubles ahead. History never 
repea ts itself completely, and there are plenty of economic difficulties 
remaining in the whole situation, whose potentialities have not by any_. 
means been exhausted. All of which brings us back for consolation to 
the fact that the world has not so far to fall at present as it had in 1929 
and, therefore, is not likely to suffer a great major crisis. 

Those considerations seem likelv for some veal'S to come to out
weigh the effect of the increasing iinportance of durable goods in our 
economic system, which tends, as we have seen, toward making fluctua
tions more violent. Ultimately, more violent movements will prob
ably appear again, unless in the meantime successful means of contrOl 
are developed. 

Thus, if our economic system is in danger, we shall probably have 
some sort of a breathing space in which to attempt to save it; th~ 
·'final crisis of capitl!li.§nl"i:;;notlikely to.comawithin_th.e.next 5 
years. mlat may come during that period is a disquieting growth. 
ot'C11ronic or semichronic unemployment in the light of which the 
public-works policy of the coming decade will need to be formulated. 

The program suited to these conditions must be above all thing~ 
adaptable. It must include a choice of policies to meet different 
conditions rather than one stereotyped program suited to conditions 
of one sort, and incapable of change if conditions change without 
notice. Such a policy must manage to maintain itself in a situation in 
which future normal trends are uncertain and in which it is not pos
sible to tell how much of the unemployment prevailing at any given 
time will vanish with the next cyclical revi\-al and how much is due 
to more permanent causes. It will even be impossible to tell promptly 
and certainly whether industry is just starting a cyclical decline or 
pausing during a cyclical advance, and, after the decline becomes an 
assured fact, it would still be impossible to arrive at any working 
certainty as to how far it would go or how long it would continue. 
Under these conditions possibly the most significant index will become· 
the index of unemployment (with difficulties some of which have been 
indicated) since unemployment always represents an evil to be dealt 
with, whatever its causes. 



V. TYPES OF PUBLIC WORKS PROJECTS 

A. General Grading According to Value or Urgency 

• There is no universal formula for meas~ing or otherwise determin
ing the precise value of public works, or even their precise order of 
value, relative to each other., Different processes have to be used, 
according to the nature of the works in question. In some cases, 
where the works render a definite economic service as a means of pro
duction, their economic value can be estimated in money terms. 

--Where possible this should be done. But in many cases it is not pos
sible, and even where it is possible there are likely to .. be complicating 
elements of a sort that defy precise measurement. t!'he values con
cerned include the cheapening of transport through better roads, con
servation of natural resources for future generations, preservation of 
health, recreation, and the intangible values of a harmonious and 
aesthetic setting for buildings, landscaping and access to the world of 
out-of-doors -, ... 

Practically all the essential principles involved can be seen in 
the case of roads. In the first place, better roads serve to reduce the 
cost of travel and of transportation which will be carried on in any 
case. This becomes essentially a matter of balancing the capital cost 
and maintenance expense of the improved roadway against reduced 
operating expenses and the value of time saved in the moving of 
traffic. While simple in principle, such a calculation presents diffi
culties. 

It calls for a canvass of the volume of traffic, made with due regard 
to 'fluctuations and to the con<IitIons of peo.k load which may deter
mine the point at which additional capacity in a highway is needed. 
It may be that the peak load is of a different sort from the ordinary 
commercihltraffic whose economic value is easier to reckon, consisting 
chiefly of plet'&ure traffic during holidays. Circumstances like these 
would have .to be taken into account. Furthermore, the calculation 
involves estimates of maintenance expenses and of the life of a highway 
b~fore renewals will1'ie-fiecessary',all of which may be uncertain if the 
type of highway is one which has not been tried out for a considerable 
period under service conditions. Highway authorities are continually 
experimenting with new kinds of roadbeds and surfaces, one of the 
important problems being the search for a structure of moderate cost 
which can be used for minor roads where the density of traffic would 
not justify the cost of concrete or bituminous macadam, yet which will 
furnish a better surface than the ordinary dirt road and will be reason
ably durable under moderate motor traffic. Incidental problems 
iItclude investigation as to what types.oUr~mcare responsible for the 
greatest damage to different types of roaa surface, and the adapting 
of the road strueture to the traffic, as well as adjusting the traffie to 
the economieally praetieable road structure by limiting maximum 
loads or by other forms of regulation. 

Another type of problem arises where it is proposed to reekon 
. as one of the benefits of the highway the inerease ~alue of lands 
'_~long it~J.Q!lte.... The objection has been raised to this procedure- that 
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the increased value of 'the land is a form of capitalization of the 
current service benefits rendered by the roads to the inhabitants, 
and that, if these service benefits have already been counted, then 
the increase in land values can be added without counting the same 
benefits twice. Thus the added value of lands is a doubtful cri
terion, but it may serve to catch some of the benefits resulting from 
improved highways, over and above those which can be directly 
measured in the fashion we are now discussing. 

A different question arises in connection wit~(Nitional traffi~ 
~hich has develoE~~ ___ ':s _ a result o~ highw~y __ ,~})r?v~me~ts a~d 
whICh wolil<IIiOt nave moved otherwIse. ThIS prese1'l:tsl1 stitt-more 
d1fficult problem 01 measurement. In many·cases' 'it' means simply 
that things which would have been done in any case are now done 
in ways which involve the use of this particular roadway; in other 
words, it becomes a question of competition between rival methods 
involving different means of transportation. In this case the whore 
value of service rendered by the use of the new road is not a clear 
gain, but only the net saving brought about by introducing the 
new method of production. It would be easy to spend a million 
dollars on a road which diverts traffic from other roads or from rail
ways, although the actual saving on the traffic diverted is not worth 
the expenditure of the million dollars. The criterion here is, so 
far as possible, to bring about an even basis of competition between, 
different methods of production, 80 that the one which survives 
shall be the one which involves the lowest total cost, including the \ 
cost to the user of the highway' and also the cost to the community 
of building and maintaining it. .. 

In the case where new service is genuinely developed, the value of 
this service is sometimes reckoned at the difference between the cost 
over the new highway and the cost over older types of road. This 
involves too high an estimate. The fact that this service was not 
developed under the older methods of transportation means that it 
was not worth the cost involved in such methods, and, therefore, the 
net gain, when the lower cost of the improvement makes possible the 
moving of new kinds of traffic is less than the full difference in cost ~ 
by the two methods. Half the difference has sometimes been taken as a 
fair average figure to represent the net gain from genuinely new service. 

So far as the new service represeJ;lts travel for pleasure or any other 
ultimate consumption gooa, its real value can be only imperfectly 
refl~cted in money estimates. Families on pleasure trips are now 
able to cover more ground and to reach places formerly inaccessible, • 
but, on the other hand, the fact that so many people are able to reach "> 
these places means that the very advantages of seclusion, privacy, and' . 
wildness which made them attractive, are measurably reduce'd~"-
Furthermore, the value of the roads for pleasure purposes depends a 
great deal upon the character of the road and its immediate surround
ings. The road lined with billboards and cheap refreshment stands 
has a very doubtful value for these purposes, and one of the promising, 
things in the highway policy is the efforts which are being made to 
improve this condition. 

Another difficult problem consists of the balancing of values as 
between those w~o us~ t4UQ..~cl!) for trafficjllii1ioses'oiily-and thosOe -
WIlo liv~J2llfliem. or tne character of whose environment is deter
nuned by the type of road existing. It is interesting to note how a 
strip of concrete highway may be favored by those who can use it 
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but do not have to live on it, and opposed by those whose residences 
are located on the particular strip. 

Maximum advantage, in terms of all these kinds of values, meas
llrable and immeasurable, depends not upon single roads, but upon a 
coordinated systl:J!Il of. transportation in general. As to roads, what 
hnreeaed is a s'ystem of traffic lines involving a minimum of inter
ference with reSIdential and scenic values, possibly laid out in wholly 
new locations where the traffic is sufficient to justify this. It also 
includes secondary roads following the same principle, so far as pos
sible, although such roads will be unable to avoid towns and residen
tial districts to the same extent. And it involves rural roads in which 
a reasonably efficient road surface may be combined with preservation 
of the character of the countryside. Finally, there is need for a 
coordinated system of all methods of transportation, by rail, highwaY, 
water, and air. 

One of the values which has not been mentioned so far is the value 
of safety. So far as concerns damage to property by accidents';ttiis 
"Can be fairly definitely measured. Injury aud death to individuals 
also involve economic costs which can at least be roughly estimated, 
although methods of estimating the economic cost resulting from the 
loss of a human life are still in a rather crude state. Insurance com
panies have made attempts in this direction, and the present writer 
has attempted to make an improvement on the usual method used in 
such calculations. l The cost resulting from the loss of a human life 
depends upon age, economic status, and the number of dependents, 'IT 
any, who are left to be cared for. A figure of $7,500 is a fairly repre
sentative one to cover these purely economic elements represented in 
the loss of income to survivors. Howe\'er, the value of a human life 
to the person who loses it is one of the things which is naturally of 
first importance in the ordinary judgment on this matter, and it is 
something which these calculations necessarily leave entirely out of 
account. It is a literally incalculable element. Thus the question 
comes down to a matter of how much we are ultimately willing to 
spend in order to save human life, when the question comes up in the 
form of the cost of safety provisions on highways, and the effect of 
'>uch provisions on the annual toll of accidents. The same question 
arises in the case of injuries. Economic losses may be estimated, but 
the direct value of a sound body, in and of itself, to the person con
cerned is something which connot be measured. 

'

Thus it appears that there are certain fairly calculable values, and 
others as to which the only test is the test of how much an enlightened 

J
public is willing to pay when the issue is put before it as clearly as 
plans and statistics permit. An intermediate standard, if it can be 
called a standard, consists in putting the question in the form: "How 

, much would the individuals who receive the benefits be willing to 
. pay for them if they had to pay as individuals for each separate 
, benefit received?" Putting the question in this form may shed some 

light on the ultimate judgment, but the answer can never be a definite 
sum. It can at best serve as a check on some of the vaguer and less 
justifiable ideas as to the value of public works which sometimes lead 
to wasteful expenditures. 

On the cost side, a special consideration arises when the carrying 
out of public works is undertaken as a means of putting otherwise 

I See Economic Costs of the World War to the American People, ch. XIII, esp. p. 220, and 8ppendiJ: B. 
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unemployed resources to work and getting something out of them in 
place of nothing. Here the fiscal cost of the work has to be balancea 
against the social ost of idleness, or at least against the fiscal burdens 
of public relief which would have to be borne in one way or another 
if employment were not afforded) 

If the public expenditure involves secondary effects-as it normally! 
does-resulting in increased incomes for the members of the community: 
over and above the amount of the Government expenditure, this is",' 
further offset to the cost. However, these benefits do not accrue If 
the effect of the public works is merely to substitute public spending 
for private spending which would otherwise have been carried out. 
Private spending has just as many secondary effects as public and 
very likely more, under ordinary conditions. These diffused benefits 
of public works may properly be taken into consideration, but they 
need to be taken with a proper yiew to the conditions that determine 
whether these diffused benefits would actually be achieved or not. 
H the public works are paid for with borrowed money, the cost tak~s 
the shape of a continuing debt charge, and the true social burdens 
involved in this debt charge are the things to be weighed against the 
benefits resulting from the works carried out. Such a debt charge, 
on a debt held by domestic bondholders. is not a net economic loss 
to the community, but rather a transfer of wealth from certain 
groups of citizens to others, and the net social burden involved 
consists largely in the hampering of industry through the effects of 
levying and collecting the necessary taxes. Thus it constitutes in 
itself a difficult problem in social economics. In the face of all these 
difficulties, simple fiscal calculations must continue to be used, with ... 
the proviso that they may need adjustment, but that radical adjus}
ments should not be made unless sufficient cause is shown in die 
particular situation inyolved. Ordinary economic prudence should 
continue to take as its point of departure the calculations of whether 
the works concerned are worth the amount of money spent, in the 
usy,al fiscal terms. 
JIn a general way, it seemLIUJl.cticable .todi.videp.ub~ WQrks' 
according to their valueinr<?Jow::_mailLC~. The precise bounJ
arIes between these c1asses are naturally somewhat vague, but in a 
given case there is typically not too much doubt in what class a 
given project belongs. . 

Grade A.~Works which properly belong in a rationa15- or:,lO-year· 
1!!~r:l!m, conceived according to customary--sf8:naaras ~orgooa • 
JU gment as to the value of the works and the total amount whiCh 
the community cari-"atf6rd to spend on-1nem;may-b(~ classed as 
4glUde A,I! . It- i%-withgrnde A works tha t the program of reducing 
business fluctuations advocated by the Webbs and others would ! 

deal./' Among thpser&lstinction must be made between those whirh;' 
are !l.lrgent, or whose ~iming cannot be chan~d.. ~'ithout materiali,; 
imp~'ing the usefulness of tIll' results, and' "thOse which can oe 

, postponed or anticipated relatiYely easily, T~ -more urgent works 
i furnish the basis f?r what may ,be cal!ed the. iDiniII!Wl1 eCOIlo~ 
, £rogram" for any gnTen year, whilf;<1ptIOnal wor1.."5 fUTIuSlitlie baSIS 

or what is culled, in this study, a s'Upplen~ntary program." 
There are likely to be limits 011 the possibiliTy··orP<istponing works· 

of grade A without too great a sacrifice of the values to be receivea 
from them, and as a result optional works may become urgent if 
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they have been postponed, for example, as much as 3 years. On 
t.he other hand, if a given project is postponed past a certain critical 
point, conditions may change sO that it will no longer be economically 
worth while to carry it out at ali, or for a considerable time in the 
future. Reference has already been made to the idea of.:~' curves of 
urgency" developed by Frederick L. Olmstead, Jr.; "and to the 
example of the changing value of existing structures which may 
need to be torn down, as these structures depreciate and are ulti
mately replaced by more expensive ones. 

In cOl1nection with the works whose timing in a 10-year program is 
optional, there will probably be some which could be anticipated but 
not postponed, and in general the amount of possible postponemeI¥ 
and of possible anticipa.ti,on may not be equal. Political conditions 
being what they are, it'is likely to be found easier to anticipate works 
which are due in the future than to postpone those which are fairly 
ripe for construction during the current year. 

Grade B.-There are many projects whose values are not clearly and 
demonstrably inferior to those in grade A, but which wouJQ .. JlQ.t be 
included in a. pro,gram...Qi c1J.Wl!l~pe. In many cases the quef
tiOtfW1letIier tliey should or should not be included may be contro
versial, with room for differences of judgment between enlightened 
people. Some of these projects, if once inertia could be overcome a~ 
they could be carried out, might prove to satisfy wants which would. 
assure their continuance and thus make their way into grade A. Some 
projects are of only slightly inferior importance, and while they might 
not be considered worth their cost on ordinary principles, would be 
well worth their cost after deducting from it the reduction of evils 
and burdens resulting from unemployment which might be avoided if 
these projects were carried out at appropriate times. In some cases 
it may be doubtful which specific projects belong in grade A and 
which in grade B, the less doubtful factor being the total amount 
which the community feels it is justified in spending according to 
budgetary principles during a term of years. Thus the line betwee~ 
grade A and grade B may be defined by a total amount of expendl
tures rather than by a list of specific projects. 

Grade C.-This mcluded projects of substantially inferior,;tAlu~, 
justifiable only as a substitute for relief where a large l'>m'iIen 64li.ef 
would have to be undertaken in any case. 

Grade D.-This includes projects whose value in themselves is ~ 
low as to be almost negligible, but which may 6e resorted to where a 
definite amount of ~ has been determined upon and where 
no better projects can be found. In some cases, the Civil Works 
Administration seems to have descended to this level, although on the 
whole and considering the circumstances, the worth of the projects 
selected seems to have been rather surp~ly high. 

B. Particular Characteristics Bearini on Project Choice 

;. TIME REQUIRED TO COMPLETE PROJECTS 

• Some projects may be finished in a few months, while others, like 
the completion of navigation improvements or works of flood control 
on a large river, may require 10 or even 20 years to complete the whole 
system at ordinary rates of prosecution of the work. Single dams or 
large public buildmgs may require 1 year or several years for comple-
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tion. The greater number of projects undertaken by the Publi~ 
Works Administration have been relatively small units requiring only 
a short time for completion. [Where new projects are undertaken in 
tlm attempt to expand public works during a depression of ordinary 
magnitude and duration, it is natural and proper that these should be 
chiefly of this sort. Otherwise, they would not be likely to reach the 
stage of maximum employment of labor until too late to render much 
help to the current situation. In fact, they might serve chiefly to 
give an additional stimulus to the next period of industrial prosperity 
at just the time when such a stimulus will do more harm than good. 
On the other hand, where projects are already under way, which are 
likely to take 5 or 10 years to complete, it may be possible to speed 
up the current rate of expenditure, or to retard it, without very 
seriously affecting the date of final completion and without seriously 
increasing current costs. 

2 .. AtELATIO~ OF PROJECTS TO AN ORGANIC PROGRAM 

Some projects stand by themselves to the extent that, if they. 
are carried out at any giyen time, the results will have value, while 
others are so organically related to a larger program that until the 
whole program is substanitally completed, the single works will have 
little value, or only a small part of the value 'which they are designed 
to have in the ultimate whole. On the whole, works which are ~ 
physically separate but functionally parts of an organic program 
may be carried out at varying times without seriously affecting the 

~ usefulness of the whole result. On the other hand, if they are carried 
out earlier than eontemplated, there is no (lirect sen"ice value gained 
as a result. Choice of projects for emergency programs must be 
made with the characteristics in view. 

3,--AMOUNT OF MAINTENANCE INVOLVED 

Projects mayor may not commit the community to burdens of 
future maintenance, and the long or short life of the works may 
determine whether the communitv is committed to such maintenance 
for a loIig or short period ahead: If it is a question of anticipating 

, future works, the cost is less if the maintenance expense is small. 

W
The type of program which aims merely to shift public-works ex- ; 
penditures from prosperous to depressed periods is best sen"ed by 

I anticipa,!ing projects which baye a low maintenance cost, especiaUy v-

I • f the program goes beyond the scope of grade A works. It is only,:': 
the type of program which aims at permanently enlarged public .. 
spending which would welcome additional works carrying a high 
maintenance cost for the future. 

\-

4./EFFECT ON PRIVATE EXPENDITURES 

• / Projects may involve a reduction in future priYate expenditures· 
Vthrough rendering a service which indiyiduals would othenvise haye le 

pay for. The well-established example of this is the public school, 
while libraries, free public clinics and similar services belong in the 
same class. Such services are often rendered free on the ground 
that they are necessary and that IDfI.ny persons, if required to pay for 

141661-35--5 
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them, could not get them at all, or could not get them on anything like 
an adequate scale; or public-works projects may stimulate additional 
privat~~~errdit~res 1Plili1lcpms-stimulate vu"('ation trips), or they 
may'call forth, and absorb into the public pocket future private 
expenditures which would otherwise go into the pockets of private 
individuals furnishing competing sen-ices for a price This is com
monly the case, directly or indirectly, with projects classed as self
liquidating, such as public housing programs. 

S./EFFECT OX PRI\-ATE CAPITAL OUTLAYS 

Projects mav tend to displace or to stimulate further capital invest
ment from priYate sources, as well as further current expenditures. 

6, PROPORTWX OF OrTL.-\ Y GOIXG TO DIRECT LABOR . 

Projects may differ in the proportion of expenditure going directly 
to the In.borers engaged on the work and employed directly by the 
agency which carries the work out. In this respect, however, differ-

• ences between broad classes of works appear to be rather moderate, at 
least within the limits of grade A works and in the absence of extra
ordinary measures limiting the use of machinery. The type of works 

~carried out under the Civil 'Yorks Administration has shown a much 
higher percentage of the funds going to direct labor-about 75 percen~. 

7. REL.-\TIOX TO FUTURE SELF-MAINTEXAXCE OF WORKERS 

The result of the work may be to afford future means for independ
·ently self-sustained labor. An example would be subsistence hom~
'steads, assistance given to "self-help organizations", and possibly, to 
a certain extent, the policy of employing workers in producing com
modities for the consumption of the workers themselves. W urks 
ordinarily classed as grade C may be of the highest social importance 
if they accomplish this end in a sound and useful way. 

C. Conclusions 

Judgment as to the clnssificntion of particular projects cannot be 
made by a general policy-forming body, but must be left to those 
acquainted with the character of the particular work making up the 
program. There will always remain the unavoidable difficulty that 
selection of projects for a comprehensive program must be made by 
those not so intimately acquainted with the character of particular 
works as are those actively engaged in the service of the very many 
separate departments whose needs have to be reconciled. The body 
which makes the first selection embodied in a recommended program 
should be of such a character as to be able to weigh the testimony to 
the depnrtmental agencies and to determine with good judgment in 
what respect their verdict should be taken as final fe. g., the date 
when shifting shoals require the relocation of a lighthouse) and in 
what respects their proposals may be cut without serious damage to 
the value of their services. The ultimate authority of legislative 
bodies necessarily remains, but the recommendations of a board 
should carry, in most cases, decisive weight by virtue of the character 
of the board and the evidence on which its findings are based. 



VI. VARIETIES OF TIMING POLICY 

A. The Contraction Side of Timing 

\.-/'An)' policy of spending more on public works in dull times than ip 
prosperous ones naturally presupposes tlUl.t during prosperous 
periods work will go on at less than the ayerage rate; and any such 
policy of the grade ,A type presupposes that during prosperous times 
work will go on at less than a long-term normal rate, in spite of the 
fact that these are the periods when funds are most plentiful and the 
natural tendency is to spend liberally. ~-\.dyocates of a planned pro
.am t herefore t~-pically propose machinery for the limiting of expendi
t\res in good times, although one Y!lI'iety of program would make' 
definite prm-i"ion for expansion only, leaving contraction to more 
automatic forces. 
, Definite provisions for limitation of outlays in good times com
monly hinge on the adoption of a 5~ or la-year program of work~, 
involving a budget of so much per ~-ear on the anrage, and a provision 
that a certain percentilge of this work shall be deferred, to be carried 
out either when some designated index shows a depressed condition 
or when such a condition is certified by the properly authorized 
body. Coupled with this is frequently the provision that appro
priations for the full a Yerage yearly program shall be made and part 
of the money remain unspent, with a further provision authorizing 
any necessary borrowing to make such authorization surely effective 
it would need to be res pry I'd out of the debt limit of the gon'rn
mental unit concerned. 

Some consider it hopeless to expect legislative bodies (which can
not be authoritatively bound by an~' such program) to remain within 
the limitations of such a schenH'. The political official is anxious to 0 
make a record of accomplishment for his administration, and to point I 
to as many public improvements as possible which have been curried 
~)Ut during his term of ~ffice. Thus, if_ there ar(' _~vailablefunds, ther:e • 
IS an almost m'erwhelmmg pressure toward the usmg of t110se funds for 
public works during a cl.lrrent administration and against postponing 
!wy of them for possible use. ill conjectural future emergencies. This 
is one of the strongest reasons for thinking that anticipation of public 
works is easier than postponement. It remains to be seen whether u'n 
administrative machinery can be set up which will be sufficiently 
devoted to a long-run timing program in the interest d reducing 
busiucss fluctuations, and sufficiently powerful in the who1e adminis
trath-e situation to oyercome this political obstade. Those who 
despair of overcoming it fall back on the proposal that work should 
be expanded in time of depression by means of comparatively short
term borrowing which would have to be quickly amortized, with the ,
expectation that the burden of amortization, carried in the budget in 
succeeding years, would automatically limit expenditures during 
these years. 

The first method, if practicable at all, seems appropriate to a 
g-rade A program limited to minor depressions. 'Major emergencies 
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will always exhaust any reserves which may be accumulated In 
this way. A glance at the relevant figures is quite convincing on 
this score. Few, if any, of the advocates of a timed program have· 
expressed the hope that more than 50 percent of the normal long-
.term budget of expenditures can be shifted from one year to another:
When expressed in those terms this amount of shifting does not· 
appear very large, but when.looked at in another way it appears so 
large as to be practically impossible of achievement and certainly 
a maximum representing ideal performance. It would mean that 
in a year of depression, following a prosperous year, public works 
expenditures would be expanded from 50 percent of the long-run 
normal to 150 percent; in other words, an expansion amounting to 
1 whole year's expenditures at the normal rate, or 200 percent 
of the minimum rate at which works were carried on during prol 
perity. In terms of the proportion of the total unnual dividen 
expended in this way, this would mean increasing the percenta~ 
from approximately 2 percent to approximately 6 percent.! 

In terms of employment, this would mean an expansion in the num
bers directly employed, in the g().neral range of magnitude represented 

~ by. 800,000, with a corresponding expansion of indirect employment 
on~materials and auxiliary services somewhat smaller than the expan
sion in direct employment.2 Added to this is the secondary effect 
resulting from the spending of the income by the persons who recei,e 
it, the amount of which during the first year may be roughly esti
mated at approximately three-fourths of the primary stimulus.2 

Thus we should have a total expansion amounting to possibly 7 per
cent of the national dividend, or possibly 2% millions of workers em
ployed, out of a total working population of between 45,000,000 and 
50,000,000. If the program lasted longer, the secondary effects, 
under favorable conditions, might be somewhat larger. 

When this is compared with the shrinkage of the national income 
and of employment during a major crisis, it becomes clearly evident 

" that it can only neutralize a fraction of the sluinkage. During the 
current crisis, actual employment has shrunk not less than 25 percen1 
not reckoning with the large amounts of part-time employment, whim 
the national dividend has shrunk by a much larger figure. If w~· 
took a 25 percent shrinkage of the national dividend as representing a 
major crisis, such a public works program would neutralize something 
between one-third and one-fourth of it. This is far from negligible 
and would be well worth a great deal of effort and expense if it could, 
be achieved. All that is argued here is that after a public works pro
gram of the grade A sort has done the utmost of which it is capable 
under the most favorable conditions conceivable, there still remains a 

\ great deal to be done, and the major part of the industrial shrinkage 
resulting from the more serious crises will remain to be dealt with in 
other ways. If such crises are to be met by continued expansion of 
public works, they must be met by going beyond the limits of any 

-1 accumulated reserves of works placed in a 5- or 10-year program and 
covered by advance appropriations. 

I Based on figures given by Wolman: Planning sud Control of Public Works, especially pp. 108-116; 
also on King's estimates of the total income of the United States. 

, See discussion of cumulative elfects of public expenditures in ch. IX. 
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B. The Expansion Side of Timing 

Here the vital question at issue is not merely how far but how 
~~Hl public works should, or canol b$~ade to expand during·a 

usmess recession. ObstflI/eles to qluck e'Xpansion are well known, 
iii du ding the legislativep.rn(;~dure of appropriation-making, or authof
izing bOITowhigandCiirrying it out,-ofselecting sites and acquiring 
land, of drafting and examining plans, receiving bids and letting con
tracts. Furthermore, on projects of considerable size, it frequently 
requires at least a considerable part of a year befoTe the preliminary 
stages of the work are out of the way and a stage IS reached where a 
large volume of employment can begin. There is frequently an 
interval of 3 months between the submission of budget estimates by' 
departments and the passage of the Budget. "'lwre bond issues are 
required, these may, as in the case of the New York State government, 
h,ave to be submitted to a popular referendum, involving a further 
dela)" although interim borrowing may be possible. W. N. Loucks 
has Itemized the steps involved in the starting of public improvements 
in the city of Philadelphia, with the time internls involved. As an 
e~.mple of his conclusions: 

"The usual or reasonable time required to complete the joint pro
cedure of authorizing a loan and authorizing and starting a project 
which has to be submitted to the art jury and which is to be paid for 
by that loan is about 218 days in the case of a councilmanic loan, and 
about 257 days in the case of an electoral loan. These reasonable 
times become' 1 90 and 229 days, respectively, for projects which need 
not be submitted to the art jury * * *. 

"The reasonable maximum time interval for the completion of the 
joint procedure of authorizing a loan and authorizing and starting a 
project which has to be submitted to the art jury and which is to be 
paid for by that loan is about 464 days in the case of a councilmanic 
loan and about 556 daYS in the case of an electoral loan. These 
maximum times become· 404 and 456 dfiYs, respectively, for projects 
which need not be submitted to the art jury. Such time inten-als 
would result only from a complete combination of unfavorable cir
cumstances at each of the stcps.~ 

One of the great difficulties consists in the confusion of separate 
local governing bodies which frequently exists (Chicago bemg the 
proverbial horrible example) and often prevents any concerted actiop 
on a uniform plan.' Even centralized purchasing agencies hardly 
exist in the large cities, and thus opportunity is lost for systematie 
planning in the field of purchasing or ordinary supplies, which con
tains possibilities for the same sort of scheduling as a timed Public 
Works p!.Qgram. Where Federal grants and lonns are part of the· 

f
rocedure, a further delay is involved for the scrutinizing of projects 
nd the carrying out of the various steps involved in the issuance of 
he subsidy. 

Aside from all the obstacles to prompt e;\.llansion arising from the 
~echanical nature of administrative machinery, one which is per- ~ 
haps equally basic is that arising from the attitude of locnl publi~ 
officials, which in turn is very lugely dictated by their responsi
bilities to local interests. The tendency is very strong for them to 
carry out public works as the need for these works is felt by their 

• William E. Loucks, The Stahilization of Employment in Philadelphia, 11121, pt. ill, pp. 150-151. 
• Despite this handicap, the development of the Chicago lake Iront plan indicates chat progress is possihle. 
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/constituents, and not to allow considerations of public policy with 
'respect to the business situation at large to enter into the question 
of timing theil activities. 

This attitude is not to be set down as a case of mere ignorance and 
inertia. It is probably more basic than that and more difficult to 
remove. It is probably a very fair expression of the actual interests 
of a single constituency in a single piece of public work to be carried 
out for the benefit of that constituency. Secondary effects on tne 
state of business activity in general are diffused widely over the 
country, with the result that if It particular community spends 
money, let us say, in 1935, which it would not otherwise spend in 
that year, for the sake of benefits to the general business situation, 
it will be spending money to benefit a large number of other com
munities, nnd it is very likely that eompnrntiYely little of this fenerul 
ibusiness benefit will actually remain in the particular community 
making the expenditure. That community will have the public 
works;!o show for the money, and possibly 110t very much in addi
tion. ;' It is only those officials whose responsibilities nre X ation-wide 
who nave a really effective interest in the timing cf public \vOl·ks fOI' 
the benefit of the condition of general business. Local officials must 
probably be reached, if they are to be reached at all, by definite ana 
tangible financial incentives, such as cheap loans or grants. And 
this, as we have just seen, adds one more element of delay to th'll 
pr()gram/ 
I Things can be done to speed up this process include ad ,'ance finan

chrl authorization, ad vance selection of projects im-olving preliminary 
examination of engineering features, advance surveys of those at all 
likely to be soon adopted, and possibly, in some cases, drawing up of 
plans and specifications in advance where projects are fairly certain 
to be carried out within, let us say, not more than 2 years in any case, 
and where there is little chance of changing technique or other 
changing conditions making it necessary to do the work over again .. ~ 
There are rather strict limitations on this last step in preparation. To / 
draw up blueprints and specifications for a sewage-disposal plant or 
a school building 3 years in advance would merely invite the necessity 
of throwing the work away and starting fresh. Nevertheless, the 
city of Cincinnati, under a city manager system of government, has 
been able to expand work rapidly in the current emergency, largely 
by virtue of an advance program, coupled with the carrying out in 
advance of a great deal of the engineering work. 

, With the best that can be done in these respects, new projects can
I not be gotten under way quickly on the arrival of a depression. 

}4
. Since some tillIe must elapse after the peak of prosperity is past before 

it can be certain that a recession is actually under way, it is all the 
ore impossible to catch such a movement in its enrly stages and 

check it before it gathers headway by the starting of new public works 
projects. 

One proposal, in the light of this difficulty, has been tha.t the rate 
.; of prosecution of projects already under way should be greatly speeded 

up. This would involve spending existing appropriations at a rate 
which would exhaust them before their tillIe was up and would, 
therefore, need to be accompanied by supplementary appropriations 
rapidly passed. The amount of additional work which can be 

''-.,.; 
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promptly secured by this means may be fI. material help, but it is 
likely to be rather narrowly limited. -

This proposal has been accompanied by·;the idea that even a rel'1;: 
tively small amount of additional expenditures, thrown in with suffi

....,cient promptness, might check the advance llf a depression and prevent 
v its cumulative effects from getting under way. This appears to be I 

a more than doubtful hope. It seems to imply that it is possible to 
maintain private busine~ activity at something very close to boom 
levels by a relatively small public expenditure thrown in at the right 
time. We have seen in chapter III that a cyclical depression usually 
results from a condition of over-expanded investment in private 
productive equipment, which means that, even if the total volume of 
consumers' demand were maintained by adding public to private \ 
spendin , private <iemand for further capital equipment,wou!<i fall 
off . the excess should disappear tli:reugh obsotescence or tne 

wth of normal demand, or both. ) The cumulative effects of this 
shrinkage might be countml1cted, so far as concerns total employ
ment, public and private both, by a sufficient volume of public spend
ing, continued during the interval until the. _ex~Els§_.9f e'Luipment 
disappears. This is likely to be at least 18 months in tnecase-olan 
aveRtgemild recession. Thus a prompt and small burst of public 
spending seems to have little chance for forestalling the progress of 
a recession by a reaction which removes the causes of the private 
shrinkage and restores strictly private activity to its boom level. 
Larger and longer continued expenditures seem necessary. 

Another difficulty with this program is the fact that it involves the; 
attempt to maintain business activity at a boom level which, for 
business as at present constituted, is supernormal and cannot be 
maintained. This does not mean that we must give up all hope of 
raising our level of productivity above past boom levels by utilizing 
the productive forces which still remain unused even at such times. 
But in order to do this, the proportions of things in our economic life 
need to be altered in ways which can only be worked out experimen
tally, and which go much deeper than an increase in public works or 
the prevention of a shrinkage in the construction industry as a whole. 
It becomes, among other things, a problem of altering the distribution! 
or incomes in such a way as to increase the proportion spent by 
consumers. 
'lt1rennanent standard of living at the level represented by any 
of our past booms would c~ll for a different d.istribut~on of efforts and 
elPenditures from that which actually prevailed dunng those booms. 
It is something we h~ve never experienced. .It is a paradox that. th~ 

;xiro.um consumptlOn we have ever attamed was only attamed " 
ma e were at the Same time diverting ~ore of our pr~duct!ve ". 
becausel8.11itaI equipment than we could pOSSIbly k~ep on dlvertm 
e\\OYt C uropse mdefinite.ely. Thus a pro~aI? .WhlC~ attempts. t~ 
for .$ ~ometh.ing closeroboom l~vels of actiVity, Wlt~out havllW c.; 
lD tadJ - I -~.. ...-t far-reaching problems of readJustment, IS 

I 
~ese ong-I1JD1P-'U 

. "'im 0 ·ror thaL very reason . 

. 

prob&*~under and more practicabl~ to allow that 'part oS I 
: I16n. which consists of expandea public works to W81t untn 
. the ~ activity is shown to be below that. somewhat vague ley-el 
~l~~d J5 normal. By this time the cumulative effects of depreSSIOn 
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will b.lunder way, tholi(h not the most serious ones arising from 
major crises. The program will then bear the burden of neutralizing 
these cumulative effects, but as we have seen, it is probably not 
possible to avoid this necessity in any case by merely forestalling them. 

In the period after a rtcession has begun and before activity has 
declined below normal, or before unemployment has increased to a 
point constituting a minor emergency, probably the most useful thing 
which could be done would be to put under way all those final prepara
tory measures for expansion which it is not practicable to keep coD-:. 
stantly up to date. The Public Works program should be in the 
condition of a peace time army with a standing force under armS; 
an organized national guard ready to be called to arms quickly, and 
plans for larger mobilization. What is suggested for this first move 
corresponds roughly to the mobilizing of the national guard, but 
without giving them their marching orders. Blueprints and speci
fications could be drawn up for projects which have been accepted 
as part of the 5- or lO-year program and which would be in line for 
execution as soon as a minor emergency should be established. Every
thing could be prepared for the inviting of bids and the issuing of 
contracts. If the downward movement should be halted without 
passing into the stage of even a mild depression the matter could 
stop there, and the additional work need not be carned out. In that 
case, some of the preparatory work might have to be done over again 
at a later date when the projects were actually executed, and this 
would involve some slight additional cost, but the gain in preparedness 
for prompt action would be well worth this minor risk. 

At the other extreme from the proposal to expand works immedi
ately at the beginning of a decline stands the view expressed by Prof. 
S. H. Slichter of Harvard that the most useful thing a public works 
,ProgTftll can attempt to do is to hasten and strengthen a revival 
'after a depression has reached its bottom.5 This rests on the judg
ment (a) that it is impossible to check a recession in the first stages, 
before its cumulative effects have come into play and (6) that these 
cumulath"e effects are too strong to be neutralized by any public 
works policy which it is practicable to put into effect. This proposal 
p1ea~~ the aban~onment of the attempt to use. public works as a 
stabilIzer of bllSIne~s. In fact, as appbe.d to mInor eyclical move
m~nts of comparatIvely: short dy~a.ti0!l' It would be very likely to. 

$centuate the fluctua~I~ms by Imtrutmg works which would • \. 
e stag~ of larg~ addl.tlOns to employment at just abou re.RCn 

when pI?-vate busm~ss Itself was expanding too rapidl tMthe tunf 
those mmor depressl<:ms cun ~e fairly well trusted to Y. .oreotrer 
and eventually end m a revl\-al of the eu t run theIr co ' 
aid of a public works policy. s omary sort, ~-ithou.\'u~ 

The real usefulness of such a program would . 
recession has reached unusually serious proporti~:e ~Jises where a 
far as to paralyze the normal resources of prl'vat las gone s() 

G . e recovery I h 
a case, . ~)'~er~ent sp.ending may be substantiall the ocl n suc 
left for lllltIatmg a revIval and avoidsrt· a dange y . dY means 
l d 1 · . . rous perlO of 
onge para YSIS. Thus, If Professor S lChter's view ad pr;r 
the P?licy of ~xpa~ded public works might best be e-::fi

e 
d °toPt~ 

occasIonal major cnses.· ne tue -, 
• 8. H. BUchter. The Economics of Public Works Amer Econ. n·v " ch 1M ' , . - ., ... ar ...... Pp. 174-18.5. 
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This carries implications as to the type of program suitable to such 
use. The grade A program, so far as it hinges on the postponement 
of projects embodied in a 5- or lO-year schedule, would be unsuitable, 
for reasons already pointed out. Projects of this grade cannot be 
held back as long as would be required. Future projects of this 
same grade might be anticipated, but the amount of work so fur .. 
nished would not be sufficient to handle such a ,ery serious situation 
as is presupposed by this type of program. Thus a grade B program 
would be necessary. The earlier stages of the depression should then 
be utilized for the preparatory work necessary to enable the grade B 
program to be put promptly into effect. 

On the whole, it does not seem wise to adopt this point of vie.lY ' 
unqualifiedly, nor, especially, to abandon ",ithout a determined 
trial the hope of reducing the seriousness of industrial fluctuations 
by an expansion of public works which does not wait until business 
is prostrate and unable of itself to initiate a recovery. An inter
mediate policY, or rather a combination of the two, seems the proper 
()ne to attempt. This means that the initial stage of a recession 
would be occupied with final preparatory measures for setting in 
motion the expansion side of a grade A policy, which should be put 
into effect as soon as business is definitely below normal. This 
might be so successful in reducing the minor fluctuations that they 
either would not constitute a serious burden, or could be handled 
by the help of stabilization policies carried out within the structure 
of private industry itself. This might be accomplished without 
exhausting the reserve powers of Government available for dealing 
with more serious emergencies when they might arise. 

When the grade A program is actually put into effect, preparatory 
work should be pushed to enable a larger program of the grade B 
sort to be put into effect promptly in case, despite the grade A 
program, recession should continue and reach the stage of a major 
~mergency. This, again, involves some work which might bear no 
fruits, and which might be wasted in case the major emergency 
did not actually appear, or did not appear for a number of years. 
This would not be a serious matter compared with the advantages 
resulting in the way of prompter action when the emergency does 

. tppear. It is analogous to military preparedness involving the 
J(drawing up of plans, most of which will never be used. 

C. Expansion Without Contraction; A Progressive Increase in Public 
Spending 

One view holds that the proper function of public works is not to 
furnish an intermittent stimulus when private activity- shrinks, fol
lowed by a corresponding shrinkage when private activity expands, 

l ~ut rather ~ absorb permanently an m,creased amount of the spend~~ 
;and prodUCIng power of the country IDOTder to correct an endunng 
tendency to maldistribution of effort. This view rests on a particular 
theory of economic dislocations which has already been briefly dis
<cussed (ch. IV). According to this theory the real source of stagna-
tion, or the more serious source, lies deeper than temporary bursts of 
expansion of capital facilities which llroceed in excess of current 
savings and are financed largely by credit expansion. This real source I 
'Of trouble is held to lie in a persistent tendency of savings to expand. 
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faster than industry can absorb them in useful fonus of capital 
equipment, consistent with a stable and healthy industrial develop
ment. As to this theory, it is almost certainly wrong in what it denies 
or tends to neglect, while in what it asserts it is probably at least 
partly right but cannot be proved with the evidence at present 
available. 

Temporary bursts of capital expansion do use credit inflation and 
go beyond the amount of current savings-so much appears reasonably 
certain. In fact, it is difficult to see how a rapid industrial expansion 
can come about without credit inflation in some form or other, though 
it is not healthy nor probably necessary that this credit inflation 
should flow wholly or mainly into expansion of industrial capital. 
The purchasing power to buy current production comes mainly from 
the incomes yielded by productiyc processes carried on in the imme
diate past. If this were th~ only source, rapid increase in production 
would be well-nigh impossible; and rapid increase in dollar volume of 
production would be quite impossible. To bring about rapid increase 
some further source of purchasing power is necessary. If the expan
sion is to be greater than the ratio of normal increase in the cir
culating medium, the further increased purchasing power requires 
either further credit expansion or a reduction in prices, but a reduc
tion in prices is likely to make trouble of a different sort. A slow 
downward tendency of prices is not inconsistent with industrial 
expansion, and is probably the healthiest condition for it, but a 
rapid decline in prices is a condition in the face of which business 
cannot expand, as it is now constituted. Hence a rapid expansion 
of industry seems to require an expansion of credit. 

But if there is to be, over a long period, an expansion of industry 
greater than the ratio of normal increase in the circulating medium, 
it can hardly be financed by an endless supernormal expansion of the 
credit machinery. It must rest on It more enduring basis such as 
would be furnished by a slow downward trend in the price level. This 
condition might be favored by eliminating, if possible, the concentrated 
bursts of expansion in capital equipment and the corresponding 
bursts of credit expansion. But this would still leave the problem
frankly unsolved at present-whether the normal flow of savings, 
even if not supplemented by credit expansion, furnishes more capital 
than industry knows at present how to absorb. Perhaps this question 
is too hypothetical to be particularly significant, since the" normal" 
flow of savings under these conditions would be different from the 
average flow under actual conditions. A more practical question 
might be whether the average flow, modified as it will presumably be 
in the future by periods of credit expansion and contraction, has a 
tendency to exceed the amount of useful investment our system can 
find for it. As already indicated, the probable answer is "yes", but 
evidence necessary to proof is not at present available. 

~ 
The most prominent proposal identified with this theory calls for 

an initial and very large expansion of public works as a means of 
getting out of the present depression, financed by inflationary borrow
ing, followed by a permanent enlargement of this type of public 
spending, financed by forms of taxation so levied that the additional 
revenue would come mainly out of savings and not out of income 
which would otherwise be spent for consumption. It is the latter 

\ phase of the program which is here in question. and the crux of this 
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is the possibility of raising large amounts of added revenue in the way 
proposed. 

FQ!: this purpose two types of taxation have been suggested, .one 
centering in more steer>ly progressive incom~. taxes, the .9ther ih 
an attempt to tax-savm~ directly. This latter proposal, in toe 
only form whlch the wnterIui's seen, appear complicated, inquisitorial 
and unworkable, leading to more and more difficult extensions in the 
attempt to stop the leaks, escapes and evasions which would inevi
tably spring up. As to the income tax proposal, it appears that when 

(

one starts with an income tax which is as highly progressive as the 
system in the United States at present, further large increases uy 
revenue cannot be obtained without making the additional burden~ 
regressive rather than progressive in their incidence. 

It is the individual income taxes which are in question; and a 
Federal program of the proposed sort could hardly be achieved 
without making it necessary to double the normal yield of this part 
of the Federal tax system by increases in the higher brackets, involv
ing only a slight decrease in consumption. In the very highest income 
brackets, it may be fair to asswne that practically all of the income 
beyond that covered by the next, lower brackets is saved. But 
the t.ax on these highest brackets could not be doubled, and any prac
ticable increase would yield relatively small revenue. If one proceeds 
to the more moderate income brackets-say from $10,000 to $100,000-
tax burdens could be very greatly increased and yield very sub
stantial added revenues, but it seems certain that only a minor part 
of this added revenue would come out of savings, and this becomes 
increasingly true the farther down one goes in the scale of incomes. 
And any part of such taxes which comes out of consumers' spendings 
would· have no effect in shifting the balance between consumers' 
'>pendings and savings, which is the purpose of the whole plan. 

Under these conditions, there appetlrs to be only one chance, if 
any, for raising the necessary revenue in the necessary way. It 
might be done if there were an enormous increase in the incomes out 
of ;,-hich the taxes would haye to come, an increase that would not 
merely wipe out the shrinkage that has taken place since 1929, but 
one that would raise incomes well abo\-e the predepression normal. 
The> part of the proposed program bearing on this is the first part
an emergency Public 'Yorks program much larger than the present 
one, and financed by expansionary borrowing. To achieye such 
results as are called for would require a program of not less than 10 
billions, coupled with secondary effects considerably larger than could 
be confidently expected. If the first part of the program failed, the 
second could not hope to succeed. . 

Thus it appears that the scope within which this proposal could be 
successful is confined within rather narrow limits. ,\Yithin these} 
limits, it might be useful, but its effect would appear to depend mor~ 
on making the revenue system more progressive in its incidence thaq 
on the particular forms of public spending to which the reYenues are 
devoted. There is no reason, from the standpoint of this theory, 
why it is any better to spend money on roads than on statistical 
research or health service, or any better to spend it on schools than 
on the salaries of teachers to carryon the work of education. 
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The crux of the problem, from this standpoint, appears to be a 
i matter of redistribution of incomes rather than of a particula~ form 
i of public spending. And the problem of redistribution of incomes is 
undoubtedly a broader one than can be adequately dealt with by 
methods of taxation alone. This appears to be a problem of national 
planning in the large, rather than a problem of public works in the 
limited and conventional sense, although it may involye spma perm~
nent expansion of public works and corresponding public consump
tion as over against private consumption, as one phase of it, which 
should be kept in proper proportion to the other phases. 

One feature of this proposal is thftt public funds should be spent o,!l 
non-self-liquidating works rather than self-liquidating ones, because 
the self-liquidating works compete with private industry in the mar
kets for the consumers' dollar and tend to ap:grcyate a condition the 
core of which consists in too large an amount of resources being de
voted to producing things to sell to consumers, compared with the 
flow of consumers' dollars available to buy the pr;)ducts. The propo
sal amounts to a large increase in frep public consumption not paid for 
iu the form of pl'~: This encounters the stubborn difficulty that 
the free consumption must be financed out of taxes, and the taxes 
must come out of the flow of production which passes through the 
markets and is paid for by prices. Thus, the base of taxation would 
be narrowed at the same time that the amount necessary would b.e 
increased. This fac t accen tua tes the difficulty already indica ted of 
raising large amounts of additional reyenue in ways which would not 
defeat the purpose of the proposal. 

The limit on the percentage of our total national diyidend which 
can go in the form of taxes without materially hllndicapping and re
ducing the volume of private business is admittedly an indefinite 
and elastic one. But it appears fairly certain that the percentages 
which have been reached in England and France, for example, since 
the World \Yar, han passed that limit, while the present percentage 
burdens in this country are probably within sight of it. Thus, it 
does not appear wise to count on any large or radical improvements in 
our industrial system from a permanent increase in public spending, 
financed by taxes. 



V II. LIM I TAT ION SON A L T E R I N G NAT U R A L TIM IN G 
OF PUBLIC WORKS 

A. General Limitations 

VVe h~ve already seen that certain types of public works must be 
carried out when they are "ripe", while others are more elastic as 
to the time when they can be carried out. Some of the particular 
elements limiting the policy of timing have been indicated. The 
precise amount of shifting that is possible within a grade A program 
is elastic, depending on the degree to which the people are willing 
to submit to a postponement of desirable projects, or to bear the 
interest charges of constructing them ahead of the natural time. 
Students of the problem have frequently taken as a rule of thumb 
the assumption that one-half of the work in a grade A program could 
be either postponed or advanced for a year or two. Needless to say, 
no actual experiences have gone that far, and therefore there is no 
experimental basis for testing this rule of thumb. Careful exami
nation of the specific projects in such a grade A program, carried out 
by engineers and others familiar ,,,-ith the problems involved in each 
particular field, and with an understanding view of the desirabili,ty 
of adjusting the timing, so far as possible-even at some cost
would yield a useful check on rough general estimates. Such a 
study has not been made, and the )"ule of thumb may be judged to 
be an optimistic estimate of the "possibilities. 

Another possibility, not resting on changes in the time when proj
ects are undertaken, consists of altering the speed at which current 
projects are carried out. Here also there is a presumption that changes 
would involve some cost, because th(' naturlll speed is presumably an 
economical one/ Projects are naturally carried out as rapidly as may 
be, to reduce interest during construction, up to the point at which 
costs would be increased by crowding an undue amount of labor on the 
working front, or by the necessity of rapidly building up a working 
organization which must be quickly disbanded again, or of investing 
in large amounts of mechanical equipment which will not be needed 
long enough to justify their cost. There are undoubtedly cases in' 
which very large projects, such as waterway channel improvements, 
are carried on more slowly than would be economical, owing to limited 
funds available, combined with the polic~" of distributing the expendi
ture of these funds over different States and districts. For such 
projects, speeding up would mean economy. 

Another limitation, which would sometimes be important, consists 
in the limited available labor supply or available supply of materieJs-' 
of a particular sort and in a particular locality where construction work I 
may not ha\"e fallen off as much as business in general. This condition 
is likely to occur chiefly in mild, rather than in severe, depressions. 
In a major crisis there .would be no shortage of labor or materials. 
\....--On the other hand, it is u,rged that construction carried on in times 

of dull business can be done more cheaply, owing to lower wages, 
lower costs of materials, possible lower interest charges, the willing
ness of workers to work harder, and of contractors to accept narrower 

71 
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margins on their bids. Attempts have been made to measure changes 
in construction costs, which indicate some lowering during general 
business depressions, although the amount appears very slight. The 
possible savings are probably greater than the indexes show, inasmuch 
as the indexes do not measure the last two sources of savings. And 
so far as wages are measured by union rates, the deflation of wages is 
undoubtedly underestimated. On the other hand, a large program of 

'

Government works is morally certaitlto stiffen the resistance of these 
elements of cost to the normal forces of deflation. Thus, while a 
private enterprise, such as the Dennison Co., may be justified in its 
conviction that it gets construction materially cheaper by doing it in 
dvIl times, it is probable that business in general would not be able 
to get the same saving if it followed the same plan, and morally certain 
that Government could not get it. Thus, the net effect of a program 
of concentrating public works in times of dull business might actually 
be an increase in costs, because the program would probably tend to 
prevent any considerable deflation of wage and material costs, while 
~till incurring the additional costs which are involved in carrying out 

/
public works projects at an unnatural time or at an unnatural rate 
of speed. That is, this would be true unless something were done 
to prevent it. 

To combat this tendency to higher costs would require concerted 
o negotiations and arrangements in which the construction industrils 

would make concessions of a definite amount in return for additional 
employment at a time when there is unusued capacity of labor and 
construction equipment. It is an interesting coincidence that the 
day on which President Roosevelt signed the housing bill (June 28, 
1934) was also marked by the announcement by the Kational Retail 
Lumber Dealers Association of price reductions of approximately 
10 percent on lumber and building materials. The reports available 
do not state how this price reduction was brought about. But it 
seems evident that not only the commodities covered by this one asso
ciation, but many other elements of cost need to be deflated if the 
housing program is to be thoroughly successful in achieving its end. 
This proposition may have very far-reaching implications. 

Deflation mmt be brought about. One method would be to 
break the power to resist deflation, which seems now to reside in trade 
organizations, systems of price leadership, etc., and restore a more 
thoroughly competitiYC situation. Howewr, for other purposes, such 
as those of the K ational Recovery Administration, there may be a 
continuing need for organizations in the construction industries which 
are sufficiently powerful to control competition, induding competition 

L.Hf" prices. One ob\'ious corollary is Gonrnnwnt ('ontrol of prices, but 
of this is not a thing to be lightly entered into. It may be, howeyer, 

that such organizations as already exist may be used for purposes 
of bringing together representati\'es of thp trades, who may then 
be induced to make reductions in prices by agreement without goiJlg 
to the length of setting up permanent agencies for price control in 
general. ::\ aturally, such arrangements would be very difficult to 

~
ring about. If successful, they could greatly increase not only the 

.. l economy but the general usefulness of a Public Works program as a 
I timulus to private industrial recovery. They would avoid the 

:\ (ery real danger of the bidding up of costs by a Government program 
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lto a point at which they act as a deterrent to the resumption of 
iprivate construction at a time when a stimulus rather than a deterrent 
i is needed. 

B. Political and Administrative Difficulties 

The greater part of public works in this country is carried out by 
States and localities, and the difficulty of bringing about concerted 
action on any uniform policy is obvious. Even if localities are willing r 
to cooperate, many of them, in bad times, are unable to collect their , 
regular taxes, and their credit is in no condition to stand the burden 
of large additional borrowings. Even where their credit is essentially 
sound, statutory debt limits may stand in the way. As we have 
already seen, the regular procedures for the undertaking of public 
works are time-consuming and cumbersome. The most available 
weapon for bringing about concerted action is financial help from a 
central authority, but this adds more necessary procedure to be gone 
through which may bring still further delay. 

The conclusion is that the success of any timing policy is abso-~ 
lutely dependent upon preparatory measures which will take as many 
as possible of these steps in advance, and leave the actual starti~g 
of work dependent, so far as may be, upon a ruther simple adminis-t 
strative procedure. This would naturally start with an administra
tive determination of the existence of a previously defined degree of 
need, carrying with it the decision to set in motion financial measures 
already available and engineering plans already either completed or 
carried some stages toward completion. For meeting major emerg
encies, the credit of the Federal Government seems to be the only 
reliable source of funds; and one of the vital needs is the preparation 
of arrangements with the States and localities whereby the Federal 
Government should not only be prepared to grant this credit, but 
the States and localities should be prepared to accept it and use it. 
Since this preparatory work would cost them something, they may 
need to be induced to do it by some continuing financial assistance 
to the preparatory work of the State and local planning organizations 
which would need to be set up. 

While, by spring of 1935, 45 of the States had State planning 
boards, these boards for the most part had relatively limited budgets. 
The members are largely unpaid, technical assistance has been 
financed by the National Planning Board and subsequently the 
National Resources Board, and actual studies conducted under these 
boards have been largely financed by Civil Works Administration 
and subsequently by F. E. R. ~-\.. funds or as relief work. City, 
county, and regional planning 1 is in a nry similar situation. Out 
of 739 city planning boards reporting to the X ational Planning 
Board in 1934, 57 percent had no funds for the current year, while 
80 percent had less than $1,000. On the other hand, 200 State, 
regional, and local planning boards made use of relief workers, 
employing 10,300, with applications invoh·ing several thousand more 
were pending as of May 15, 1934.2 This is only a small part of the 
total volume of relief work employed on Federal, State, and local 

1 The :\ew England Regional Planning Commi."ion and tbe Pacific Xorthwe.,t Re~ional Planning 
Commission are furnisbed with technical staffs by the :\ational Resources Board, which also finances 
office expenl'Cs. Uni\-ersilies and certain public groups ha,e cooperated snd loaned equipment and per· 
sonnellD limited amount~. 

2 Eleventb circular letter of the :\ational PlanI!ing Board, pp. 4, 9. 
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surveys and statistical projects. The total number of white collar 
workers so employed was estimated at approximately 150,000 in 1934. 

Thus, in general, it may be said that most of the States and loeali. 
ties which have introduced planning had not in 1934 assumed the 
financial burden it involves. Reports to the National Resources 
Board early in 1935 show a tendency, however, toward increases in 
funds available. 

The question remains whether in better times they will be willing 
to assume the burden. In such times the monev will be easier to 
find, but the need will be less obviously urgent. The natural course 
of actionin this matter is to wait and see if a realization of the impor
tance of this work will not induce States and localities to give it ade
quate financing. Naturnlly, if Federal financing is offered it will 
be relied on. If the States and localities will not bear the burden of 
their own accord, the Federal Government has a sufficient interest 
in the matter to justify it in taking the load, so far as that may be 
necessary. But that is a matter in which it is wise policy to go 
extremely slowly, not merely from the standpoint of saving dollars 
for the Federal Budget, but from the standpoint of conditions neces
sary to the effectiveness of the program. 

It is essential to whole-hearted State and local support of planning 
measures that the States and localities should feel that these are 
their measures and not merely something which they are doing 
because Washington wants them to do it. Once the feeling is estab
lished that, in furthering the ends of planning, State and local bodies 
are merely giving Washington something it wants and is willing to 
pay for, a condition will be established under which it will be almost 
hopeless to expect any but perfunctory performance. Washington 
has an interest in State and local planning, but its successful promo
tion depends on the development of State and local interest also. 



VIII. PREPARATORY MEASURES 

The nature of the preparatory mensuJ'es nerded hinges on the 
character and objectiyes c.f the planning which they are to seryt-. 
If the sole objectives are those associated with physical or rrgional 
planning as ordinarily conceiYed, preparatory measures will (rnter 
upon seeing that projects are chosen such as will fit into an organi
cally consistent and maturely considered program. From this stand
point, deliberateness of procedure is rather an adyantage than other
wise, and the result of planning from this standpoint might be to 
increase the number of bodies through whose :,cnttiny projects must 
pass, and so actuully increa!'e the obstacles to any quick enlargement 
of the progrum, at least if it goes heyond the ~('ope of projects already 
passed upon. This might he illustrated by the most recent proposed 
Massachusetts planning law. 

If such a plan contemplates a steady rnte of expenditure as an 
objective to be seriously strin'n for, and not merely followed when 
convenient, certain further measures are called for. Public revenues 
will not automatically proyide for the requirements of a stabilized 
spending program; some way of making possible stabilized spending 
is necessary if a regular program of public works is to be carried 
out. This is not, of course, merely a matter concerning public works 
only, but should be regarded as a part of a comprehensive program 
for making possible stability in public expenses and public services 
in the face of fluctuating revenues. ~leasures of this sort have 
already received serious study.l Proposals to this end include 
measures for greater stabilization of revenues, the accumulation of 
fiscal reserves and borrowing. ,-As to the accumulation of fisc~l 
reserves in times when revenues are ample, it appears: First, that 
the principle is sound if the raserves are wiselv handled; second, 
that methods of investing the reserves and realizmg on them require 
much thought; and third, that this method alone cannot ~ompletely 
stabilize the flow of funds available for current expenses. ,; In addi- .... 
tion, it appears that any prcgram of effective stabilization must 
necessarily contemplate temporary borrowing when revenues are not 
sufficient to meet expenditures under the stabilized program. 

It is worth noting that the problem of maintaining outlays for I 

current services is more difficult than that of maintaining public . 
capital expenditures, and is not less important. Borrowing for i 

durable public works is an accepted procedure of "sound financ~", 
whereas borrowing for current expenses represents an unbalanced state 
of the budget which is regarded as unsound, though admitt~dly 
sometimes necessary. More recently, different ideas have been sug- \.. 
gesred as to what constitutes budget balancing, among them being 
the idea of balancing the budget over a term of approximately 3 years, 
or over the term of a business cycle, rather than over a single year. 
It is being urged that an implacable determination to balance the 
budget at all costs during every separate year is not good public 

1 A special report on these matters has been prepared by J. W. Sundelson and appears as an appendix 
to this document. 

7.'; 
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finance. As for borrowing, it has already been noted that advance 
authori25ation may be necessary for prompt action, while localities may 
require some system of elastic debt limits. Some of the problems 
involved in elastic debt limits will be briefly discussed in chapter XI. 

\ 
Is it possible, with the help of such preparatory measures, to insure 

the possibility of stabilized expenditures? The answer is probably 
that it is never possible to predict with absolute confidence what will 
happen in the face of one of those major emergencies, always unique 
and unprecedented in some respect or other, and therefore never com
pletely predictable, which may intervene to upset the working of any 
plan, no matter how thoroughly laid. So far as concerns the ordinary 
requirements imposed by the minor fluctuations of business over a 
shorter business cycle, the problem is relatively easy. These short 
business cycles ordinarily involve no very substantial fluctuations in 
public re,-enues, and such fluctuation as there is can be easily taken 
care of. On the other hand, merely to maintain a stabilized budget 
of expenditures through a major crisis might be too much of a strain 
for existing fiscal machinery, even with improvements which are now 
being recommended. 

r' AS~l1general principle, it may be laid down that stabilization of 
at least the essential current services comes first in importance, and 
expansion of public works in time of depression comes second. One is 
tempted to put this in more absolute form and say that, until stabiliza-
tion of essential current services is provided for, no attempt should be 
made to expand public works in dull times. But such a hard and fast 
formulation encounters the difficulty just mentioned; namely, that 
no one cun be sure whether existing provisions are or are not sufficient 
to stabilize expenditures through a major crisis of the future, whose 
seriousness and special characteristics cannot be foreseen. Thus, all 
that it is possible to lay down is that, before undertaking programs of 
expanding public works in times of depression, there should be sufficient 
provision made for the maintenance of regular current governmental 
services to afford a reasonably adequate prospect of success in meeting 
any but the most unusual and most serious strains. 

Such provisions for stabilized spending would not afford a positive 
remedy for depressions, but would at least avoid making them wors'e 
by adding the effects of shrinking public outlays to those of shrinking 
private eA-penditures. It would be a distinct improvement over the 
existing system and would represent a benefit not to be despised. 
Furthermore, unless stability in general current expenditures of 
government is first achieyed, there is little or no point in talking of 
remedying depressions by increasing expenditures on public works. 
To spend more money and to take on additional workers in one 
section of the budget, while cutting appropriations heuyily and laying 
off employees whose salaries come in another section of the budget, 
seems a strange and inconsistent method either of increasing employ
ment or of bringing about a desirable total amount of expenditures. 
It amounts to keeping the desire for economy and the desire for 
increaSEd s}:('l:ding in thought-tight compartments and attempting 
to satisfy both nt once. -There are, df"C6urse, reasons for such a policy 
which are 1:ot so completely senseless as this characterization indicates, 
and the whole matter will be discussed at greater length elsewhere 
(chapter XI). 
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If means have already been provided whereby expenses can be 
stabilized, let us say, during a moderate depression, then it may be 
in order to think about a further step and to plan for increasing those 
types of expenditures which can most properly be concentrated in 
particular years for reasons of general public policy. The very facts 
which make public works the most appropriate things to expand, if 
there is to be expansion and not contraction, constitute reasons why 
~urrent expenses are not the most appropriate thing to contract, 
if there is to be contraction and not expansion. If shortage of rev
€nues absolutely requires a contraction, then from the standpoint of 
making the best use of the community's money (and not from the 
standpoint of fiscal formulas and rituals) we should by all means 
postpone the construction of public works of minor urgency, which 
~l1n be built a year or two later with no great loss, rather than cut 
down on services of education, health, and police, which cannot be 
made up at all. 

Public works, then, are the logical things to expand if'there is to be 
expansion, but not otherwise. If fiscal conditions make an expansion 
of total spendings quite impossible, then essential current services 
should be maintained, and fiscal means should be devised which 
would make this possible. If fiscal resources of States and localities 
make a shrinkage of their expenditures imperative, while the Federal 
Government has credit resources which it can use for an expansion, 
means should be found to maintain the essential current services of 
the States and localities, even if this involves unorthodox forms of 
Federal aid. And if all devices fail to ward off the necessity of a 
shrinkage in total expenditures on behalf of States and localities, it 
is still undesirable that this shrinkage should fall in concentrated 
form on current services, while public works are expanded. 

In terms of the real strain put upon the finances, the various possible I 
programs stand in the following order, starting with the one involving i 

the least strain. First, stabilizing current expenditures in a mild 
depression and avoiding a shrinkage in public-works expenditures. 
S~cond, stabilizing current expenditures during a mild depression 
while putting into effect a supplementary public-works expenditur'e 
already laid out in an elastic program of the grade A type. Third, 
stabilizing total expenditures, both of current services and public 
works, during a major depression. Fourth, increasing total expendi
tures during a major depression. Thus it is harder to maintain a sta
bilized budget during a major depression than to finance a moderate 
.expansion during a minor depression, in terms of the real strain put 
upon the total financial resources of the community. . 

However, in terms of orthodox canons of fiscal practice, it may be 
easier to expand public works in a major depression, while allowing 
current services to shrink, than to maintain current ·services under 
such conditions, s~mply because orthodox canons of fiscal practice 
approve of borrowmg for permanent works and do not approve of it 

.
--

for current services, even though the permanent works are not of II 
revenue-yielding sort and do not afford any better security for the 
loans than any other form of wise and judicious expenditure. It\ 
appears that the orthodox canons of fiscal practice are in need of / 
modification in the light of the underlying economic realities, in order 
to make ~ossible the most useful distribution of expenditures during 
emergenCIes. 
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The conception of -maintaining essential current services,"Or of... 
maintaining the level of expenditures on these services, may need 
some more precise definition in cases where the levels of prices and. 
wages are changing. 'When these changes are no greater than they 
usually are in mild business cycles, governmental salary scales do not 
change, and the maintenance of service and maintenance of expendi
tures for that service remain substantially identical. But when there 
are larger changes in prices and wage scales, then some further adjust
ments mav be called for. 

First, s~laries may be reduced in the same proportion as the reduc
tion in the general -price level, with the result that services are main
tained and what we may call real expenditures, as distinct frOIh 
money expenditures, are also maintained. Second, salaries may be cut 
more severely, while maintaining the same amount of public em
ployment in terms of numbers of employees and time worked. Thus, 
real expenditures may be reduced somewhat, while maintaining the 
volume of services. This may, in some cases, be regarded as a neces
sary evil. Third, economies may be made, such as the consolidation 
of departments and bureaus, or other economies which permit tIle 
maintenance of service ",-ith a reduction in the total amount of 
employee time. This is, of course, in the long run, not an evil at all, 
although in terms of the stimulative effects of increased spending 
during a depression, its value is a minus quantity. Fourth, less essen
tial services may be curtailed. This also may be a neC"eSsilry evil, and 
is, even more than the third policy, a negative quantity from the 
standpoint of the stimulative effects of increased public spending 
during a depression. _ Fifth, some of the most highly essential services 
may be curtailed. This- is undesirable on all possible grounds and is 
justifiable only if the fiscal emergency is such as to threaten a genuine 
collapse of the public credit, with resulting bad effects on the possi
bility of industrial revival. 

Assuming that provision has been made for the maLn.tenance <4-
current sen-ices, so far as the uncertainties of the future permit, it 
becomes proper and desirable to plan for the expansion of public 
works in times of depression. For this purpose, further measures of 
preparedness will be necessary. Beginning with the schedule of 
approved projects, it will need to be differentiated so as to mark off 
certain projects for postponement in good times and prosecution in 
dull times, and in addition at least a first reserve should be set up 
consisting of projects not approved for the grade A program but 
coming first in line if a larger program is to be followed. Advance 
engineering work must be done, so far as practicable. Advance 
acquisition of land will be useful where not too costly and will remove 
the uncertainty that attends the emergency procedure of entering 
upon land by condemnation and starting ' .... ork before the price to be 
paid for the land has been determined. Actual appropriation of 
funds, not to be spent until the emergency arises, and corresponding 
borrowing authorizations, would also help to clear the way of obstacles. 
Last, but not least, comes the administrative procedure for determin
ing the need for expanding spendings. Here a certain dilemma exists 
between the need for an objective standard, such as would be fur
nished by a perfect business index, and the fact that no single index 
can furnish an infallible and all-sufficient guide to such a policy. 
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Among the types of indexes which might be used are a general 
business index, a construction index, and an unemployment index. 
Fu-rthermore, since conditions vary so widely in different parts of the 
countrv, local indexes would be needed for the guidance of local units 
of government, or of the Federol Government if and when it grants 
funds to stimulate local public works. 
~,The typical general business index is weak in that it combines a 
medley of physical and financial quantities, and may not give a clear 
picture of underlying conditions in terms of anyone criterion. The 
employment index has at least the ad,'antage that there is no doubt 
as to what it is trying to measure, aud the quality of such indices is 
improving to an extent which affords hope that they may soon be relia
ble enough to be depended on for such a purpose. An index of gener9-1 
employment may be the most important single guide to the need 
for increased public spending and public employment, but it should 
never be used "without incidental reference to the state of activity 
find employment in the construction industries which would have to 
do the work and receive the funds. Local conditions might cause 
unemployment at the same time that construction activity was above 
normal, locally. In such a ense, increased local public works would 
hardly be appropriate. On the other hand, a Nation-wide depression, 
both in general business and in construction, might justify carrying 
out some public works in localities which were relatively unaffected. 
In such a case, financial support would naturally come from the 
Federal Government and employment could not appropriately be 
confined to workers in the locality in which the works were carried on. 
Such considerations as these argue the need for elasticity and judgment 
in the use of indices. 

How far the development of special indices should be carried is a 
matter which cannot be properly determined in advance, but must be 
left to be handled by the governmental bodies which have the respon
sibility for determining when indust:-inl conditions arB guch as to call 
for emergency expenditures. As to the general character of these 
governmental bodies, it is gradually taking shape, with variations 
from case to case which can best be left to work themselves out, by 
the test of experience, under local conditions. Until recently, the 
preparation of State and local projects to take advantage of Federal 
loans and grants necessarily proceeded, in the main, without the bene
fit of advance planning. The State and local planning organizations 
are mainly concerned with outlining the needs of the communities, 
and, among other things, drawing" up llrograms of desirable public 
works for the future, though their studIes range over a broader field 
than this. In the public works field, they are not directly concerned 
with the administrative questions of providing for a future flexible 
program of public works, to be expanded when private business falls 
off, and vice versa. This feature of the system remains to be worked 
out and may call for the setting up of a different type of body, or the 
giving of new functions to existing officials directly concerned with 
the administration of public works. The corresponding Federal body 
in the public works field may need to be of a somewhat different char
acter from State and local bodies for the reason that it will be concerned 
to a larger extent with allotment of funds to States and localities and 
so will be farther removed from the actual prosecution of the work. 
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• EXPENDITURES 

A. Indirect Primary Employment and Production 

The employment created by public works has been classified as 
follows: 

1. Primary: (a) Direct, employment of workers on the spot in 
/' carrying out the work; (b) indirect, employment in produc: 

ing materials and delivering them to the site of the work 
and in other services contributing to the work. 

2. Secondary: Employment resulting from the expenditures of 
all those among whom the original public outlays are di: 
'dded as income. This includes wage earners and receivers 
of rent, interest, and profits, since a given dollar of public 
works expenditures goes to all those varieties of ultimate 
recipients. 

As a rough rule of thumb it may be laid down that, under ordinary 
working conditions, the amount of indirect prin~y_emploY!llent is 
__ "pout e~~j;g the amourit; of diie~t primary-employment. How
Jwer, where the volume of direct -enlploYIllcnt is delilierately sv.-ollen 
by reducing the use of machinery, this rntio would no longer hold, 
and the volume of indirect employment would naturally be less than 
the direct employment. 

As to the amount of the construction dollar which goes to labor, 
the well-nigh universal estimate made by students of this problem is 
80 percent. In fact, the uniformity' with which this estimate is fol
lowed is so striking as to create a suspicion that some original esti
!llate has been repeated by many "Titers without independent check
mg. The present \\Titer has made some rather rough calculations, 
indicating a range between 70 and 83 percent, 70 percent represent
ing prosperous conditions when profits are liberal and 83 percent rep
resent~g conditi~ms when construction companies as a whole wet~ 
reportmg no net lllcome at all,1 These percentages are based on the 
figures of total labor income reported, in .K ational Income, 1920-32 2 

and thus includes salaries as well as wages. The amount going us 
profits to the construction enterprises seems to hu.ve varied between 
about 17 percent in 1929-.and nothing in 1932, while 30 to 41 percent 
goes into the form of labor income in construction and the remain
der goes for the production of materials and for all the incidental 
outside services which contribute to the process and here to be paid 
for ultimately. 

Probably less than half of tIllS remainder goes to plants engaged in 
the actual manufacture of construction materials and equipment, 
the rest going to extractive industries, transportation, public utilities, 
mercantile, legal, and financiel services. The Federal Employment 
Stabilization Board estimated that in 1929 there were 703,300 persons 

1 The Bureau o( Public Roads in a study entitled "Where tbe Highway Dollar Goes", February 1932, 
states that nearer 85 percent tban 75 perceut is traceable ultimately to labor. It seems probable that the 
general construction figures would be lower than the figure (or roads. ~ 

• Prepared by the National Bureau o( Economic Research, (or the Bureau o( Foreign and Dome.~tic 
Commerce. The study was made by Dr. Simon Kuznete. 

80 
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employed in 20,569 plants engaged in the production of construction 
materials and equipment. (Based on 1929 Census of Manufactures.) 
For the same year the study of National Income, 1929-32, estimated 
that 1,528,000 workers were actually engaged in construction indus
tries. In interpreting this figure one must take into account the fact 
that there are large volumes of construction carried on by industries 
on their own account which do not figure in the reports of the indus
tries engaged in construction as such. Thus, the estimates for the 
total volume of construction contained in an unpublished study of 
the production of durable goods, made by Simon Kuznets, are ap
proxima tely twice as large as the corresponding figures for the 
construction industries proper contained in the study of ~ ational 
Income, 1929-32, made by the same investigator. Thus the total 
number of workers engaged in construction of all sorts mllst be esti
mated to be very much larger than the figure of 1,528,000, and it is the 
larger figure which has to be compared with the figure of 703,300 
persons employed in the production of construction materials and 
equipment. Thus it is clear in any case that the volume of employ- '" 
ment in the actual manufacture of construction materials is much 
smaller than the amount of direct employment on the site of construc
tion work. If the figure given hy the Federal Employment Stabiliza
tion Board were as comprehensiYe an estimate as the others, it would 
argue that it takes four men directly employed to furnish work for one 
man in the actual manufacture of materials. However, the estimate 
of employment in materials-manufacturing is undoubtedly less com
prehensive than the other figures. One may conclude that this portion V 
of the indirect employment falls somewhere between o.ne-fourth and IV 
one-half of the direct employment.-- . 

""TIiewriter has roughly estimated what becomes of the money spent 
for materials and indirect services, using the estimates of National 
Income, 1929-32, and assuming that the money is distriQuted among 
the groups labeled: Mining, electric power and gas, manufacturing, 
transportation, communication, and miscellaneous, in the tables 
presented in that study, On this basis the following results were 
obtained: 

IndIrect primary employmellt 

1929 19,12 

Assumed 
normal 

results r,C 
1 hillion 
dollars 

I 
expended --____________________ ---1-_-

Gross income of ronstruction industry (millionsl-. _ ----- __ -- ____ ------ _I $6.9i1 $1, iOO I I $1,000 
Workers employed, direct (thousands) ______________________ :__________ 1.538 673 I 370 
Labor income, direct (millionsL _______________________________________ 

1 
~2,52O $689

1 

'-100 
Labor income (direct percentofgro,.;)__________________________________ :JS.B 40.5 40 
Gross per workeL _____________________________________________________ ' $4,560 $2,820 $2,702 
La~or income per worker, di~ect: ______________________________________ I $1,730 $1, 023 ~1, e51 
Estimated profit o(constructlOn IOdustry ___ . _________________________ 1 ~1, 184 :-'one $100 
Estimated gross gOing to matRrials and indirert seri,-ces_ _ _ _ _ _ __ __ _ __ _ _ _ $3,157 $1,011 $500 
Estimated indirect workers (thousands) ________________________________ 1 1,600 640 I 311 

. Estimated labor incomes, indirect (millions) __ . _. __ _____ _ _ __ ___ _ ______ _ $2,240 $i20 , $355 
Estimated indirect labor incomes (percent o( indirect gross) ___________ -: 70.7 71. 21· n 
Labor !ncome, direct and indirect (millions) ____________________________ ! $4,860 $1,409 $i35 
Labormcome (percent o(gross) ______________________ ._________________ 70 S3 7;'.5 
Workersemployed,directandindirect (tbou-<;ands) ____________________ 1 3,128 1,313) 681 

1 Arbitrary. 

NOTE -First 6 lines from national income, 1929-32; seventh line, estimated (figures not segregated in 
natiOnal income, 1929-32); rest of table, estimated on basis indicated in text. . 
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'3! The conclusion is that under ordinary conditions indirect employ-
. ment is somewhat less than direct (not twice as great, as the firs"t 
estimates used by the Public Works Administration assumed). In 
1932 it required a gross expenditure of $2,820 to give direct employ
ment to 1 worker for 1 year. Conditions imposed by the codes might 
raise this figure a trifle-let us say, to $3,000. The actual amount 
so far expended under the Public Works Administration program, on 
what seemed to be the most typical projects, is clearly less than this 
amount per worker employed.3 This leads to the natural conclusion 
that the pro\-i-:ionc, for minimizing the use of machinery have increased 
the amount of dil't'Ct 1:, hor and correspondingly reduced the proportion 
of indirect labor to (~ir('('t. One may roughly estimate that, under 

. these conditions, indirect employment is not more than three-fourths 
of direct, and might possibly be as low as two-thirds. The figures on 
which this statement is based are the estimates of actual expenditures 
made by the Division of Economics and Statistics of the Public Works 
Administration covering work done through April 1934. 

Different types of work covered by these estimates differ radically. 
For railroads, $88,470,974 furnished 58,067 man-months of direct 
employment, or at the rate of $18,688 per man-year. This large 
amount clearly means that most of the employment furnished by this 
expenditure was indirect. On other non-Federal projects, $16,706,99] 
furnished 112,950 man-months of employment, or at the rate of $1,776 
per man-year. This total is complicated by the fact that not quite 
all of the funds were furnished by the Federal Government. Some 
localities accepted Federal grants, but raised their own loans. There
fore this figure does not represent the full cost of this' amount of em
ployment. For Federal projects, $279,788,281 furnished 1,684,169 
man-months of employment, or at the rate of $1,992 per year. This is 
probably the most representative figure, but even this remains doubt-. 
ful because it presumably does not include the amount which would 
ultimately go as profits to contractors when the jobs were completed. 
Probably $2,300-$2,400 would better represent the final cost. On 
relief high\vays, $6,680,655 furnished 127,326 man-months of direct 
employment, or at the rate of $630 per man-year. This represents 
not only low wages for the workers directly employed but also a very 
low percentage of indirect employment. Under the Civil Works 
Administration, approximately three-fourths of the total outlays have 
been reported as going to direct labor, at wage rates which appear to 
have varied from $15 to $12 per week, approximately. This would 
represent, very roughly, a total expenditure of $800-$900 per man
year of full and continuous employment. The indirect employment 
would be only a small fraction of the direct, and the precise amount 
cannot be estimated, owing to the fact that materials were furnished 
by other agencies than the Federal Government. In the Civilian 
Conservation Corps, the cost per man was about $1,000 per year, of 
which $30 a month went as wages and the remainder covered subsist
ence as well as materials. Thus, the proportion of direct to indirect 
employment varies widely according to the class of work. However, 
the total amount of primary employment (direct and indirect) fur
nished by $1,000,000 spent on public works is fairly uniform, except 
for undertakings in the class of work-relief where wages are much 
lower than on regular public works. 

, It should be kept in mind that this pulllication was prepared in the summer of 193i. 
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Anotner difficulty arises from the fact that some of the outlay,., 
including part of what is ultimately traced to labor, goes into depre
ciation and other reserves, which will ultimately result in expenditures. 
for replacement of equipment or for other purposes, but possibly only 
after a considerable length of time. Kormall}', the amount which 
one company is putting into these resen'es is matched by replacement. 
expenditures and similar outlays which other companies are making. 
During a depression, surh expenditures are below normal while the 
policy of discouraging the use of machinery naturally tends toward 
a low rate of actual expenditures for maintenance and replarement. 
The conclusion is that some of the indirect employment reprf'sented 
in the above figures is likely to be postponed for a considerable lengil 
of time. 

B. Secondary Effects: The Problem , 
The problem of secondary employment or secondary volume of i 

expenditures is far more difficult and conjfiturfl,l. A fair estimate 
can be made of the number of workers wlio s are in the original dollar 
spent for public works, and no statistical c"idcnce is needed to pro,'e 
that whatever part of that dollar the workers do not get, someone, 
else does. But the problem of secondary effects is almost entirely a i 

matter of conjecture and deductiw theorizing. One basic reason for 
believing that secondary effects exist is the fact that business cyeles 
exist, since the way in which the business cyrIe gathers momentum 
in its swings seem to afford fairly convinring eyidenre that an original 
expansion or contraction of expenditures has produced secondary 
efl'ects retuming on itself timc aftcr time and multiplying its own 

• effects in the process. 
Such general corroboration can neYer be regarded as absolute 

,proof, since the nature of the original impulse can never be isolated ' 
with absolute certainty of demonstration. There is one historicaJ./' 
instance in which the ofl.ginal impUlse seems to be'mtlf',,<'en"definea) 
name!Y;'the eifuc't on the United States of the war purchases of th~ 
Allies during our period of neutrality. Here these war purchases' 
were apparently the decisive force which lifted the American economy 
between 1914 and 191G from a state of mild depression to the highest 
level of physical and financial production which it had ewr attained. 
Th~ ,.main point for our present pmp03es is that the increase in ol,!r 
do'mestie production was consid£'rably greater, even 'on Ii J?hisical 
b~~_.0an.the YOfume ?fforeimpurchases whic!l presumably It caned 
forth. It-n;posslble, we DIBY conclude, for a gIven cause to produce 
a:ii"'clieet considerably larger than itself. 

It is also significant to not<', as a possible necessary condition, 
the fact that in 1915-16, the l..'nited States was building large amounts 
of additional plant caparity in the industries serving the production 
of munitions. If we had already possessed sufficient plant cilpacity 
to meet in full the demands of the Allies, it would seem that the 
same volume of foreign purchases would not have produced as large 
an effect as it did. Whether it would have produced an efi'ect larger 
than itself, if there had been no plant expansion in this countrv, is 
an interesting question on which it seems hopeless to get conchisive 
evidence from statistics, 

It s~eID:s, t~en, that w~ have a certain aI!lOUllt of rather general eyi- \ 
\dence mdicatmg that an mcrease of expenditures may haye cumulatl~e 
'effects. The general behavior of business cycles affords further evi-
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dence that these effects do not go on forever. There are obvious 
reasons why production cannot expand to infinity in any given busi
ness boom, because it becomes physically impossible to expand produc
tion that far, while the necessary expansion of credit would reach a 
limit a great deal sooner. 

But why do ('xpansions often stop short of these limits? It is not 
quite ,,0 obvious why a contraction of industry does not go on until 
everyone is unemployed-or rather, until the existing system of 
private bll~in(~, pntl'rprise, working under the scheme of prices, 
profits, and 1o: .'~'''. : ),.:<'s all its power of employml'nt. "'e know that I 
it has never yet lo~t r.J that power, and, in ordinary depressions, sel 
dom loses as much as 20 pNCl'nt of it. These general facts suggest; 
(1) That economic expansions and contractions have cumulative 
effects; and (2) that thl'se cumulative efi'l'cts tend either to exhaust 
themselvl's after going a certain distanee or to give rise to counter-
acting forces. But why and how? . 

The Governml'nt spends a dollar. Those who get the money spend 
it again, and those who get it from them spend it once more, in an 
endless series. '''lW, then, would it not be possible, as Mr. Kahn of 
Cambridge has suggested with regard to an hypothetical limiting case, 
to employ one man on road-making and tllPreby give secondary em
ployment to all the rest of the population? If it required, on the aver
age, a month for the money spent in employing this one man to be 
spent again and for this increased spending to bring about increased 
income in the hands of others who will in turn spend it, then in the 
first month there 'would be spent 1 month's wages plus material 
costs, etc.; in the second month, two; in the third month, three; an,d 
so on.4 Then the hiring of one road worker could absorb 2,000,00_0 
unemployed, or any other number. 

But (as Mr. Kahn did not trouble to point out, rightly regarding the 
entire case as fantastic) to absorb 2,000,000 unemployed in this way 
would take 2,000,000 months, or 166,666 years, during which tiIDe 
the Government must be financing the employment of this one road 
worker (and his descendents to 5,000 generations) by strictly infla
tionary financial methods, borrowing funds for the purpose which 
industry would not other'wise use, and continuing to borrow in excess 
of the budget of interest and debt repayments, by just the amount of 
the expenditures on account of tlus one worker. 

When one considers the question of interest and repayments in con
nection with such an inflationary spending policy, it becomes clearly 
out of the question to project any estimate of its inflationary effect 
beyond, let us say, lO years. And when one considers the condition 
that the funds borrowed by Government must be funds which would 
not otherwise be used by private industry, it becomes rather irrelevant 
to project the estimate of future stimulative effects beyond, let us say, 
the next industrial revival, which may come in 2 -or 3 years. 

It may be because this theoretical endless increase does not seem 
to correspond with experiencp thut students of the subject have 
constructed theories of endlessly dwindling impulses, whose t.otal 
effect does not go beyond a finite sum and is substantially reached in 
a comparatively short time. The leading exponent of a theory 01 

• This l-month period is arbitrary. In the Jater discussion 2 months is taken as being more conservative. 
Neither figure is identical with the period of turnover involved in either the "exchange velocity" or the 
"circuit velocity" of money, being rather the time required to transmit an increase in circuit velocity. 
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this sort is Profcssor Keynes.s There are, in fact, two main theoretical 
approaches to _this problem: Onet~a;se~ Upon a series of s~ccessive 
receiptsartd ·spendmgs of mC'Oiiie, III whIch not all of the Illcreas~d 
receipts are spent. The other is based upon the approach via the 
,olume of the cirulating medium and its "income-velocity" of cir
culation. These two approaches will be taken up in the two succeed
ing sections. 

The two theories appear to yield different results. However, one 
may be sure that if each of them is regarded merely as a method of 
approach to the problem and is followed out as such until all of the 
complicating and conditioning factors are taken account of, results 
obtained by sound use of the two methods cannot well disagree, since 
each will ultimatelv huye to take account of the facts and forces 
considered by the" other. The disagreement in the preliminary 
formulations of these two theories is the result of the employment in 
e3('h case I)f simplified assumptions which do not do full justice to 
the complexity of the facts; and especially the result of assuming that 
certain conditioning factors remain constant when these factors 
.-actuallv yarv. This difference between the two formulations is not 
. necessarily Ii contradiction, and by comparing the two a better idea j 
may be obtained of the results which are actually to be expected. I 

V c. S:condary Effects: the Successive-Spendings Approach 

This approach is built upon the assumption that, out of an original 
dollar spent by Government in ways which involve a net addition to 
the total spendings of the community, only a certain part is respent by 
the recipient in ways which go to increase industrial actiyity within 
that same community. Of that fraction, only a fraction is spent 
again in the third cycle, and so on. If the fraction remained the 
same through these successive cycles (as it presumably would not do) 
then the result of the original spending by Government would be an 
endless series of iurther spendings, dwindling in size in such a way that 
the total sum to infinity would be a definite and finite quantity. 
:For example, if only one-half of the dollar were so respent the'first 
time, one-fourth the second time, and so on, then the total seCOndary, 
effect arising from an original expenditure of $1 would be limited to 1 
additional dollar, the great part of which, would be realized by the 
time the money had circulated from consumer to producer and back, 
to consumer four or five times.6 The total effect, then, would be· 
twice the amount of the original expenditure, which would then, tQ 
use Profe!)sor Keynes' and Mr. Kahn's. terminology, be increased 

,by a iirnltipliefoTtwo. Iftwo-thiiasof the dOllar were respent each 
cycTe;'11reu the tolru effect would be $3 and the multiplier would be 3. 
If three-fourths were respent eaeh time, the multiplier would be 4 and 
so on. This is graphically expressed in chart 1 . 

• See J. M. Keynes: The Means to Prosperity, London, 1933. See also R. F. Kahn: The Relation 
of Home Investment to Unemployment, Economic Journal. June 1931; Public Works and Inflation, 
Jour. Amer. Statistical Assn., March 1933. See also M. Mitnitzksy in Social Research, May 1934. 
Studies have been made within narrowly limiting assumptions by W. N. Loucks and Frank O. Dickinson. 
See Loucks, The Stabilization of Employment in Philadelphia, Philadelphia, 1931, pp. 161 t!., especially 
p. 166; and Dickinson. Public Construction and Cyclical Unemployment, Annals, Sup., September 
1928. Mr. Loucks is dealing with et!ects in Philadelphia of local works only; hence the dit!used et!ects 
on bUSiness outside Pbiladelphia constitute a very large leakage, and others are ignored. Dickinson 
deals with the et!ects of the spending of wages only, for the tlrst secondary cycle only, on the assumption that 
they all go to manufacturing industries (these being the only ones with suitable pay·roU statistics). 
Neither of these two methods is appropriate to a comprehensive study. 

• In spMking of the money as Circulating, one is using a convenient ftgnre of speech. No literal money 
needs to move through all these stagesr What is thereby upressed is the pr~ whereby the e1Iect of an 
increased Bow of money at one point is transmitted, causing an lDcreased lIow at anotber point. 
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No such mechanical formula can do justice to the many variable 
conditions affecting the problem. In the first .place, the only kind O! 
expenditures which can workin this cumii1atlve way are inflationaz;x 
expenditures, those which represent a clear addition to the flow and 
not a mere transfer of spending from one person to another, such as 
happens when the Government spends the taxpayer's money which 
the taxpayer would otherwise have spent himself. When large 

J
amounts of money are raised, it is never possible to be sure they 
represent a clear addition of this sort. If Government borrows the 
money, someone lends it, and that someone may have less to spend .. 
If the borrowings come partly out of credit inflation or out of savings 
which would otherwise stand idle, then just that part of the expendi-

Jures can have an expansive effect on industry. ,. 
In a depression, it may be quite easy at. first to raise all the funds 

in an inflationary way, but as expansion proceeds, conditions change, 
and ultimately the limits on inflationary public borrowing make theni

i selves felt. At this point, if not before, further expenditures cease 
i to have any effect in the way of cumulative expansionl In addition 
i to this limitation there is a more obvious one arising from the fact 
that inflationary expenditures can go on forever without defeating 
their own end by so weakening the credit of the Government as to 
depress industrial activity by the resulting loss of confidence on the 
part of business men. The question which of these limitations will 
become effective first, depends on conditions. Thus if a policy of 
inflationary spending starts on a huge scale from a starting point in 
which credit is already none too strong, the weakening of credit and i 
confidence might set the effective limit on the policy. Ordinarily ,/' 
however, it appears that other factors would set a limit before this\ 
point of credit exhaustion was reached. \ 

There may be cases where the spending of $1 brings about the 
spC'nding, not of 1 nor of part of 1, but of 2 or more, in the second or 
third cycles. t~his happens when the demand for goods calls forth 
a stillla~er demand-for durable means of production, which is also -
:fiii'ailced ni an- inflationary way. However, in time of depression, 
there is little chance of expenditures acting in this fashion. 

ApLjl.tte.mpt to estimate these secondary efferts quantitatively' 
bjJKis method hinges on three main questions. First, how much of 
the expenditure on public works is inflationary? Second, how long i; 
the cycle from the spending of increased money mcOlTIe by an ulti
mate recipient to the next resulting spending of increased income by 
the next .ultimate recipient? Thir_~l. how great are th~ I)\h,~.!l'$esi'l 
representmg uses of thiS money Wnlch do not, or do not II me lately, 
result in a stimulus to the actual volume of production? • 
/ As to the first question, it may fairly be assumed that, in a strongLY 

.lmarked depression, funds spent for public works will be borrowed, 
and the borrowings will not take capital which would otherwise be 
used by industry.7 At such a time, more savings are being offere.d
than industry can find use for:\ Later, as already pointed out, this 
may not be the case when inMstry revives. Thus borrowings which 
the Government may carry out in November may conceivably not 
begin to limit the effective supply of industrial capital until the follow-

1 1. Dr. Carl Landauer, who has been studying the experience of Germany in financing public works, 
concludes that in that country the public borrowings ulDized funds which would not otherwise have been 
used by private bUSiness. Statement in paw read at meeting of econometric Society, Berkeley, lune 
1934. 
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ing August, or even later. If, however, the Government has taken 
all of the unused lending capacity of the credit system, then industry 
will not find any available to furtush a basis for the activities of nvival, 
when revival is ready to take placeJ Some observers think that the 
-credit system is in approximately tHis condition at present, and that, 
lthe possibility of a spontaneous private revival has thus been forestalled I 
! and prevented by the Government's efforts. This does not seem to be \ 
itrue at present, as the banks have large surplus reserves; but th~ 
1 possibility is something to be closely watched, and represents a condi-
tion to be guarded against. If this condition is once reached, public 
spendings not only can have no further cumulative effects of a second-

~
ry sort, but no stimulative effects at all, primary or seCOndary~ 

(T~ ~onclus~on is, then thll;t expenditures financed by borrowing ma j 
.be'StmlUlatlve to substantIally the full amount spent, so long as tli 

. i borrowing stops materially short of the unused capacity of the credi. 
\ system.) 

In c6'mputing the net increase in public spending due to public 
works, there is one offset to be deducted, resulting from the fact that, 
by increasing the volume of employment, Government avoids the 
necessity of paying a certain amount for relief. Even those who are 
not receiving relief from the Government may be receiving help from 
other private organizations or individuals or are living on their own 
reserves, and some of this private relief must be classed for our pur
poses as inflationary (reducing unused savings or increasing debts). 
The total amount of all of this cannot be exactly estimated, but 
an allowance of 25 percent of public works expenditures, representing 
relief of one sort or another which is made unnecessary, would seem to 
be a fair one. 

The average relief payment per family as reported by the Federal 
Emergency Relief Administration in November 1933, was $18.22 per 
family per month. 8 The average percentage of expenditures repre
senting avoidance of relief may be very roughly estimated at 30 per
cent for Civil Works Administration expenditures, 10 to 15 percent 
for Public ~ orks Administration, 10 to 20 percent for Civil Con
servation Corps, and possibly 5 to 10 percent for the diffused second
ary expenditures resulting from these various primary ones. We 
may assume, then, that something like three-fourths of every dollar 
spent on public works at such Ii time represents a real added fiscal 
burden, beyond what would othenvise be assumed. But if the relief 
expenditures would also have had to be financed by borrowing, then 
they would also have had a stimulative effect upon business which 
would be very nearly identical in amount and character with the 
stimulative effe-ct re~ulting from public works expenditures them-

1

"" 
selves. Thus the important thing is the total amount of e:x-penditures . ',,_ 
financed by expansionary borro\\ing rather than the amount spent·. 
in anyone particular way. 

As to the period of circulation, it may be assumed that wages are I 
spent, for the most part, within a week, and begin to result in in- i 

creased wage payments to other workers in a fairly short period. ! 
Interest and dividend payments may be received, on the average, 1 
about 2 months after they are earned, but are slower in being spent. \1 
On this basis it would seem that an average cycle of 2 months would ;\-< 
be a conservative estimate. This is a much shorter cycle than the 1 

t See article by O«trude Springer In Survey Graphic, May 1934, p. 2411. 
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cycle representing the average period of the flow of purchasing 
power from ultimate income recipient to ultimate income recipient 
as expressed in the Qr.~ui1 Y~l!>.citY-.()r·"1t income velocity" of money' j 
This velocity has been estimated at approximately 1.6 per year by 
Prof. James W. Angel1,9 On this basis we should haye a cvcle of 
7% months, on the average, for money to flow from a consumer 
through all the exchanges im'olyed in producing the goods he buys, 
and to get back to an ultimate consumer again. However, thi~ 
velocity does not remain constant at 1.6 per year, and there is conol 
yiucing eyidence that it increases greatly with industrial revi,'al and 
falls with industrial depression. In that case, an average yelocit)t 
of 1.6 may be entirely consistent with a speeding up of business, 
such as would result from the transmission of the effect of an increase 
in incomes at a rate of six cycles per year. ~\ fairly moderate in-' 
crease in the total velocity of circulation of all means of payment, 
in response to the pressure created by the situation resulting from 
increased public spending, could easily take care of the requirements 
of the increased volume of business resulting. Thus it appears 
permissible to take provisionally a 2-month period to represent the 
time required for increased income to result in a secondary increase. 

To avoid a misunderstanding which may result from comparisons 
between the figure of 6 cycles of secondary effects per year with 1.6 per 
year (the circuit velocity of money) it should be emphasized that the 
two are not quantities of the same order. The 6 cycles per year do 
not represent the velocity of circulation of anything, but rather the 
speed with which an increased velocity is transmitted through the 
economic system. To illustrate by a physical analogy, suppose the 
production of a commodity diyided into 15 stages, each requiring 3 
days, while 12 days' reserve supply of materials or intermediate 
products is on hand at each stage in addition to goods in process. 
Then there will be 776 months' supply on reserve or in process in the 
whole system, and the average series velocity will be 1.6 per year. But 
it would take only 45 days for a unit of material to move through the 
series if it were not kept waiting in the reserve stocks. And, what is to 
the present purpose, if there were a sudden increase of demand for the 
final product (and if there were spare plant capacity at each stage) 
the speeding up of output could be transmitted back from stage to 
stage through the whole series, not in 7;~ months but very possibly in 
7}6 days; indeed there is no physical impossibility in its happening in 
77~ hours. This speed of transmission bears essentially the same rela
tionship to the 7%-month period as does the 2-month cycle assumed in 
drawing chart 2. ~ 
Il Finally, as to the "leakages." One leakage consists of amounts 
. "§pent for imported goo"t'k ea::::rn ~fr. Loucks' study wi.th reference to 
, the city of Philadelphia, all purchases from outside Philadelphia came 
in this class, and this represented a major part of all expenditures and 
constituted the dominant factor in his analysis, causing the secondary 
effects to shrink with extreme rapidity. For a country like the United' 

I 
States, ~ percent seems sufficient to deduct for this factor, under \ 
ordinary conditions of our foreign trade balance. 

\ 'See "Money, Prices and Production," QuaT. Jour. of ECOD., No,ember 1Q33, p. 75, lootnote. Prof. 
Alvin H. Hansen considers this figure too low for normal times, but possibly approximately correct lor 
times of depression. The discrepancy between tbe two estimates may hin~e on the inclusion or exclusion 
of savings deposits. Professor Pigou, in The Theory of L:nemployment. has made an estimate of 3. Cf. 
A. H. Hansen, The Flow of Purchasing Power, in Economic Reconstruction, pp. 211-212, footnote. 

10 See discussions by Keynes, Kahn, and Loucks, already referred to. 
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Another leakage consists of savings which are not used to stimulatel 
production other than what is already accounted for in the estimate). 
now being made. In a time of depression, it may fairly be assumed' 
that an addition to current savings would have no effect at all in stini
ulating actual expenditures for capital purposes, for the reason already. 
given. Furthermore, for this purpose" savings" includes the repay~~ 
ment of debts by persons who have been living on credit resources of 
one sort or another. lAnd when these resources have been heavily 
strained, the incentive to get back to a normal footing is so strong 
that it seems likely that an abnormally large percentage of increased 
income will go into savings of this sort. Twenty to 25 percent may be 
estimated as the leakage on this nCCOUD t, and even this itay be too low 
in an extreme depression like the present. There may also be other 
deflationary uses of funds, such as liquidating standing inventories and 
replenishing weakened resenes. On the whole, a total leakage of 
about 3~Y~ercent seems reasonable. There is, of course, the proba
bility tna the percentage of leakage will dE'crease as industrial co[l
ditions gro better, as individuals have less urgent need to get out of 
pressing debt, and as those with available savings find more opportu
nity to invest them in such ways thn t they will actually be spen t for pro
ductive equipment) And it has already been noted that at the same 
time these same conditions that reduce the leakages also make it more 
difficult to raise money for public expenditures in genuinely infla
tionary ways. Thus, in a stage of early revival, instead of 75 cents 
out of every dollar spent representing actual inflation, only 50 cents 
may be of this character, while instead of a leakage of 33X percent, 
the leakage may be reduced to 20 percent. The result would be to 
change the shape of the curve of secondary effects, reducing the first 
installment from 50 cents to 40 cents, but ,\ith less d"indling there
after. 

In treating savings as a leakage, under conditions of heavy depres- , 
sion, it is not necessarily implied that all of the savings made at such a 
time arc(:ompletely idle. Some may be used in financing the increased 
production indicated, leakage being defined as a use of funds which does 
not increase production beyond what has already been accounted for 
in the formula. Underlying this is the idea that this amount of pro
ductive expansion will take place whether it utilizes these savings or 
not, but that the sa,ings do not act as an originating cause of any 
further increase in activity. This question will be taken up more fully 
later. 

Another factor which might be treated as a leakage, but may per-I 
haps better be handled separately, is the amount of this added pur- r 
chasing power which is absorbed in increasing prices rather than' 
increasing the volume of production and real incomes. On this point 
it may suffice to say that, if a public-works program is so handled as 
to result in a material increase in prices, it will largely defeat its own 
purpose, expecially so far as it may increase the prices which go into 
costs of construction. The formulas and charts ill this chapter refer 
to dollar volume of production. 

Another conjectural factor is the effect of the program on private I 
capital expenditures. Conceivably it might either increase them or 
diminish them. The increased demand for consumption goods migh't 
cause producers to make capital outlays which they would not other
wise make, though in a depression they would hardly expand their 
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plants largely. On the other hand the very fact that the increase in 
consumers' expenditures is known to be due to public spending, on a 
basis which is certain to be temporary, may mean that private pro
ducers will not make capital outlays as readily as they would make 
them in response to the same amount of increased demand if it came 
from private sources. They are more likely to wait to see what hap
pens when the Government spending falls "Off. Moreover, if the 
public-works program results in bidding up the costs of construction, 

lit may actually prevent or retard private construction or private 
capital outlays which would otherwise have been made. If this 

,..happens on any con'liderable scale, it may completely neutralize the 
secondary effects of the public expenditures, or even more than neu

I tralize them. TlW§l .. the secondary and tertiary effects may be ex
I treglely great ()r may be nothing at ali, depending on conditions which 
! canno1hereduced to It formula. 
I Another limit upon the secondary expansive effect of public spend-

j·ng may consist in the fact that the funds taken from the credit 
ystem by the governmental outlays, while they were not needed at the 

, ime by private industr.v, may come to be needed later when private 
,ndustry e:\-pawls. "nen this happens, the expansion may be 

. limited by the previous drafts which the Government has made up OIl 

the reselTe lending power of the credit system. 
Another more general and intangible limiting factor consists in 

the fear of unchecked inflation, which may cause businessmen to be 
unduly timid about expansions which they might otherwise undei·· 
take. This rna:\! not be a logical reaction to the prospect of inflation, 
since business men might be able to secure expansion of productive 
facilities l1t a lower money cost if they carried it out before inflation 
rather than after. But logic probably has companttively little to do 
with the actual reactions of businessmen when faced with a prospect 
of a generally disturbing charac-ffr, and such a prospect is likely to 
have an actually retarding effectJ 

If these latter disturbing conditions are ignored and we go on the 
assUmption of a 2-month cvcle and a 33J~ percent leakage, the second
ary effects of increased Government expenditures can be calculated 
WIth exactness, as indicated in the accompanying charts. In char(I 
the series of rectangles of diminishing height represents the successive 
Recondary expenditures resulting from an original expenditure by 
Government, which is represented by the first of these rectangles. 
The expenditure is assumed to be of a kind representing a true net 

~
expansion, or else only the. expansionary portion should be considered. 

he total area of all these rectangles is finite and is equal to three 
times th(> area of the first rectangle, indicating that an original 
expenditure is follow(>d by s(>condary pffpcts totaling twice as much, 
hnd is thus ultimately multiplied by 3. This is the ratio of 

/ which Keynes speaks us the "multiplier", representing the expansive 
: power of expenditures of this sort. It \"ill be noted that the greater,' 
, part of this multiplier is realized during the first year. i 
• If public expenditures go on in this way indefinitely, then the ulti-

mate total expansive effect realized during a given 2-month period 
would be represented by the original expenditure made during that 
period, plus the first installment of the secondary effect of the last 
previous original expenditure, plus the second installment of the 
secondary effect of the one before that, and so on. Thus it ·will be 
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f a series cof the same character as the series representing 
the sum 0 've p,jfects of a single public expenditure. If the factors 
the s;tccdesSl -p6tant, the two series would be identical in amount, both 
remallle C~to three times the original expenditure, and the same 
being; e~ua~pearjng in two forms. Thus the total effect of spending 
multlp~l9"dollars every 2 months would ultimately amount to an. 
a miWin the national income of $UJOO,OOO every 2 months. This [ 
inQ(d happen only if the e.XJ)enditures were continued at .8. unifOrm) 

/ ... u;tf:Land maintained tMir expansionary character while the leakag"es 
/ remained constant. Actually, these factors would be certain to vary 

and hence the ultimate effect would not be exactly the same as the' 

CHART I 
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FIRST YEAR --0· ..... 1·- SECOND YEAR 
Assumption: Leakage=Y.., multiplier=3. 
181 represents original expendHure; other areas represent secondary effects. 
At left, successive effects of one expenditure. 

iV 
V\ 

At right, simultanaous effect oflong-continued serips of uniform expenditures, leakage remaining constant. 
On this condition the two areas are equal, each three times the original expenditure. 

total effect resulting from the first expenditure, but it would be built 
up in the same way, consisting of one installment of original expendi
ture, plus the first installment of the secondary effect; of a previous 
installment of original expenditure, and so on. 

The total effect is represented in chart II, which shows not merely 
the dwindling successive effects of each original expenditure, but also 
the building up of the total effect as these expenditures continue, 
assuming the governing factors to remain constant. On this basis 
the effect of iiicr~ased' Government expenditures at the rate of 
$1,000,000 a month would be, during the first year, $12,000,000 of 
primary expenditures and approximately $13,000,000 of secondary 
expenditures, after which the secondary expenditures would rapidly 
approach $24,000,000 a year as a limit. If the tendency to rising 
prices were successfully combated, this would mean a very substantial 
stimulus to industry. 

141661--35--7 
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FIRST YEAR SECOND YEAR -'- THIRD YEAR T 

Units of JlXll8Ilditure, at left; 1 ~presents $9'~.OOO. !It' $1.000.000 minus relief expenditure avoided. 
181 representsinflatioll8rY portlo=irnment olltlays. 
Q~er spaces ~epresmt ~Il\l~ of , _. v, BJl'll_ (!!ot aepara~d beyond first periOd of S~Olld year). 
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'ven the cases coming back to various governmental bodies from 
lcrease in business would neutralize a material fraction of the 
·l outlay-possibly as much as 25 cents out of the original dollar 

4 dding to this the amount of relief outlays avoided would 
total reduction in the net cost to Government up to an 
')se general range of magnitude may be indicated by a 

) 50 percent (Kahn estimates 50 percent). This is under 
'Lable conditions and hinges on a sJ].bstantially complete 
'cice. in£la.tion. This stimulus to-business lasts only as 

vernment continues going into debt to make these I 
'lditures. When these expenditures cea.~e the effectt 

;dly, if the original percentage of leakage continues' 

ltat conditions governing the leakages remainA, 
,,>' 19th of time, is as already noted, unrealistic,J-
"\~v"O~ 'come more liberal, people will tend to spend v 

}<o 0"C c,0"\.nes, thus reducing the amount of the leakage. I' 
~ .<~. c,o~o:~.1 to revive, the past leakages will come back into ! 

1r. .;;>~ 'bl $"C~:¢r for the Government to find, and acquire by 
Q-Ol>'~"" "'o..o..'l! 0~me time, this creates a condition in which it will 

.~ &>.... ~Q<II 0 ~ .... ~ch would otherwise remain !dle~ These stim,!la-
_ 0 ~61'V&-i' .~. ,(~dlt~re w?uld become more difficult to make wlth-
,,[) "10. ~ cu ~~ncy inflation. 

07'>0619,; &>Q; '~ W?~t!t. (\()lls~d.ecing- the reasons for thinking that th! 
.) '1&> o.{ <5> r :tdlie gteater ill the early stages. and less at later sta~es. 
,;;> 0;>& ~ j tas suggested,. when unemployed workers first get a JOQ, 
~~ ,/1) 01 -......;.:fCurred· debts or have back taxes to pay, and all they car 

,~ q their increased income is. likely to go int.()_'p'~yipg9.ff._s1Jc~ 
'us the leakage at first might well be over one-nalf of the . 
~me, instead of one-third, only aecreasm-g---wnentne 

ing debts are paid and some degree of confidence estab-
"'e~rv~_)y~l!l(L!is~-w?re ~owl.r. at first ~nd the~ more 

~r stages. If tIle woilKers were KeenIYIiIiVetO wnit 
)h"bttCworks came to an end without establishing 
~,hey might continue to save much the same abnor-
: their increased income. Such an attitude is 

;al. Nevertheless, a more conservative estimate of 
1p to the point where substantial private recovery 

-ight be based on leakage of 50 percent, in WhiCh~' 
nth of increased Government spending would 
',r, $12,000,000 of primary and slightly over \ 
T expenditures. Afterward, the percentage of :' 
tbly decrease. It is in. te. res. ting to note that] 
;derations in mind, has est.im.ated~ the leakage 

". one-third, in a-paper delivered after the 
1ently made the same estimate. 

assumed in drawing this chart are, of 
will be worth while to note how much 
'nstants are used. . Chart III shows a 

might result if the period of circu
, shorter or longer than 2 months, 
;s than one-third. In this chart, 
3umed in chart II, while the other 
e conditions. The shaded area 
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covers what appears to be the most probable range within which 
results are likely to fall during the first year. It is drawn or 
assumption that the leakage will be greater at first and thw 
decrease. 

As for the other governing factors arising from the state r 

ing or decreasing confidence which have already been 
i they naturally cannot be reduced to quantitative terms. 
these factors almost anything might happen after the £i, 
therefore the uncertainty of the results becomes ~r 
Therefore this shaded area is not carried beyond the e' 

CHART III 

FIRST YEAR SEC ON 
Samples of curves possible under Joynes-Kahn method, with different eonsta 
Line OA shows secondary effects, 2-month cycle, leakage ~, multiplier, 3. 
Line OB shows secondary effects, I-month cycle, leakage ~, multiplier, 3. 
Line OC shows secondary effects, 3-month cycle, leakage ~, multiplier, e 

Line 0 D shows secondary effects, 2-month cycle, leakage ~, multiplier, 
Line 0 E shows secondary effects, 2-month cycle, leakage ~, mnltiplier 
Shaded area. most probable range for first year; governing factors no I 

In general, the indicated probability is that, if t~ 
$12,000,000 during the year, the total second 
same time are likely to amount to approximat 

, The assumption that the leakages deer· 
r I effects on the character of the curves. It 

~of government spending isno longer liIillf 
,of the original amount, but may incr' 
::to an end by some of the less tangir' 
klence which have already been no 
promptness with which the stimulat 
the public expenditures giving ris 
chart II, these effects were shown 
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-/\Jnder conditions of decreasing leakages, togethpr with a possible 
. te'tti:rn to circulation of the idle funds representing past leakages, this 
Vfalling off in the effect would be much slower, and the stimulation 

would last longer after the public expenditures ceased to be made. 
In fact, under favorable conditions, it might continue more or less 
indefinitely. In short, if business were caught in a vicious circle of \ 
\~aralYSiS' and public expenditures lifted it out of this condition, 

ormal activity might then continue 'without further public stimulus, 
hough this outcome is far from certain. .. 

The question of what happens to the funds which have been desig- I 
nated as leakages is a somewhat subtle one. The obvious assumption 
is that they lie idle, but this assumption is not necessarily involved"in 
the processes and results shown in the charts. If it were, it would 
imply a rather inco~eivable condition, since there would be a pro
gressively increasing accumulation of idle funds, which would soon 
be going on at a rate which could not be supposed to continue. What ! 

is really involved in the theory underlying these diagrams is, not thatl 
the funds representing the leakages lie idle, but that they are not used 
in ways which increase the total volume of business by more than has 
been already accounted for in the diagrams. 

In assuming that one increase of income brings about another 
increase of income in a period as short as 2 months, whereas the 
average circuit velocity of money, reckoned at 1.6 per year, implies 
a period of 7% months, we are assuming that the volume of business 
increases faster than could be accounted for by the existing volume of 
purchasing media and their existing circuit velocity. In order to 
finance this rate of increase, either the circuit velocity must increase 
or business must acquire more circulating media, or both. Thus a '-
certain amount of the savings which we have reckoned as leakage 
(or, for that matter, all of it during the early stages) may take effect 
in increased credit used by business in financing this expansion without 
bringing about any increase in the volume of business beyond waat 
the formula already calls for. During approximately the first year and 
a half (see chart VI) the total amount of otherwise idle funds resulting 
from the leakages would not be sufficient to finance the indicated 
expansion of business at the existing rate of circuit velocity of funds, 
and an increase in the circuit velocity will be called for, even if all 
of the so-called "leakages" are taken and used by business. Subse
quently, if the leakages continued at a substantial rate, this condition 
would be reversed, but by the time this happened, the total volume 
of business e:-.-pansion would have passed under the control of factors 
not accounted for in these mathematical formulas. Thus the formula, 
if not carried beyond its proper limits of time, which would seem to be 
not more than about 12 months, does not call for an impossiblQ 
progressive piling up of idle funds. 

It may be worth reiterating that these diagrams and calculations' 
have to do with the monetary volume of business solely. They make 
no attempt to ShOW~OW much of this monetary volume is absorbed ,
by increased prices. Professor ~1itchell's studies have shown that in / 
the very first stage 0 a reyind, production is likely to increase somey
what before prices rise. In uny case, at such a time, supply of goods 
is likely to be very elastic, making possible a relatively large increase 
in physical output with a relatively small increase in prices. This, of 
course, may' be modified to some extent by governmental policy, 
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especially in the field of prices of construction materials, for which 
the Government becomes one of the principal purchasers when it 
undertakes a large public works program during a depression. 

D. Secondary Effects: the Approach via Vol
ume and Velocity of Circulating Medium 11 

I Those who are studying problems of business fluctuations from the 
monetary angle tend to be distrustful of the results of the type of 

!theorizing followed by Keynes in dealing 'with this problem, and 
~prefer, naturally, to treat the problem in terms of the volume of cir
culating media (including bank deposits) and the average rapidity 

~ with which t~ese. circulating media g? through the entire seI1e{ qL 
! exchanges WhICh lie between one spendmg of the funds by an ultImate 
i consumer and the next spending by an ultimate consumer. The cir
I cuit can be otherwise described and broken into at other points to 
'\define the cycle, but the essential fact is the ratio between the total 
amount of circulating media in the country and the total net volume 
of production, or the total national income, which those media of 
·kxchange serve to finance. This will be called in this study the 
: "circuit velocity of money", understanding by "mon~" for thislur-: 
i pose arr-rorms of meaia of exchange. This haB1Jeen estimate by 
-Professor Angell as varying from 1.5 to 1.68 per year, for the years 
)1919-28, inclusive, per year, and 1.6 is taken to represent the value 
\in these circulations, giving an average cycle of 7)~ months. 

If this velocity remains uniform, then stimulation of business 
requires an increase in the volume of moneY, and the governmerl:t 
expJ'llditures, in order to produce a stimulative effect, must be 
ll}Kationary in the literal sense of increasing the volume-m-"1he cir
~!ati!tg media., In Keynes' treatment, there is no such necessity.
indeeiI"l1iei'e is 'no such necessity even by this second method except j 
as it is assumed that velocity remains constant. And the eviden~~y. 
indicates that velocity varies greatly" decreasing with business; 
depressions and increasing with revival1 . 

. However, if the velocity is taken as constant, then the effect of' 
·a given public expenditure involving an increase in the volume of 
money is expressed in chart IV. This may be compared with chart I, 
representing the same sort of sequence as analyzed under the other 
method. In this second case there is no dwindling of the effects 
with time. A given volume of money poured into the circulation 
continues to circulate and to maintain the increase it has brought about 
in the total financial volume of the national dividend at the rate of 
1.6 times its own amount every year, or an amount equal to itself 
every 7}~ months. Thus the "multiplier", in Keynes' terms, would 

. be infinity limited only by time. The only essential feature which . 
this v~ry much s~ified chart does not sh?,,:, is t.he distributed lag f 
by which the succeSSIve effects follow the ongmal lffipulse. I 

If government spending of th~ same sort con~inues, the c~ulati~, 
effects are very roughly shown m chart V, whIch may be compar~t 
WIth chart II showing the effects as analyzed by the other method. 
In chart V it is assumed that a given expenditure goes on for 7.% 

II The only published example of this approacb which the writer has encountered is by Vernon A. Mund: 
Prosperity Resen'es of Public Works, Annals, May 1930, part II, pp. 1~19. Dr. Mund seems to use a 
mixture of the two approaches. He deals with wages alone, assumes a circuit velocity of 5 per year and 
a leakage of 50 percent, not compounded, thus deducin g secondary effects in 1 yem equal to twice the 
original expenditure. 
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months, after which its full aftereffects begin and go on indefinitely, 
while another installment of original expenditures also begins. Thus, 
the total effect is shown as climbing upward by steps like a flight of 
stairs. ActlY' of course, these steps would be smoothed out as in 
the line AA'. One essential point in this method of approach is that 
there is no 't~ limit to the total amount of the ultimate effect, 

CUAllT IV 

I I JJJR III J1J JJ J I I I 
~ither of one expenditure, or of the series of expenditures. The effects 
go on indefinitely. productirn ..goes on increasing until somethin,$. 
outside the formula stops it. "'2\.. given amount of added media of 
~xchange injected into the e nomic system goes on circulating at 
the rat~ of 1.6 per year, so long as it remains in circulation at all. 

CHART V 
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FIRST YEAR --t- SECOND YEAR -I 
_ In utilizing this first approximation-for none of these formulae .~ 
~ are more than first approximations-as an approach to the problem 

J ~f the. actual effect~ o~ public expenditures, one of .the cru?ial po~ts 
: IS obVIously what IS likely to happen to the velocIty of cIrculatIOn . 
. On ~his .point t~e only ~eal doubt is as to the s~?rt-tim~ movemen~ 
.of ClfCUlt velocIty dunng the shorter and miTder Dusmess cycles, 
o€Clluse ttr~-st1rtlsfical estimates of national income which are neces
sary to a calculation of circuit velocity are available only by years. 
As far as they go, they seem to indicate some movement in harmony 
with the business cycle, but with a possible lag. As to the longer 

-~. 
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and larger movement involved in the current depression, a cursory 
inspection of the figures for total bank deposits and volumes of money 
in circulation, as given in the Federal Reserve Bulletin, compared 
with the figures for national income (National Income, pp. 929-32, 
Bureau of Foreign and Domestic Commerce) makes it perfectly clear 
that from 1929-32 there was a decline in circuit velocity of approxi~ 
mately 33% percent-:-'Thus, if the circuit velocity WfiS 1.6 in 192!f, 
it was almost certainly less than 1.1 in 1932. This decline in circuit 
velocity corresponded to a decline of more than 45 percent in the 
total national income. On this basis one is justified in assuming that 
any stimulation which produces, let us say, a 15-percent increase 
in the national income would be accompanied by something like a 
10-percent increase in the circuit velocity of money. Or a return of 
circuit velocity to normal would provide adequate means of handling 
a 50-percent increase in the national income from its 1932 level, 
without any increase in volume of media of exchange. Such an 
increase in production would call into existence a larger volume of 
bank deposits, whether government expenditures directly accom
plished this or not. 

\,/ As for the shorter cycl~cal mo\:ement~, statistical estimates indi.catf 
;. that the exchange velOCIty of clrculatIOn fluctuates very matenally 

from prosperity to depression, and there is every reason to suppose 
that the circuit velocity with which we are dealing follows a similar 
course. The exchange velocity represents the ratio between the vol
ume of circulating media and the total volume of exchanges which Is 
carried by means of them. Thus it is much greater than the circuit 
velocity, since it requires money exchanges to finance a given volume 
of the national dividend through all the stages of production and 
distribution. 

~. 

The reason for thinking that these two velocities move together 
over the period of a business cycle is chiefly the fact lbt, if they do not 
move together, this would require a cyclical movement in the tottfi 
volume 01 exchanges called for in financing a given amount of national 
dividend. This would call for cyclical changes in the movements of 
industrial structure and business methods of a sort which there is no 
reason to suppose exists. If circuit velocity remained unchanged wh~ 
exchange velocity shrank during a depression, this would require a 
sudden consolidation of successive steps in the process of production, 
whereby goods would pass through fewer hands on the way from ulti
mate production of raw material to ultimate sale to the consumer. 
Then, when revival came, this movement would be reversed, and 
would continue to shift backward and forward. There is no evidence 
that any such continual shift takes place.12 

If it is true, as indicnted by the above considerations, that business 
revival carries with it a huge increase in the circuit wlocity of money, 
then we should expect Gonrnment expenditures to produce a more 
rapid rise in production than is shown in the line of chart 5A and if, as 
business activity increased in response to this effect, subsequent Gov
ernment expenditures were to a smaller and smaller extent financed by 
actual increases in the circulating medium, then we should expect this 

12 Prof. James 'Yo Ang-eJ] has disrussed the relationship between these 2 types of "elority in his article, 
Money. Prices and Production, Quarterly Journal o[ Eron')mics, Xovember 1933, pp. 43-~6, 70. On the 
latter page he indicates that movements of the exchange velocity over short periods can be used to inter
polate figures for the short-time movements of circuit velocity. on the assumption that the 2 nlOVe 
together. 



ECONOMICS OF PLANNING PUBLIC WORKS 99 

line to show a de.creasinKJJ.lLwar<L~lope. By taking account of these 
factors, the straight line increase, representing the first approximation 
by the second method, is modified in the general direction of the curve 
of decreasing slope which represented the first approximation by the 
first method. <\nd since there were general considerations pointing 
toward a modification of this curve in the general direction of a straight 
line, it would seem that the results of the two approaches might come 
together if all the modifying factors were known and fully taken 
account of. 

In chart VI the results of these two approaches are compared on the 
same scale. Here the area below the line 1 on the chart may be 

CHART VI 
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Line A, secondary elIects, Keynes's Cormula, 2-montb cycle, leakage ;3, multiplier 3. 
Line B, second3TY elIects. uniform income-velocity of money=1.6 per year. 

/" 

.,.. 

Shaded area, most probable range, as in chart III, extended to indicate increased uncertainty aCter!l rst 
year. 

taken to represent a given yolume of continuing public expenditures, 
and the sloping lines to represent the supplementary effects. Line A 
represents the results by the Keynes method, unmodified, and line B 

. the results by the circuit velocity method, unmodified. By" unmodi- i 
fied" it is meant that the governing constants remain unchanged. 
The shaded area represents, as in chart III, the range within which it 
seemed most probable that the actual results would fall, when con
sidered from the standpoint of the Keynes approach. In this chart this 
area is continued 6 months further, showing an increasing margin of 
doubt as to the probable results. For instance, if the stimulus to 
,business resulting from public expenditures caused private business to 
start making capital outlays, the curve might turn upward. Or if fear 
of inflation or increased construction costs had a paralysing effect on 
private business expenditures, the curye might turn downward. 
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In view of what has just been said about the likelihood of increased 
velocity of circulation resulting from revival, and of a possible 
subsequent decrease in the percentage of Government expenditures 
which involve actual additions to the circulating medium, it seems 
that the modifications which need to be made in line B might easily 
bring it within the shaded area which represents modifications origi
nally made from line A. In any case, the difference between the 
lower portion of the shaded area and line B, as it stands, is not a. 
very large one when one thinks in terms of the enormous uncer
tainties attendant upon any attempt to predict the further results of 
any economic policy whatever. The two unmodified lines intersect 
after approximately 1 year and 4 months, and beyond that, prediction 
is too uncertain to be worth putting into quantitative terms . 

. " 'E. Differences and Attempted Reconciliation 

1 While there may not be any logically necessary difference between 
the two approaches, there seems to be a very real difference of atti
tude between the theorists who follow them. This shows itself 
especially in the attitude toward velocity of circulation. Keyn~s 

D assumes this to be a passive famor, automatically adjusting itself 
to whatever is necessat'j'RlIi order to finance the volume of transac
tions, which he conceives to be governed by the elements which he 

,describes. Other monetary theorists tend to assume that veloci.tJ" 
'I' of circulation is, to a considerable extent at least, an independent 

governing or casual factor. Wllile they do not deny that it ma.ll 
change, they do tend to look for very specific causes tending to 

, produce such a change and acting directly on the circuit velocity 
of money, not merely affecting it via increasing the volume of pro
duction. The implication of this position is that circuit velocity will 
not change unless something happens to make people want to turn 
their funds over faster, aside from having more business to transact.l~ 

r From this standpoint, in its more rigorous forms, the argument that 
;1 Government spending might increase circuit velocity, simply as a result 
:J i of increas~ng the volum.e o~ business to .be done, would be thrown out 

· of court; It would be dIsmIssed as puttmg the I~art before the horse. 
· This last attitude appears definitely wrong. Circuit velocity of 
I money is not an independent entity like the velocity of sound: It is 
a ratio between total production (or total income) and volume of 
circulating media. Its long-run average value is governed by habit 
and convenience as to balances kept relative to volume of business 
done, and by the structure of the economy as to number of exchange
transactions involved in n completed cycle of production. But fluc
tuations around this long-run average, or sudden departures from it 
(which are the present point at issue), are almost always produced by 
more or less independent changes in one or the other term of the 
ratio, either volume of business demanding to be transacted or 
volume of media, when these fail to respond proportionately to move-

()~ents in volume of business. Therefore to explain an increase in 
ircuit velocity by an increase in volume of business is not out M 

· order and is not putting the cart before the horse. The only question 
i that need be asked is whether the change in velocity, which these 
: conditions call for, is within its probable limits of variation. And 

13 This assumes what has already been said as to the reasons why circuit velocity and eschange nlocity 
tend to move in harmony. 
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even these limits are elastic under extraordinary conditions. The 
war drove the circuit velocity of money up to 1.8 in 1918, and the! 
present depression has reduced it to the neighborhood of 1, though; 
its ordinary range of short-time fluctuations covers only one-tenth of\ 
this extreme range, so far as indicated by yearly estimates. 14 

On this basis the conditions described by Keynes and Kahn furnisp 
a sufficient cause of increased circuit velocity of money, simplY 
because they cause an increased volume of business without a pro- , 
portion ate increase in volume of means of payment. But without y 

relying on this reasoning alone, still it seems that the nature of the 
process can be seen to tend toward increased circuit velocity. 

Assuming that incomes are spent within the time limits already 
suggested, business finds itself faced with an effective demand for 
goods beyond what it is producing. If it has goods on hand it will 
fill the orders and immediately undertake to produce on an increased 
scale in order to replenish its stocks and keep production level with 
sales. This means an immediate increase in orders for materials and 
intermediate products, resulting in an immediate attempt by th~ 
producers of these products to speed up in the same way. Whil 
it may take a year or more for goods to pass through all the stages o· 
production from ultimate raw material to !~!lal product, it may notl 
take more than a week for the increased activity to work its way \ 
back along the same chain of processes and producers and to stimulate I 

the production of the most ultimate raw materials. Agricultural \ 
products, governed by the crop seasons, would, of course, constitute! 
an exception. Here the results of increased demand would simply be . 
an immediate drawing down of the very considerable stocks which 
.are always on hand. 

All of these activities call for payments. If business has sufficient 
funds to make· these payments, it will joyfully make them. In a 
depression, the ratio of cash balances to volume of business becomes, 
larger than normal lanother way of saying that exchange velocity I 
is low, and with it circuit velocity also). These balances are kep.t,1 
not employed to normal capacity, because nothing better offers. I 
When something does offer, they will be promptly used, and an 
increase in rapidity of circulation will naturally result. If a particular 
business does not have sufficient funds, it will try to borrow them, 
and in that case will call into actiye use some of the otherwise idle 
funds which have been designated as leakages in the Keynes approach 
to the problem. Or if a business lias'suffiCient funds to make the 
payments, but not sufficient to make them without drawing down 
its balances lower than seems desirable, then, again, it will try to 
borrow, but even if it fails it will not cease to do the increased volume 
of business. And there is nothing in this process to indicate a serious 
drawing down or exhausting of the total volume of balances possessed 
by business as a whole, even though that might happen at certain 
points, and there might be some net shifting of balances from busi
ness to personal accounts. ~Iost of the funds will circulate within 
the business community; using them faster will not exhaust them, 
and business as a whole will always have funds available to make 
payments. These considerations seem to furnish ample cause for \ 
an increase in the velocity of circulation. 

II In Ang~Jl's estimates, already cited, the largest short fluctuation aside from the World War, or the 
CWTIIDt economic crisiS, was from 1.60 in 1922 to l.SSin 1923. 
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By the time revival is well established, the proportion between 
business balances and volume of sales ",ill presumably be restored to 
normal by a process in which increased volume of business is handled 
partly by increased velocity and partly by increased business borrow
ings which increase the volume of "money" in the form of ban~ 

\ deposits. This tends to an interesting conclusion-interestmg-as 
,setting aside the key assumption with which this approach to the 
; problem started. This conclusion is that there is no absolute neces-
sity at any stage of the process for government outlays to take the 
form of an increase in the supply of purchasing media. If the 
attitude here taken toward changes in velocity is correct-and of that 
the writer has no doubt-this necessity disappears. No initial 
increase in purchasing media is necessary; and any increase which 
may ultimately be necessary can be furnished by the borro'Yings of 
private business. The original stimulus from government can equally 
well take the shape of setting in motion idle funds, and so increasi~ 

l 
the flow of incomes. In short, we come back to the position taken by \ 
Keynes, that it makes no essential difference to the stimulative effects' 

~; produced whether the initial expenditure by government is inflationary 
;in the sense of increasing the volume of media of payment, or only 
'~xpansionary in the sense of increasing the total flow of incomesJ 

The increased flow of incomes is the essential thing. • 
If this difference between the two approaches to the problem is 

disposed of, another remains, namely, that under this second approacIi, 
the aftereffects of public spending have no inherent tendency to 
dwindle away but rather tend to continue indefinitely, so long as 

J

,money times normal circuit velocity is sufficient to sustain itY But 
we have seen that something very like this may happen under the 
';Keynes-Kahn approach, if the "leakages" become very small hefor~ 
public spendings come to an end. The most favorable possible out-
come is a revival of private eapital constnlCtion which ,,,ill itself sup
port an increase in the volume of business "ithout further aid from 
Government spending. If this happens, the problem solves itself, and 
the question of what brings the movement to an end turns into the 
question of what sets a limit on an ordinary private business revival. 
Presumably one of the chief factors in the building up of private 
productive capacity to a point at which further additions are not 
justified by the demand. 

A less favorable outcome would be the engendering in business of a 
fear of inflation, the effects of which would neutralize the benefits 
from public spending. In this case, the attempt to lift business 
until it could carry itself along, would have failed. It would be 
necessary then to follow a deflationary policy, balancing budgets as 
nearly as possible, and waiting for business itself to revive under the 
stimulus of a need for capital to replace obsolescent units, and a 
prospect of profits at reduced cost levels. Between these two out
comes lie a number of intermediate possibilities. Rising costs of ,. 
construction might retard private reviyul. Or if private revival 
began to occur, it might require sufficient funds to make it impossible 
for government to borrow without thereby taking funds away from 
private uses. Either of these conditions might put an end to the 
secondary stimulative effects of public spending. 'Whatever the 

" By this is meant, for example, that if a gh-en amount oC expansionary public spending has taken place 
and has come to an end, leaving more means oC payment in circulation, and increasing the national income, 
the national income will tend to hold this gain indefinitely, remaining constant at the increased rate. 
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outcome might be, and whatever different factors mig:ht .bring ~he 
stimulus to an end, it seems clear that these factors will he outsIde 
the range of either of the formulas which have here been used as 
first approximations. These formulas appear useful as approachesl 
to an understanding of the earlier stages of the process, and of these ~ 
earlier stages only. 

F. Recent Experience in the United States 

Any attempt to trace statistically the effect of the present public
works policy in the United States is extremely difficult, on account 
of the many other policies affecting business and employment which 
have been going on at the same time. Enthusiasts for the National' 
Recovery Administration are inclined to claim credit for the major 
part of the increase in employment as due to the provisions of 
that part of the National Industrial Recovery Act. In trying to 
untangle the two groups of effects, it will be necessary to distinguish 
between stimulation of the total amount of production and of incomes, 
on the one hand, and changes in the distribution of incomes, accom
panied by a policy of work sharing, on the other. 

The main effect of the National Recovery Administration codes has 
been to spread a given volume of work among a larger number of work
ers, and to call for a larger volume of money payment for this work, at 
the expense, in the first instance, of profits and, to some extent, in th.e 
second instance, of consumers who have had to pay higher prices. 
While it may have had some effect in stimulating the total volume of 
business, by shifting income from profits, which are spent relatively 
slowly, to wages, which are spent quickly, that has not been its main 
effect, and even that may have been neutralized by other elements in 
its incidence. Expenditures on public works, on the other hand, have 
definitely carried an increase in the total volume of production. 

In point of time, it is useless to try to estimate inductively the 
effects of increased public works spending prior to the end of the 
recession in business which came in the fall of 1933. This recession 
was not due directly to either the public works policy or the codes, 
but mainly to the fact that the boom which lasted from March to 
July was of a speculative, exaggerated, and temporary character 
which could not have any other outcome than a prompt recession. 
Furthermore, a considerable part of the increased employment di
rectly due to the codes took effect while this recession was going on. 
Thus observations beginning with the end of this autumn recession 
may be considered to record, in the main, the results of public spend
ing rather than the results of the introduction of the codes. 

The effect of the codes upon hours is difficult to trace precisely, 
because it is combined with the effect of increasing and diminisHing 
business activity. The index of weekly hours increased from about 
98 in March to 113 in June and July of 1933, and then declined to 
approximately 90 at the end of the year, rising again to 96 in March 
1934.16 Thus the effect of the codes has largely been to prevent weekly 
hours from rising ,dth increasing volume of business as they would 
otherwise have done. There was already much part-time distributed 
somewhat unevenly among different industries, due to the depression 
itself, and the more evenly distributed shortening of hours resulting 
from the codes has largely been substituted for this pre,-ious part-time. 

" ~lontbly Labor Review, :\lay 1934, p. 1020. 
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Professor Keynes's calculations of stimulative loan expenditures by 
the Federal Government (other sources being unimportant) since the 
1933 autumn recession, are as follows, in millions of dollars, the general 
average through September being estimated at approximately one 
hundred millions per month: 17 

Per month 
3-month modng an'rage centering on August 1933 ____________________ $102 
a-month mo\·ing a'·erage centering on September 1933_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ 123 
3-month moving average centering on October 1933___________________ 158 
3-month modng average centering 011 November 1933_________________ 231 
3-month moving average centering on December 1933_ _ _ _ _ _ _ _ _ _ _ _ __ _ _ _ 369 
3-month moving average centering on January 1934___________________ 422 
3-month moving a\-erage centering on February 1934 .. _________________ 435 
3-month moving a\-erage centering on March 1934. _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ 348 
3-month moving a\-erage centering on April 1934______________________ 311 

These figures represent a typical outlay of something like 11 per
cent of the total national income, after the program had gotten well 
under way. As the deficit expenditures at the beginning of the period 
represented something like 3 percent of the national income, the net 
increase was assumed by Mr. Keynes to be approximately 8 percent 
of the national income. His statements of the corresponding increases 
in industrial production, employment and pay rolls, department store 
sales, car loadings, and other significant items, run from 15 to 17 per
cent, indicating an expansion approximately double the amount of 
the public expenditures of an inflationary sort. This lies within the 
range of what might be accounted for according to his own method 
of computation, during this period of time, if leakages ran between 
one-half and one-third. In chart 3, for example, the lowest line rises 
to approximately double the amount of the' original expenditure 
within a period of 8 months. This increase in the total financial 
volume of business has, in the main, represented an increase in 
physical volume also. During the time covered by Mr. Keynes's 
figures the amount chargeable to increased prices was 3 percent. 

These figures are not conclusive, and may be modified by current 
figures at any moment. They do not prove that the whole of the 
existing revival is due to governmental expenditures alone. What 
they do indicate is that if the stimulative effect of public spending 
is as large as has been estimated in this discussion, then there is little 
or no evidence of any revival in business at present beyond what 
the public expenditures themselves would account for. Even on 
the basis of the unmodified velocity-of-circulation approach, which 
gives the lowest answer of any for the 8-month period, something 
like seven-tenths of the total revival would be accounted for by the 
effects of public expenditures. If there is a conclusion to be drawn 
from this, it would seem to be that we have no proof at present of 
an independent business revival of any magnitude. Inasmuch as 
support of businesS' by public expenditures cannot go on forever, it 
appears that the most vital consideration in the present stage of 
affairs is, not so much to continue or to increase these public expendi
tures, although that may be necessary in the absence of private 
revival, but to see to it that conditions favorable to an indepengent 
private revival are cultivated ~d that any obstacles which may 
exist are removed. 

II The figure of $100,000,000 is not published. The 3-mont ... moving averages were published on the 
editorial page, "ew York Times, July 7, 1934, being there desiguated by the hst month of each 3-month 
period instead of the central P' onth as in the above table. 



x. NUL L I FYI N GIN FLU ENe E S 

A. Contraction of Expenditures in the General Budl1et While Public Works 
Are Expanding 

One outstanding illustration of the contradictions involved in our 
present policy is the fact that, because the Nation is producing less 
wealth than usual, it is now building more warships, while for the 
same reason it is cutting down its work of education. "We may need 
more warships, but we also need more and better school teachers. 
And there is nothing in our present state of national impoverishment 
to make us need warships more, or education less. The treatment of 
these tWQ..branches of expenditure is not the result ofi-uriified policY, 
out of different policies followed by different units of government. 
Hut these policies take effect on the economic life of one nation, and 
constitute a distribution of its efforts, the incongruity of which needs 
no argument. The reasons lie in the fact that one branch of govern
ment has larger' credit resources and stands ready to use them, arid 
warships happen to fall in its field and not education. .AJso duraole 
assets are conventionally accepted as a more appropriate basis for 
borrowing than intangible current services, though they may offer no 
better security for repayment of the debt. Neither consideration is 
pertinent to the problem of distributing the country's efforts and 
resources in such a way as to do the greatest possible good to the ( 
Nation as a whole. Expansion and retrenchment need to be coordi- . 
nated on a national bttsis. . , 

.As has already been pointed out, governments may retrench by 
9Utting rates of pay of public employees, by reducing their hours, or 

"-'by reducing the number employed. The economies made may take 
the form of consolidations of departmental work or other adjustments 
which do not reduce or impair services rendered, or they may mean a 
reduction of service. 

If salaries are cut only to the extent that costs of livin~ have fallen,. 
there is little to be said; the real purchasing power distributed by 
~overnment has not been reduced. If cuts go further than this, there \ 
18 a reduction of purchasing power distributed which serves to nullify 
to just that extent the effects of any increase in distribution of pur
ehasing power which may take place in special sections of the Budget, 
such as public works. The direct effect may not be nullified as to 
actual numbers directly employed, but the secondary effects on 
~ployment in general are nullified. The most obvious nullifying 
effect takes place when the number of employees engaged in regulilll 
current services is reduced. " 

This amounts to laying off one set of workers in order to hire another 
set, and decreasing the distribution of purchasing power to one group 
in order to increase the distribution to another. It obviously neu
tralizes the effects of increases in public works and is, in general, nqJi . 
a defensible economic policy. The main justification for expanded 
public works begins after the necessary current services of government 
have been provided for. 

1. It has already been pointed out that the early proposals for the I 
use of public works as an antidote to business fluctuations, presup- . 
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posed maintenance of the regular governmental services. It was 
precisely because these latter are the things which cannot usefully be 
made to fluctuate with business conditions, that public works were 
picked out as the element best suited to take the fluctuations. There 
is, in general, more damage resulting from cutting down necessary cuf
rent services than from postponing the least urgent part of a public
works program. 

2. Some may regard such an emergency as an opportunity to app~ 
pressure to squeeze down unduly swollen governmental budgets of 
current services. But while there are wastes, those who think that 
government in general renders too many services are wrong. Desit
able pruning requires much discrimination, and not such a .blanket 
<Hltting of departmental appropriations as takes place under conaitions 
like the present. 

3. What has actually happened is rather chaotic. So~e services 
were cut from departmental budgets and put back througltthe Civil 
Works Administration. This included special forms of education, 
together ",'ith a considerable amount of regular school teaching, and 
numerous services of investigation and research. This served to 
miti~ate, but not to eliminate, the serious effect of the depression in 
cuttmg down the funds available for these services. Some very 
useful bits of work were done for which there would ordinarily not 
have been room in governmental budgets, but this hardly balances 
the damage done to educational and health budgets and other vitally 
necessary services. There is a natural reason for not using Federal 
funds to support State and local deficits on current services. ThiS, 
however, is a matter of fiscal expediency rather than of sound national 
economy. If States are to be aided at all, it seems that the arguments 
for aiding them in capital outlays and not in current services are not 
conclusive. This question will be taken up at greater length in the 
chapter on the financial aspects of a public-works policy. 

4. The cutting of current budgets fits in with the pnnciple that at 
least the regular budget should be balanced, and deficits be confined 
to works of enduring value (hence properly chargeable to capital 
account) or to outlays occasioned by a depression emergency and 
hence (presumably) temporary. The validity of this principle will 
be more fully discussed in the chapter on fiscal problems. It un
doubtedly served its purpose in overcoming some of the resistance to 
enlarged spending, at a time when the \.Illbalanced budget was creating 
considerable anxiety and there was a strong movement toward 
attempting to balance it. However, once this critical step was taken. 
people very quickly showed a tendency to ignore this somewhat 
arbitrary division of the budget, and talked in terms of total deficit&. 
On the whole, this principle seems not to be a proper nasis for an 
enduring fiscal policy. I 

5. Another criterion for determining whether particular activities 
should be curtailed or not, anrf one which is more pertinent from the 
standpoint of national efficiency, is the criterion of the service val~ 
of the works or services in question. In general, this argues- fOr 
maintaining the regular current services of government before ex
panding public works, and certainly before expanding them beyond 
the limits of grade A projects. As has already been pointed out, 
losses sustained through curtailing such essential services as those of 
health and education are more hopelessly irretrievable than losses 
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sustained through postponement of public works, even those of 
grade A. Thus, if it were a choice between curtailing public works 
and curtailing such services as education, this criterion would argue 
for curtailing public works first, assuming that fiscal conditions were 
such that some curtailing was an absolute necessity. 

If the fiscal canons and expediencies which underlie the principle 
of the divided budget cannot be superseded by some more pertinent 
principle, but continue to have ruling force, then the lesser evil in the 
case consists of minimizing the bad effects of this principle by extend
ing the concept of public works as far as practicable into the field of 
intangible services. Under such conditions there is a great deal to be 
said for actual evasion of the principle of the divided budget by carry
ing out with public works or relief funds current services which have 
been omitted or reduced in the attempts to balance the regular
current budgets of the various communities. 

6. Another criterion is the effectiveness of the purchasing power 
distributed as a means, either or stimulating general business or of 
avoiding a repressive effect due to curtailment of expenditures. 
From this standpoint one of the first considerations is: Do the funds 

~ go to persons whose reserve resources are exhausted and who cannot 
~erwise go on spending at all, or do they go to persons who still 
have some reserves to sustain spending? In general, white collar 
workers may be assumed to have on the average (if averages are 
relevant to this problem) more reserve resources than common labor. 
In a mild depression, both groups are able to go on spending, though 
the white-collar class as a whole is undoubtedly able to come nearer 
to maintaining its previous rate of expenditures. As depression 
continues the reserves of common labor are used up first, but if it 
continues as long as the current depression has done, the unemployed 
of both classes exhaust their reserves and are on very much the same 
footing. Thus there is a certain stage in a continued depression, 
which may be roughly represented by conditions during 1931-32 in 
the present" case, in which current private expenditures of incomes by 
the recipients would actually be increased by laying off white-collar 
workers, and spending the same amount of money to hire common 
labor. This, so far as it goes, is an argument in favor of curtailinO" 
current public services which are rendered by public employees of t~ 
white-collar class and expanding construction activities which would 
employ common labor. But to follow out this policy would ~y 

~
. ckly reduce these white-collar workers to a condition in which their 
erves also would be exhausted, and then the advantage of this 

. licy, even from this special standpoint, would cease. 
, . There is even something to be said, from this special standpoint, 

or laying off workers who have continued to hold their jobs, simply 
ecause they have continued to hold them, and spending the money 

to hire workers who have hitherto been unemployed. However, this 
principle could easily be carried to a reductio ad absurdum, because it 
would mean hiring the less efficient, who have been out of work be-

"tause they are less efficient, and discharging the more efficient, because 
they have hela their jobs for that reason. However, so far as this 
kind of result might be obtained by curtailing services rendered by 
white collar workers and spending the money to hire construction 
workers, it might not be open to this particular criticism on a large 

141661-35--8 



108 ECONOMICS OF PLANNING PUBLIC WORKS 

scale, since unemployment in the construction field is so yery general 
that it includes efficient as well as inefficient workers. On the same 
ground, if the distinction were practicable, a case might be made for 
laying off those proyident workers who have accumulated saving~ and 
taking on the less provident-discharging the ant of the fable and 
hiring the grasshopper, but that, like deliberately discharging the 
efficient and hiring the inefficient, is hardly a policy which the country 
would deliberately follow with its eyes open. Any such considera
tions as these presuppose a condition in which attempts to stabilize 
employment haye signally failed, and in which systems for the mainte
nance of income for the unemployed, such as the system of unemploy-, 
ment insurance, have not been put into effect. Since some system of 
unemployment insurance is a virtual necessity for the future, these 
considerations have only a very limited yalidity, if any at all, with 
reference to an enduring future policy. 

Another consideration of this sort is the question of whether the' 
outlays go wholly or mainly into wages and salaries which will be 
spent promptly, or to a considerable extent into business net earnings, 
which will be spent less promptly, or possibly saved and thus more or 
less indefinitely sterilized. Any shift of income from wages and 
salaries to business net earnings me~ns a temporary reduction in the 
flow of purchasing power, which mafbe prolonged in its effect by the 
ensuing vicious circle of reduced spendings, reduced production, and 
reduced earnings. On this score, increased public works are inferior 
to the maintenance of current services of government, since money 
spent on current services of government goes almost entirely into 
wages and salaries, while money spent on public works goes to a 
much larger extent into business net earnings. 

There is one condition on which this conclusion would need to be 
modified, namely, if the amounts which go into business net earnings 
resulted in inducing or enabling businesses to make c_apitt\.LQut1o.ys 
which otherwise would not or could not be made. In that case, the 
result might be an expanding, not merely of all the earnings in question, 
but of an additional amount drawn from the reserves of credit or of 
savings which would not otherwise be spent for some time in the 
future. In general, as we have already seen, business during a serious 
and prolonged depression is not likely to make large expenditures of 
this sort, even if conditions may be such as to make such expenditures 
financially possible. Here the chief thing to be done is to see to it 
that conditions are such that, when obsolescence of existing capital 
and postponed maintenance have reached a point where business will 
naturally make such expenditures, no positive obstacles are placed 
in the way. 

7. Another criterion is that of stim ula ting those industries whose 
stimulation is most strategic and irrportant from tte standpoint ~f 
business revival. These rr.ay be the ones which are casually n- ost 
important in bringing about a depression, or those which have suffered 
the greatest shrinkage; but the rrost in rortant consideration is the 
stimulation of those industries which are most likely to expand their 
capital outlays as a result of a given stimulation. The l?on~ction 
industries are undoubtedly arrong those rrost irrrortanCffi bringing 
acondition of general depression, but this is lar~ely because they are 
among the ones which suffered the greatest shrinkave, and it is not 
self-evident that they are necessarily the ones in which it given stim-
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ulus will result in the greatest amount of increased capital outlays. 
In fact, precisely because they have suffered such a large shrinkage, 
they may be among the industries which will continue to use existing 
productive faciliti.es rather than to undertake the construction of new 
ones. The chief ground for selecting for special stimulus those indus
tries ,,-hieh have suffered n~ost hearuy would seem to be the possibility 
thut bankruptcies and the wiping out of cupital values in those 
industries may produce more serious disturbances to the values of 
collateral on \ ... hich credit is bused. And so far as that is concerned, 
the securities of construction enterprises are not widely used by large 
investment savings institutions, being inherently unsuitable to this 
kind of use by reason of their highly speculative character. Thus, i 

f\' from this standpoint the argument in favor of special treatment of tlie \ 
,construction industries does not appear to be extremely strong. . 

On the whole, the argument for special stimulus in these fields 
seems to come down mainly to the comparatively simple fact that, 
industries and workers in these fields have suffered most beavily an~ 
are in the greatest need of relief. Tlus is rather a principle of relief 
than of business stimulation. It may, nevertheless, be entitled to 
serious considera tion on this score. 

v B. Methods of Raising Funds Which May Counteract 
the ERect of Spending Them So Far as Concerns Stim
ulus tQ ~ness of the Sustaining of Purchasing Power 

(It has already been pointed out that pUblic expenditures can be 
iI"egarded as having a stimulative effect on business only.toth~Lextent 
that th_eyjn:vol:ve& net addition to the volume of-expenditures. (On 
t.hi~ score expendi~ures ~nan~d by ~<l!~~ed taxation have only .L 
lilDlted effect) and m some cases may ave no effoot at all, or even 8. 

repressive effect rather than a stimulative one. This is, of course, 
peculiarly true of taxes on consumption. Here the principle is that" 
such taxes completely neutralize the effect of the spending of the 
funds, so far as they result in restricting consumers' purchases. 
And in the main, they would seem to have this effect. To some slight 
extent they may cause consumers to spend a larger total amount, in 
the attempt to maintain their customary standard of living, and to 
save less than they otherwise would. To this light extent, even 
taxes on consumption may not completely neutralize the stimulative 
effects of the spending of the money so raised. 
l!.Q;,.a less extent the same is true of inc~m~ taxes. So far as they 
~ to reduce consumers' expenditures,tney serve to neutralize the 
8I.imulative effect of the spending of the funds by government, But 
so far as they result in reduced savings rather than reduced spendings, t 
and so far as these savings would otherwise have lain idle, public 
spending financed by income taxes will have some stimulative effect. 
This eft'ect will natur~lly. be larger in proportion as the incom\,; 
taxes come out of the hIgh-lUcome brackets, and smaller as they come' 
out of the lower, moderate-income brackets. 

The most clearly stimulative form of financing consists of I!ubl~ '. 
ho,r:r.ow!rtg, but even here there is a distinction between borrowing 
whICh comes out of the expansive power of the credit system and 
borrowing which comes out of the ultimate savings of individuals. 
The former clearly means a net increase in the amount which would 
otherwise be spent. The latter operates in this way only to the extent 
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that the savings which are taken by the Government represents funds 
which would otherwise not be used. Even funds which come out of 
expanded credit may conceivably, to some extent, merely take the 
place of funds which private business would otherwise have secured 
from the same source, in case the expansion of credit is carried to a 
point which approaches the limits of what is possible in this direction. 

In a severe depression, this question does not arise except in the 
form of a possible deferred effect. Business v.rill not use the funds at 
the moment, but there remains some possibility that, when revival 
has become a fact, business may come into the market for funds and 
find that the reserve funds, which ordinarily would be plentiful at 
such a time, have been drawn down by the public expenditures to 
such an extent that it cannot get all the funds that it would like to 
use. This may, under certain circumstances, constitute a real danger, 
but there is no way of estimating its actual extent in advance. And, 
in general, if a credit system will stand a given amount of demand for 
expansion during a severe depression, there is every probability that 
it will be able to stand a further expansion when a revival takes place 
and business prospects are more promising. Thus this danger is 
probably not a very serious one. 

C. Public Expenditures Which Will Ultimately Reduce the Field for Private
Investment 

So far as public expenditures during a depression take the form of 
self-liquidating works, competing with private industry, or of other 
works furnishing services which act as a substitute for services. 
rendered by private business, they may reduce the field available for 
private investment at a later date when business shall have revived. 
The expansion of facilities for power production comes in this class. 
and so also does housing construction so far as it operates to reduce 
th~ effective demand for the class of housing in which private enter
pnse engages. 

This would hardly apply to really successful low-cost hous~ 
projects, because they operate in a field in which private enterprise 
does not enter effectively. Here whatever neutralizing effect take.,s. 
place is distinctly of a deferred character. And the question may be 
raised whether it is really a neutralizing effect at all, from the stand
point of industrial stabilization, or whether it is instead a means of 
limiting the expansion of private business which would take effect 
only at the time when private expansion is in danger of going too far 
and when some limitation may be highly salutary in the interest of 
avoiding a future slump by preventing the boom from going tOi 
exaggerated lengths. 

On the whole, so far as public works of this sort are limited to 
periods of depression, their effect in forestalling a subsequent private 
expansion may be regarded as a benefit rather than a detriment. 

fln the other hand, if there is a permanent policy of expanding public 
works of this sort, it may permanently displace a cm-tain amount of 
private expenditure on similar or substitute facilities and may to this 
extent be neutralized. 

~ 

,. D. Reactions in the Field of International Trade and Exchange 

Students of international trade frequently state that a single nation, 
following a policy of revival, is likely to experience difficulties in the 
field of international trade and exchange; and that such a policy needs 
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to be followed simultaneously by the chief countries if it is to be 
fully successful. These studelitsare frequently concerned with ques
tions of the I!laintenance of price levels, which is only incidentally 
involved in a public works policy, and mainly as a byproduct of reviv
ing general demand if the policy succeeds in its object. Aside from 
one country's prices being maintained above the trend of world prices, 
revival in itself has some tendency to increase imports more than 
exports, especially as the industries using imported raw. materials 
become more active and increase their purchases along with increased 
sales. • 

If this argument is carried to the length of claiming that one countO' 
cannot have a revival unless other countries keep fairly even pace with 
it, it seems to prove too much. For revivals do occur at different 
times in different countries; and whatever shifting of trade balances 
they bring with them does not seem to be a fatal obstacle. It is 

l
·probablY true, however, that the obstructions to trade and exchange 

~
hiCh have recently grown up have made an import surplus a more 
rious matter, since the usual processes of automatic compensation 
e no longer allowed to work freely. It would be an instructive parlt

dox if the policies by \'v'hich nations aim to protect their economies 
from the impact of conditions in other countries had actually had the 
effect of making it more difficult than before for business in one 
country to revive, unless other countries revived simultaneously. 
As a protection against the effects of the depression, such policies 
appear to have been, in the aggregate, self-defeating; and this par
ticular paradox may be only one case in point. 

A case which has been cited is that of Gennany following the expan
, sionist program of 1932. The public works involved were designed to 

use German materials, but the increased volume of general activity 
(whether traceable to the public works policy or not) called for more 

, imported materials. And inasmuch as the possibility of increasing 
. exports to pay for these raw materials was rigidly restricted, the result 

was, according to one observer, an inability to maintain· the balance of 
international payments. I Under nonnal conditions of trade and 
exchange, this would not be serious, and might be allowed to bring 

, about its own correctives. Cnder the special conditions of Germany, 
- with reparations payments to be made and with an artificially stab

ilized currency hovering on the brink of a break-down, such conditions 
might be little short of disastrous. One might conclude, not that 
perm any could not afford the costs of a public works policy as a 
jIIleans of stimulating business, but rather that, under the circum-

i
stances, she could not have a re\·ival of business ahead of other coun
tries, from whatever source it might come, so long as her foreign trade 
and exchanges were under such highly abnormal conditions. 

The full effects of a program of stimulation in any country cer- ~ I..

tainly include the effects upon foreign trade and exchanges, a.nd tills 1 
may be material enough to deserve consideration. That is perhaps 
the chief moral of this German instance. The particular effect which 
Germany seems to have experienced depends upon conditions which 

I have no parallel in the case of the "Cnited States. And a more or \ 
less simultaneous revival in the 3 or 4 chief industrial countries is not 

\ impossible, even if it is not synchronized with absolute perfection. 
I This situation is analyzed by Dr. Carl Landauer in a paper read before the Econometric Society in 

Berkeley. Calif., June 1934. This is, of~urse, only one possible interpretation. As this is being revised, a 
report com~ of I?r. Schacht's plan for rationing raw materials to combat the sborta~e due to inability io 
secure sulficlegt Imports. 
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E. Conclusion 

It is evident that the stimulative effect of a public-works program 
is not assured merely by expt1.llding public works. The effect de

'pends upon how they are financed, on what is happening to the 
i entire budget of public expenditures, and on the effect which these 
i public expenditures produce upon the field for private capital invest
i ment and upon the supply of funds available for ppvate capital 

': expenditures. Thus, the public-works policy does not stand by itself. 
" 'In one aspect, it is an integral part of the whole problem of public 

fiscal policy, and in another aspect it is an integral part of the whole 
problem of capital expenditures and the field for capital expenditures 

, m the national economy as a whole. In general, the findin~s of thiJ. 
chapter are favorable to the policy of loan financing, though It 
should not be carried to such a point as to create wide-spread fear of; 
unchecked inflation or such fear of the soundness of the credit system 
as'may result in making it impossible for private business to secure 
funds when it actually wants them for increased capital outlays. 

~ 
The most crucial consideration is the need of establishing a condi

ion in which it will be possible for private expansion to come about 
) nd, when it does come about, to take over the load which public 

expenditures have temporarily assumed. If public expenditures are 
so handled as to tend to bring about a condition in which the volume 
of production and employment will become dependent on a perpetual 
continuation of such expenditures, then it will defeat the end of 
revival as that is commonly conceived, and will tend to bring us 
that much nearer the point at which the task of producing goods and 
maintaining the livelihood of the population could not be successfully 
handled by private business as now constituted. Instead of a com-

/ pensator for disturbances, making the system of business enterprise 
more efficient in handling its great national responsibilities, the public 
works policy would be an undermining influence, tending to make 
business unable to sustain itself. This would be contrary to the I character of the experimental policy the Government is now fOlioWing.\\ 

. It would fit in only with a policy looking not to workable modifications 
'of the economy of private business but to an early substitution of an \ 
outright collective economy. . . ,- .~ 



XI. PROBLEMS AND METHODS OF FINANCING I 

.,IA. General Need of Fiscal Overhauling 

Regardless of what is done or is not done in the matter of a public 
works policy, there is need of a general overhauling of ~\merican 
fiscal system~in a number of respects. Some are matters of urgent 
need, which virtually insures that something will be done-for ex
ample, the clearing up of irregular accumulations of local debt and 
of the situation arising from abnormal percentages of uncollected 
taxes. Others are matters in which there is a general need for reform, 
systematization, and improvement, on which the need for action is 
somewhat les3 obvious and pressing, but on which action of some 
sort in the near future is nevertheless extremely necessarY. This 
overhauling which is necessary on general grounds reaches mto sub
stantially all of the fields of fiscal problems in which a system of 
planned public works calls for changes in the fiscal mechanism in 
order to provide for raising the necessary resources at the time when 
they are needed. Thus the fiscal requirements of a planned public 
works policy stand in a favorable position for securing necessary 
action, to the extent that the existing systems are in any case due to 
be thrown open for investigation and possible change. As a result, 
while necessary changes are heing considered, there is an unusually 
good opportunity for including consideration of such changes as a. \ 
public works policy calls .for. But this, of course, req.uires that there" 
be u clearly formulated ldea of what the fiscal reqmrements of the/ \ 
public works policy are. -

"he general overhauling for which the situation seems to call covers I 
the following fields or problems: (1) The depression has resulted in 
weakening financial structures, increasing the burdensomeness 01 
normal taxes, bringing tax delinquencies on a large scale, increasing the 
resort to short-term borrowing, straining the credit of local units, 
and reducing debt limits as assessments ha.e been reduced. Real 
estate taxation has shown unexpected weaknesses and may have to 
be less relied on in the future. A general rehabilitation is necessary. 
(2) Study is being given to the problem of organizing State and local ~ 
?-scal systems so a~ to make pos.sible a r.nore stable. rate ?~ sp~ndin~ 
1D the face of busrness fiuctuatlOns whIch create rnstability rn the 
revenues. This mfvement looks in two directions; first, toward I 
inc~$ st!:1bilitYL of revenues; and, second, toward mechanlsr$ 
makrng It possffie for expenses to be more stable than re.enues are, 
by regular methods which will be recognized as sound finance and 
will not ca~re suspicion of unsoundness which is created by 
irregular inter ttent deficits. The~ proposed systems in.olve some ~ 
development nd modification of ~e pre. ailing concept as to what t 
constitutes a; balanced budget. (3) In connection with this program, 
there is need of modifiying the methods and machinery of borrowing 
and repayment, including amTil}r . ation, in order tg"make them serve 
more effectively the needs system looking 'tOward more stable 
nf,bIiQ...!'1L~ndilUn)9wer4 (4) he kinds of taxes on which-we mainly 
re y for our revenues need to be reexamined, with some possible chan~e 

1 T ese proUems are more fully gone into in the appendix. 
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in the relative importance of different kinds of taxes. (5) The rela
tion of Federal, State and local finances is in n~ed of reexamination~ 
both with respect to sources of revenue and with respect to possible 
transfers of funds from one unit to another ... 'For example, Federal 
·grants in aid of education are already being strongly urged. 

r All of these phases of financial overhauling have a bearing upon a 
I policy of planned public works. They may be so handled as to facilI
tate such a program, or to place obstacles in the way of it and to neu
tralize any good effects it may have in stimulating general business 
activity. It is clearly desirable that they should be so handled as to 
recognize and provide for the necessary instruments and conditions of 
a successful public-works policy. 

B. The General Financial Stringency 

The financial situation in the various States and localities is suffi
dently disquieting in more than one respect. Tax delinquencies have 
shown a very heavy increase during the past 3 years. Figures of 
tax delinquencies, collected by the Bureau of the Census, indicate 
very wide variations from State to State and from county to county 
within a given State. Some of these variations are due to an unavoid
able lack of comparability in the figures; for example, variations in 
the date of the observation range from the date when taxes become 
delinquent to 14 months after the second of two delinquencies dates. 
Other variations appear to be due to differences in the severity of the 
penalties for delinquency. The percentages of delinquency which 
are reported range from 4.2 percent for Massachusetts to approxi
mately 41 percent for two States, while the unweighted mean of the 
17 States reported is 20 percent. The most serious aspects of the 
situation is found ill those regions where the percentage is very much 
above the general average. 

As to the seriousness of this situation in relation to the future, there 
is naturally some uncertainty and difference of opinion. In the gen
eral past experience, delinquent taxes for the hulk of the properties 
llffected have ultimately bepn paid, though the time of payment 
remains uncertain. The ultimate remedy of the Government, in the 
power to take the property for taxes, has usually proved sufficient 
in the case of properties possessing substantial value. In some cases 
it is found that the necessity of paying back taxes before a clear tife 
can be given in a sale of the property results in the clearing up of the 
delinquencies when the markets begin to become more active and 
transfers become more frequent. Thus a revival of the market for 
real-estate sales may be expected to bring in a very considerable part 
of the taxes which are now delinquent. 

On the other hand, the re\letance of courts and officials to take 
homes from their owners has, in the vie,," of some observers, taught 
the owners that the payment of taxes is not necessary, with the 
result that there will be much greater irregularity in such payments in 
the future. \Vbether this becomes n serious matter or not will 
depend upon the action of local cfficinls and courts. It seems prob
able that they will not allow this condition to go on indefinitely, after 
a revival of business restores the underlying power of the people to 
pay taxes. Under such conditions, the ultimate pro~pect of a sale 
for taxes, coupled with the piling up of interest charges on the de-
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linquency at a penalty rate, frequently 9 percent, should act as a 
strong stimulus to the repayment of the delinquencics as soon as 
such repaymen t becomes possible. . 

In the meantime, the situation has put the localities in a position 
in which there is a doubt as to their ability to control their revenues, y 
even by increasing tax rates. The question is raised whether an 
increased tax rate will increase the amount of collections, or merely 
increase the amount of delinquencies. Thus, local financial officia1s~ 

'tfearing the effects of an increased tax rate, have frequently resorted td 
Iborrowi!l-.KJ!lla substitute. 
. The result has been an extension of the policy of tax anticipation 
borrowing until it has in many cases reached the point where it no 
longer deserves that name, having gone so far that the next install
ment of taxes, when collected, will not fully pay the loans, and re
newals become necessary for an indefinite period. This is, of course,. 
an unsound financial situation. It can be rectified only by funding 
the debt, where sufficient borrowing power remains within the statu
tory debt limits, or by either reducing expenses or increasing tax 
revenues. 

Thus, in the next few years there will be increasing pressure OIl 
localities to reverse the procedure of the last few years, and to spend 
l~ss than their receipts, in place of spending more. For a time, public I 
works financed by borrowing will find little flace in local budgets.: 
If this movement is accompanied by a genera revival of business, it 
may not bring about any drastic shrink~e of public expenditures and 
may not be out of harmony with the requIrements of a long run public
works policy, viewed with respect to its effects upon industrial stabi
lization. For such a program calls for precisely this kind of actioI\ 
during periods when business is expanding, and when the need is fOf" 
tempering expansion rather than stimulating it. In this respect the, 
next yelir may prove critical, a great deal hinging on whether we can 
avoid the repressive effects of heavy taxes and curtailed public ex-
penditures before business reaches a state in which it has established 
some power of self-expansion. 

C. The Stabilization of Public Spending Power 

We have seen that the stabilization of public spending power is a ' 
prerequisite to a desirable public works policy. We have also seen I 

that such stabilization presents few difficulties during minor cyclical 
fluctuations of business, and that the same kind of machinery used for 

. this purpose could, with little strain, go somewhat further and provide 
for moderate expansion of public works expenditures during minor 
cyclical depressions. During such periods, there is comparatively 
little shrinkage of State and local rennues, since sources of re,-enue 
which respond promptly to business conditions are to a considerable 
extent offset by others which lag heavily, such as income taxes based" 
on the income of a previous year. This is especially true under the' 

t ~. ystem now being tried in \Visconsin of basing the income tax on an 
average of senral years' income, with the result that fluctuations 

, hould be much reduced and the lag in the response of this tax to 
business conditions should be very much increased. We have also v 

seen that in a major crisis the mere demands of stabilization of public 
expenses become a very serious matter, likely to exceed the power of 



116 ECONOMICS OF PLANNING PUBLIC WORKS 

State and local revenues to adjust themselves, even without adding 
the burden of a program of expanded public works. Thus reforms of, 
this sort, while they may accomplish a great deal, cannot be ex~ted; 
to solve the whole problem or to forestall entirely the need for falling\ 
back upon the resources of Federal credit in times of serious emergency, 
as was done during the crisis of 1933-34.' 

, There are two main methods p~d for closing the gap between 
I fluctuating revenues and the need for stabilized expenses. One is the 
accum~ation of reserves out of the revenues of prosperous ~, and 

';,.. Jhe ot.h4lr is the use of borrowing in years of depression. 2 ~ 
I t is proposed, for example, that in years when the personal incDme 

tax exceeds the average annual yield over the past 3 or 5 years, con
tributions should be made to a reserve fund based upon n formula 
~'hich could be automatically applied; and that in years when the 
yield falls short of the average for the past 3 to 5 years, withdrawals 
should be made from the reserve fund, also on the basis of an auto
matic formula. The proposed formula (on the basis of proposed 
tax rates not very different from those of 1933) would have resulted 
in the accumulation, during the years 1925-30, of nearly $246,000,000, 
and the withdrawal during the years 1931-34 of $198,000,000. This 
system would not have eliminated all fluctuations in revenue avail
able from this tax, but would clearly have reduced them very con
fsiderably. 
: Such a system faces a number of practical problems of administra, 
tion, as well as problems bearing oIf"its economie effects. Like all, 
sys.tems involving cycle-:~t?-b!l!zip.gJe~e~es, it calls for the accuD!-.u
latlOn of assets durmg good hmes whICh must be realized on dunng 

, bad times, with likelihood of loss on the assets, and danger of adding 
, to the demoralized condition of the investment markets when the 
assets are realized upon. If one State alone followed such a policy, 

I'this reaction upon the markets might be negligible, but if aLI of them 
followed it, it would be a matter for serious consideration. 

, And the further question would remain whether the existence oI 
these reserves would not invite more liberal spending, despite the 
intent of the framers of the plan to the contrary. It has become 

,.\',almost proverbial in State and local finance that reserves are-likely 
"\Jto be rajded. This is one aspect of the political pressure toward 

increased spending when revenues are ample, which has already been 
noted as one of the obstacles to a policy of postponing public works 
-during prosperous times. This question whether such a system of 
reserves could be successfully handled must remain to be answered by 
the test of experience. It may be that the stabilization of expenses 
must fall back in the main upon the simpler and more obvious device 
of temporary borrowing. In any case, since available revenue funds' 
-cannot be wholly stabilized, some temporary borrowing will ~" 
necessary. 

The conception of a balanced budget is one of the things which such 
I a plan aims to modify. It is coming to be fairly generally acceptoo 
I among students of finance that th!;l, fiscal year, as a period for the 
! balancing of the budget, is arbitrary; and that there is at least equal!J1 

• For a detailed elaboration of these proposals, see the Report of the New York State Commission for the 
Revision of the Tax Laws, 1933, Proposals for stabilizing the yield of certain of the variable taxes are 
~laborated in memorandum no, 11 or this report, Cf, also Shere, "A Statistical Approach to Certain New 
York State Tax Problems," 
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good reason for attempting to balance the budget, not during every 
Ilingle fiscal year, but over a longer period, covering a cycle of pros
'perity and depression. The greatest difficulty with this concept of "'v 
hudget balancing arises from the irregularity in the movements ~ 
business, both as to the length of the cycles and as to the relative \ 
magnitude of the rise and fall in any given case. TjlliS any system of 
bU~Ket ~8JancjDg. which .aims. at a bala~~e. over a penod ri!Jea~ ~ ',:-
necessarily somewhat uncertam as to the length of the -P'e' ~. 
ne~s tobe~overedand as to the possibility of hringing about a\ -
peifectbalance at the end of the period. 

In this latter respect, at least, the problem is not different in kind 
from that of yearly budget balancing but rather different in degree. 
Budget estimates are, after all, prophecies, and like all prophecIes are 
fallible. A rational system of budget balancing does not insist tha.t, 
if emergencies such as storm and flood create additional expenses 
which could not have been foreseen, other expenses must be rigidly 
cut during the last months or weeks of the fiscal year in order to bring 
the expenses precisely within the estimates. There is always a place 
for deficiency appropriations and emergency financing. What is called 
for in a rational system is that, if such contingencies bring about a 
deficit in a given year, the budget for the succeeding year shall include 
this deficit and shall take measures rationally calculated to extinguish 
it within the succeeding year. 

In the case of balancing a budget over a term of years this same 
\. l>roblem would anse in a much exaggerated fonn, and the results 'Of 
\JInexpected contingencies might be decidedly more serious. In the 

present case, for example, such a depression as we have experienced 
would be bound to leave large deficits, which would have to be cleared 
up, if possible, during the next revival, in the face of the fact that 
this next revival starts from a much lower level than previous revivals 
and will presumably not reach anything like such great heights. 
Thus there will still remain the necessity of balancing revenues and 
expenses during a period which, compared to the period from 1924-29, 
is bound t9 be one of relative poverty. This concept of budget· 
balancing over a term of years, then, while it expresses a valid prin
ciple, would not be so used as to delude the public mind into thinking 
that it will make possible a balance of the same degree of approximate 
precision as can be brought about over a single year. Nevertheless, 
it has its usefulness if too great reliance is not placed upon it. . 

Another Ipodified concept of Budget balancing is the one embodied 
in the present Federal fiscal policy, namely,~that of dividing the 
Budget.iutotwo parts, one representing ordinary current expenses and. 
the other re1?resenting extraordinary outlays on pennanent assets or 
on the. meeting of emergency needs caused by the depression itself 
which are therefore considered to be temporary. The present aim o~ 
'Federal financing is to balance the ordinary Budget while pennitting a 

"large deficit on the extraordinary items. . 
With regard to this concept, it must be remembered that it was! 

: adopted at a time when there was growing fear of a deficit and a gr0't-
J ing movement toward the balancing of th-e Budget. In the face of thlS 

attitude it appeared necessary-to make targ'e emergency outlays both 
to provide for relief and to stimulate business revival. The concept 
constituted a means of meeting this situation and of enlarging the 
emergency expenses while at the same time allaying fears that these 
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expenses would lead to an indefinitely continued deficit and ultimate 

I bankruptcy. But in some respects the logic of this divided Budget 
will not stand searching exan:ination. 

In fact, this logic comes near to a reductio au absurdum when it 
justifies the cutting down of expenses for these services which are so 
important that they find a place in the regular schedules of the budget, 
while at the same time increasing expenditures for services which 
are, in themselves, so much less important that they are undertaken 
only as a means of providing relief work. These relief-work expendi
tures are regarded as due to the emergency, but if one is to view this 
matter rationally, one must remember that the special need which the 
emergency creates is not the need for these special services on which 
relief workers are employed, but rather the need for the employment 
itself and the disbursement of funds which it brings about. And so 
far as the amount of funds disbursed it concerned, that would be 
equally provided for if the services financed by the regular budget 
were maintained, and services of inferior grade were not substituted. 

In short, there is no sufficient ground for classifying the regular 
current services as not due to the emergency and the relief work 
services of inferior grade as due to the emergency. The more logical 
principle underlying this device rests upon the question, not whether 
particular services are due to an emergency need, but whether the 
whole deficit is of a temporary character due to the emergency and" 
destined to disappear when the depression vanishes. It is surely 
strange arithmetic which would regard a deficit of 40 millions on 
regular current services and 40 millions on extraordinary public 
works as a dangerous condition, but would treat as thoroughly sound 
finance a deficit of 100 millions on extraordinary public works, 
provided there were no accompanying deficit on regular current 
services. Such manipulation of fiscal categories should not be allowed 
to obscure the fact that in the one case the deficit is $80,CO),000 and 
in the other case $100,000,000, and that $80,000,000 is less than 
$100,000,000. Or if the total deficit by either method were $100,-
000,000, then one condition is no more serious than the other.' 

! What ~ needed seems to be a rational judgment as to the total 
, deficit which can properly be undertaken, and a free hand for the 

Government to spend the money in those ways which will do the 
. most good without being required to spend it under particular fiscal 
; categories which, from this standpoint, are irrelevant. 
I 

v D. Borrowing and Repayment 

As we have already seen, if the fiscal policy of the Government is to 
serve the needs of industrial stabilization, it must borrow during 

/oepressions in ways which take and put into use funds which would 
; .not otherwise be used. Its borrowings must be in that sense infla: . 
'-.ttonary. And its repayments must, if possible, be defiationl!!:Y1 in-a: 
,sorresponding sense. As we have also seen, there is probably no need 

of taking special measures to see to it that the fuJ¥ls the Government 
borrows during a depression are funds which woula' otherwise lie idle. 
That result is almost certain to come about automatically. If there 
is any doubt in the matter, the marketing of loans through the 
banks, with privileges to the ultimate purchaser of borrowing upon 
them, can easily be made to bring about the desired results. 



ECONOMICS OF PLANNING PUBLIC WORKS 119 

The problems of repayment, while much less obvious, are in s'bme 
ways more difficult. Repayment does not automatically work in 
precisely the rewrse way from the original borrowings, because it 
takes place at a different phase of the business cycle, and one in which 
the condition of the capital market is different. Borrowing may not 
red Hce the yolume of funds which would actually find effectiye forms 
of private investment, but repnyment of loans· during a prosperous 
period may increase the yolume of funds seeking investment in such t X, way as to stimulate a boom, just at the time when repression, rather 

·.:than stimulation, is the thing to be sought. If the demand for indus- I 

trial equipment is not sufficient to absorb such funds, they are likery 
to flow into the securities markets fostering an unhealthy stock-

o market boom. It may be that reduction of the public debt during a 
'. period of prosperity needs to be accompanied by definite deflationaryt, 
I :measures carried out by the Federal Resef\~e System, in order to 

. !neutralize this effect. i 
~fethods of amortization present a further proble~ PresUl!lably '. 

loans made to finance an ~mergency pro~ram shoUld be paId off 
before the next emergency III order that the next emergency may 
find the credit resources of the go\'Crnment in as strong a condition 
as possible and not weakened by the effects of the measures taken 
to meet the former emergency. This calls for \'Cry rapid repayment. 
The question remains whether this rapid repayment should be put in 
the form of a rigid requirement, such as a 5- or lO-year amortization 
period, or whether it should be left more to the discretion of the 
financial offil ia1s to determine when repayments can best be afforded. 

Ideally, the latter method is the better one, since a rigid lO-ye~ 
amortization period may be extremely burdensome during some of 
those 10 years when ('onditions are decidedly unfavorable, while it 
may be possible to repay more than 10 percent of the loan during 
the most prosperous years of the decade .. On the other hand, it is 
not safe to count upon always having financial officers of ideal wisdom. 
and discretion. On the whole, rather short amortization periods· 
seem to be called for. However, an exception would most certailliy 
need to be made in the case of housing, or possibly of otheI' kinds of 
works which are to be self-liquidating, and which cannot reach the 
marKet they are designed to serve unless costs are reduced as far as 
humanly possible. Rapid amortization of housing bonds woulP 
impose a prohibitive charge, and make genuine low-cost housing 
impos5ible on a self-sustaining basis. 

Rapid expansion of borrowing in an emergen~y calls for special pre
parato1l£. measures, as has already been pointed out. Somethllig 
must be~one to overcome the oLstacle afforded by the fixed debt 
limits under which local governments operate. Elastic debt limi~ 
can be devised and made workable 'without too much complication 
of the credit machinery. It is simple enough to provide an increase 
in the debt limit automatically by the same machinery which is used 
to determine the existence of a depression calling for expanded public 
iworks.3 The only question calling for any ingenuity is the question 
of how the debt limit, when once expanded in this way, is to be brought 
back to normal. 

I Suggestions with regard to administrative machinery (or this purpose are made in the concluding 
.chapter ofthis study. 



120 mCONomcs OF PLANNING PUBLIC WORKS 

If nothing is done to meet this problem, except to reduce the debt 
limit when the emergency is over, a community would be likely to 
find itself suddenly in a condition where its borrowings were in excess 
of its debt limit, and it would suddenly lose all its borrowing capacity 
until the excess should be repaid. For this reason, the supplemell.taor 
debt limit, and the loans contracted under it, should probably be kept 
separate from the regular debt limit and the regular borrowings, with 
provision for the rapid amortization of the supplementary borrow:iP.gs, 
so that the next emergency will find them wiped off the books. Then 
the regular debt limit could be hllowed to remain, and only the regular 
borrowings charged against it. Thu'3 if a sudden need arose after the 
depression emergency was declared at an end, and before the supple
mentary borrowings had been completely amortized, the community 
would still be in a position to borrow, if necessary, to meet the need. 
This problem of elastic debt limits..z./ then, is one which requires some 
serious thought out is not by any means a matter of extreme 
difficulty. 

Another device which has already been suggested is advance 
authorization for borrowing, the amount being reserved out of the 
normal debt limit. If this method were followed on a large enough 
scale, it might make it unnecessary to provide supplementary debt 
limits. It could, of course, not be instantly put into effect by com
munities which are already close to their existing limit of borrowing 
power. 

The emphasis on borrowing during the emergency should not be 
allowed to obscure the fact that a properly managed public-work'S 
policy need not mean an indefinite increase in debt. If the policy 
of rapid repayment during prosperous times is followed with as much 
zeal and determination as are devoted to the expansion of public works 
during depressions, there need be no permanent increase of public 

/debt. In fnet, there is every reason for approaching nearer to th~ 
pay-as-you-go policy, becau~ the closer any community is to this 
condition in ordinary times, the better position it is in to meet an 

! emergency. In fact, an indefinite progressive increase in the public 
: debt IS precisely the thing which must be avoided if we are to be pre
! pared to meet difficulties of this sort in the future. If there is any 
'temptation toward borrowing during emergencies and then neglecting 
to payoff the loans during subsequent periods of prosperity, then the 
program must be so drawn up as to call attention to that danger and 
provide against it, as, for instance, by requiring amortization of the, 
~mergency loans over an unusually short term of years. The proper' 
~deal of a policy of this kind is the ideal of pay as you go, applied over OJ iterm of years and not over a single year. i 

E. Kinds of Tuea To Be Used 

The choice of types of taxation presents something of a dilemma,. 
from the standpoint of industrial stabilization. From the purely 
Jiscal standpoint, it is desirable to have in the tax system considerable: i 

I sources of revenue which are not sensitive to industrial fiuctuatio~. " 
from this .standpoint! a ~ales tax is l~ss sensitive than an income ta,£, 

tRnd there IS a strong Impulse to use It. On the other hand, from tlie
standpoint of ~Q!l.Qmj9_.£2.~~.Y' it!s ~mportant t~_use tll;xes which :~Till 
not reduce consumptIOn more than IS absOTufely unavOIdablel Fro~ 
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this standpoint, the sales tax is definitely to be avoided and a hi~4!Y 
progressive income'tax is one of the best forms of taxation. .". 
·--nru.sthe attempt to stabilize public revenues calls for one t~ V 
while the attempt to stabilize business by stabilizing private spendings 
caijsiorsomething differe1!t. This is one more reason for thin' ./ 

ithat it is not wise to try too hard to stabilize public revenues, and tho. 
! t~~ wiser ~ourse 1m r~JJPon TeVemle reserves or borrowing to s~ \/ 
. bilize pl}Plic spen s ill the f4C6"'Qtnns:table tc: J!&venues. Then 1 ., 

will-he possible to continue to use forms of taxation which seem 1\ 
socially desirable, in spite of the fact that they are more sensitive to 
business fluctuations than, for instance, the sales tax. 

One of the taxes which has been considered highly stable and not 
sensitive to business fluctuations, namely, the ~neral propert.y t.a.r, 
has been showing unexpected sensitiveness eluring the last few years~{ 
This tax has become substantially a reu,ke.ata~tlL'{, and constitutes a 
burden on this form of investment far heavier than the State attempts, 
"to lay on other forms. For a time, this seemed to have a certam 
rough practical justification in that the property could not escape,J 
;the taxes were paid, and people continued to farm the land and tot 
;'live in houses on it, in the face of the discriminatory burdens. 

But at present there are growing indications that real estate has. 
reached the limit of its capacity to bear this burden without undesu
able social consequences. Municipalities have found it necessary to 
&!"ant_ exemptions from taxation for a limited time to new housing
enterprises, in order to stimulate desired developments in this direc
tion.. And the movement toward subsistence farming serves to 
eD).phasize the fact that the tax system forces the farmer into just. 

'Jhat specialization on cash crops which is responsible for some of th~ 
unsound features of the agricultural situation. It acts as a barrier 

, ,against any who wish to take refuge from the difficulties of the cash 
'crop in a subsistence type of farming. Even if all other needs were 
met without the use of money derived from the sale of cash staples, 
there would still be a large tax bill calling for money and compelling
the farmer to find a c!!-_s9 market for a considerable amount of produce. ~ 

It would not be proper in this study to attempt to determine just.' 
what is the correct distribution of tax burdens between. different. 
classes of taxes. t But enougn has been said to indicate that the. 
pl"esent emergency has thrown some new light on this problem and 

f . brought to bear new considerations which may lead to a reopening 
V· of the question and some readjustment of tax burdens. In such a 

readjustment, the needs of industrial stabilL~ation should be suffi
ciently in evidence, even with due allowance for the limitation of our 
present knowledge, to justify giving them an important place in th& 
readjustment of tax systems . 

..,/F. The Relation of Federal, State and Local Finances 

In overhauling the fiscal system from the standpoint of relations 
between the different States and between Federal, State, and local 
jurisdictions, the n;\0re obvious fiscal proble!fs are concerned with such 
things as .Qouble 'fuxati~n_ and conflictill~ .jurisdictiolla.· But while 
these questIOns are 6emg dealt wi~lS also the need of providing 
machinery such as this study has shown will be needed in the handling 
of future emergencies. Perhaps the most fundamental need from this 
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standpoint is the need arising out of the fact that, in a major crisis, 
adequate and unified action in the field of public spending can come 
only through Federal authority and Federal credit. Some localities 
haye suffirient resources and some hase not. Of those which have 
such resources, some ,,-ould use them and some would not. Attempts 
to indure the local authorities to commit themseln's to nn extended 
program through voluntnry planning fare the basic difficulty that no 
current administration can be bound by the plans entered into by 
previous administrations. Therefore a prompt nnd coherent nationall 
policy for the meeting of future emergencies \\-ill depC'nd on Feder"ll'l ~ 
action, including the use of Federal funds by way of grants and loans 
to induce States and localities to rarry their share ofthe burden. i 

This being the case, it becomes yhally important to plan for such 
action in advance, so that the baffling delays inherent in such a 
situation can be reduced to a minimum. In other words, if we are 
going to make Federal loans and grants to States and localities in future 
emergencies, we may as well haye the machinery ready to do it 
promptly, and to see that the States and localities are in a position 
to take prompt advantage of the opportunities thus afforded. This 

I requires not only that the Federal Government should be prepared 
to grant funds promptly but that the States and localities should 
be prepared to submit projects well enough developed and maturelY: 
enough considered to justify the Federal Government in making 
grants or loans, and, as nearly as may be, re~. for starting actual . 
work as soon as the funds are made ayailable. This calls for adva~ -
planning by the States and localities, with th urther proyiso diat 
the Federal Government has a sufficient interest in the matter to 
justify it in making subsidies not only to the actual carrying out of 
the projects but to the advance work of planning and prepara
tion to whatever extent may be necessary in order to induce the'"--

J ates and localities to make their advance planning really effective. ) 
/ The making of Federal grants and loans to States and localities' 

V aises a host of questions in which customary canons of sound finance 
may stand in the way of meeting the needs of an emergency situation. 
By ordinary standards the Federal Government should not subsidize 
the regular current services of State and local governments, and imy 
expenditures which it permits by a combined policy of grants and 
loans should be of a sort such as furnishes proper security for loans; 
in short, they should be limited to works of enduring value. . 

However, as we have seen, the Government action has already gone 
beyond these limits in carrying out relief work. Here it has not 
limited itself to permanent works, "properly chargeable to capital 
account." It has rather gone on the principle that relief work itself 
is an emergency need, justifying emergency outlays such as wo~d 
not be justified in ordinary times. And in spending, for example, 
considerable amounts for education, it has undertaken support of

1 
ordinary current services of the State and local governments. Thus' 
the attempt to limit the use of Federal funds to those which might ., 
be called capital outlays in the ordinary sense, appears to have broken 
down in practice. 

As to whether this represents unsound finance and therefore some
Jthing to be avoided so far as possible, it seems that there is strong 
reason to question the idea that durable works of a material sort 
afford any better security for loans than any other kind of emergency 
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expenditure. It would seem, rather, that there are two lines to be 
drawn-one between works which are genuinely self-Jiq,u.id,ating and 
those which are not, and the other marking off theTImit of the totat 
amount of outlays which the Public Treasury can stand, and still 
remain in a basically sound condition. Other distinctions might also 
be made, but they appear to be of minor importance, and extremely 
difficult to apply in practice. Aside from those works which are 
literally self-liqmdating other works are to be justified on the ground; 
that they tend to promote the general health and _'p'roductiveness of 
the economic system. And in this respect, it is difficult to draw a 
line between durable works which tend to increase the economic 
productivity of society by their continued existence, and other out- \ 
lays which tend to rescue the community from the economic paralysis . 
into which it has fallen. - . 

The important criterion of the soundness of loans granted to 
States and localities as stated in section 203A of the National Indus-l 
t~l Recovery Act is as follows: ' 

liThe President may consider whether action is in process or in 
good faith assured therein (i. e., in the locality) reasonably designed· 
to bring the ordinary current expenditures thereof within the pru
dently estimated revenues thereof." In other words, the question 
is, not whether the particular expense yields a self-sustaining as.iet 
but whether the whole fiscal system of the community is in a sound 
condition. Even this principle may be too narrow if it is construed 
as meaning that local budgets must be balanced at any cost during 
the current emergency. If the agencies granting Federal aid require, 
as a condition of such aid, that localities shall levy increased taxes 
at a time when only sules taxes are available, the result may be to 
neutralize any good that might be accomplished through the Federal I 
aid. The principle in question needs to be extended and liberalized I 
by construing it in the light of the conception of balancing budgets 
over a period including both depression and prosperity, rather than , 
insisting upon a strict balance each year. What may reasonably be 
required is action" reasonably designed to bring the ordinary current I 
expenditures * * * within the prudently estimated revenues" I 

not immediately but when something like normal conditions shaUl 
have returned. 

As to the principle that ordinary local expenditures should not be 
shifted over to the Federal Budget, subsidies to public works may 
prove to be not so well justified from this standpoint as sm!ergency 

to ... ordinary current services, so long as these 
to the period of the emergency itself. A com

Federal funds in 1934 to build works which would 
come out of the local budget in, let us say, 1936; 

but it can hardly finance its budget of regular school instruction in 
, this way. This aid to local current services is more certain to be{/' 
; eonfihed to the needs of the emergency than is the construction ot' '. 
';durable public works. . 

One fact which needs to be taken account of in any system under 
which one governmental unit bears a part of the cost of given services 
-or improvements, while another unit takes the initiative in determin
ing whether these services are to be carried on or these improvements 
.are to be made, is the fact that under such a system the initiating 

141661-3t>--1l 
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body receives more than it spends, with the result that there is il 

definite stimulus to the kinds of services and works which are subsi
dized in this way. If this kind of subsidy is limited to a particular 
class of works, there i3 a tendency toward onrbuilding of this class, 
fiS compared to other classes. State grants in aid of local road con
struction are a case in point. The result is that the subsidizing au
thority hns 11 responsibility for keeping such expenditures within 
bounds. In other words, such a system sets up one more scheme of 
checks and balances which tends to complicate the work involnd and 
to introduce elements of dela~·. This cannot be ayoided, but the 
effect needs to be counteracted by other measures whereby the pre
paratory work of determining what projects are justified is carried on, 
so far as possible, in advance. 

G. Limits on a Public Works Program Imposed by Financial Considerations 

The underlying limits on a public works policy arise from the pos
sible exhall~tion of the ultimate financial power of the Gonrnment. 
As ther£' is hardly any qll£'stion of a grnde A program exhallsting th£' 
availablc fiscal resources, these limits bccome a lin issue with respect 
to more ambitious programs invol\-ing a considerable increase in the 
total amount ex[wnded. The first limit arises from the possibility 
of increusing public borrowtrrg to a point which exhausts the pub1lc
faith in the soundness of the credit. This, howenr, does not stand 
wholly by itself, hilt is related to a still more hasic limit; namely, the 
possibility of laying taxes sufficient to support proper charges for 
interest anel amortization of the loans, without reaching the pmnt: 
where the taws cripple business oj' intel'fere with it sufficiently to~ 
cause the whole process of raising and spending money to do more, 
harm than good, from the standpoint of its effects on the volume of '. 
business nctiyity. This, needless to say, is a Yery indefinite limit. 
At present, \\'e haH no tangible standpoints by which to judge it, 
en'n on the side of the hampering effects of taxation taken by itself. 

Those who deal with this problem are commonly divided into two 
groups-those who look at the need for expanding public services and 
expenditures without intimate contact with the effects of the necessary 
fiscal burdens, ~nd those who look at the size of the tax burden and 
argue that it has become intolerably large without direct reference to 
the importance to the community of the services whieh this tax bur
den serves to support. The weight of the tax burden, taken by itself" 
is at present a truly serious matter, though some factors of the situa
tion are undoubtedly temporary. The total burden has been variously 
estimated, the largest figures running as high as one-third of our 
diminished national income. This estimate, however, refers to the. 
total cost of goyernment and not to the amount currently raised out 
of taxes, which is smaller. The amount of the tax burden is probablJ: 
not more than one-fourth or less than one-fifth of the present national 
income. This is well over twice the proportion to which we were 
accustomed in the years preceding the \Yorld War and represents a 
burden which is not easy to bear. This burden consists in part of 
debt charges, veterans' relief and other minor burdens carried over 
from the World War, in part of a net increase in the extent of public 
functions, and in part of burdens of relief and similar outlays occa
sioned by the depression, The weight of it has been enormously 
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in('reased as a result of the great fall in the price lewl which accom
panied the present depres"ion, resulting in an increase in the real 
weight represented by fixed interest charges and saTaries and veter~~ 
benefits, which did not deaease as the purchasing power of the do!!!,"p 
rose. But the largest responsibilit~~ for the increase in the proportion 
of the national income absorbed by government has been the decrease 
in the real national income resulting from general industrial stagna
tion. As to the prospect for the future, veterans' benefits and sala
ries have already been adjusted to a considerable extent, but the more 
important adjustments must wait until the burdens of depression 
relief are lightened and the volume of industrial actiyity rises to 
something like a normal lewl. When this happens, the cost of gov
ernment will presumably settle down at a level some\vhere between 
the pre-war lewl and the present abnormally high percentage of the 
national dividend. The precise level will naturally depend on the 
speed of recovery, which no one can predict with confidence. 

Looking over a longer perspective, to possible future emergencies, 
the main question is whether we cun carry a sufficient burden 'of \ 
taxation through the years which are to follow the pr{lsent depression 
to wipe out the increased debt charges which this depression haa 
brought with it, before the next considerable emergency arrives, and 
so avoid a cumulative piling up of these charges. This does not seem 
impossible. If it can be done, there is no need to fear that our ulti~ 
mate power to finance an expanding public works policy in future' 
crises will vanish. 

As between those who look only at tax burdens and those who look 
at the necessity and importance or-go\~ernillental services, there is 
frequently no common measure by which the importance of the plus
and-minus quantities can be determined. When this question is.' 
looked at from the standpoint of the use of public works to relieve 
depressions, it appears that something like a common measure is~ 
least possible, because the question at issue concerns the effect of sue 
expenditures on the total volume of productive activity without a 
necessary preference for one kind of activity as against another kin 
But the difficulty remains that the total effects of such a policy on 
productive activity at large have not yet been sufficiently analyzed, 
The process consists of the securing of funds from certain sources sild 
the spending of them for certain works. Each side oC tfle process has 
both immediate effects and after effects. And it must be followed 
by another process of securing funds from tax sources and transferring 
them in repayment of loans. And the effects of this latter process are 
also two-sided, consisting of the subtraction of purchasing power 
through taxes and the addition of purchasing power to the funds of 
other persons or groups through the repayment of the loans. All of 
these phases of the process are equally important and any attempt to 
assess its effects must not neglect anyone of them. 

The more immediate effects of the process of public works expansion 
have alre~dy been stated, o~ the assumption ~hat public loans during ~ 
a depressIOn take funds whIch would otherwIse, at least for the time 
being, remain unused, while the public works expenditures put these 
funds into active circulation. There is a possible after effect which 
has also been mentioned, when conditions become such that there is 
an active private demand for these loan funds, and when this demand 
may be limited by the fact that the loan funds have already been taken 
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by the Governme~t. \ T~e.~t!!nate effects. of taxation. a~d revenues 
of the loans remam t6"be cons13ered. This second shiftmg of fundS 
will, in all probability, result in a net reduction of consumers' ex
penditures and a corresponding increase in the volume of funds seeking 
mvestment in the private markets. Thus, if it is true that the fund1t
mental evil of our economic system is one of under-consumption f!tnd 

lover-investment, the effect of expanding public works dunng it de
I pression, on a credit basis, is largely to postpone the difficulty, rather 
than to avoid it. This represents a question upon which no final an
.~wer can at present be given. It is one of those matters on which 
rgencies for economic planning must carry out systematic researchee. 

Among the more immediate limits on a public-works policy are 
those arising from the system of divided··governmental powers and 
the general inertia of governmental fiscal machinery. Regular 
budgetary procedure is loaded with checks and balances, includiJrg 
requirements of legislative action or of popular referenda on proposals 
for borrowing. These have the admirable purpose of making neees
wary properly matured deliberation before public funds are spent; 
but they also have the effect of making prompt action virtually 
impossible. Moreover, the great number of local authorities con
cerned makes it virtually impossible to carry out any concerted 
policy over the whole country so long as matters are left entirely in 
the hands of these local agencies. 

The overcoming of these limitations depends, firet.. on going throug.h 
the process of mature deliberation in advance; and secondly, on 
allowing some central body to take the initiative towanr concerted 
action, to give the signal for such action, and, if necessary, apply a 
fiscal stimulus. The carrying out of preparatory measures in advance 
needs, not merely to save time, but to save enough time to more than 
counterbalance the time which will necessarily be consumed in the 
process of submitting local projects to the central agency for final 
ratification and the securing of grants from such an agency when the 
projects are approved. The Federal Government probably needs to 
give some continuing moderate subsidy to the work of planning and 
preparedness carried on by State and local bodies, as well as to make 
it worth their while to accept and use Federal funds when the major 
emergency arises. 



XII. PROBLEMS OF LABOR POLICY 

For the purposes of this study it is not necessary to discuss all 
phases of labor policy, only some special problems of public works 
policy. Here there is a natural distinction between regular public 
works and relief work, and within the field of relief work a distinction 
between the Civilian Conservation Corps and general relief work. 

A. Selection of Workers 

In the matter of the selection of workers, Public Works Adminis
tration Circular No.1, page 4, laid down a number of principles, to 
the following effect: 

1. Jobs are to be "equitably distributed among the qualified work
ers who are unemployed, nor among those who merely wish to change 
one good job for another. " 

2. Jobs are to be geographically distributed as wi~ely as practi-
cable. '" 

3 .. Q~alified workers who are legally entitled to pref~rence should 
reCeive It. 

4. Excessive incr~ase of labor in the vicinity of works projects 
should be avoided. -. 

5. Local labor which is required and which may appropriately be 
secured through employment services should so far as practicable be 
selected from lists of qualified workers submitted by local emplo-I; 
ment agencies designated by the United States Employment Service. 

6. Convict lal)or and materials produced by it should be excluded. 
There seems to be no reason to quarrel with the general purport 01 

these propositions. Foremen and supervisory staff would naturally 
be exempt from proposition no. 1, and it would probably be advisable 
to exempt a certain proportion of keymen also. The general prin
ciple of this proposition no. 1 seems to apply also to relief work, with 
the qualification already noted in a previous chapter, that in appli
cation there will be more emphasis on need and less possibility of 
choosing men specifically fitted for the jobs available. Regular 
public works will naturally have the first selection from the available 
labor force, and so be able to choose their working force more defi
nitely on a basis of the workers' qualifications for the particular jobs 
in hand. 

It would also seem that, so far as practicable, within the field 
of relief work, workers chosen more definitely with reference to em::·~ 
ciency should be put on separate projects, to avoid mixing them witll 
unemployables or with employable workers who are not qualified 
for the particular kind of work available. The extent to which this 
can be done depends partly on the size of the relief works program, 
and on whether it is the main reliance for relief or only part of a. 
more comprehensive program. In proportion as there are other 
adequate ways of caring for workers who may not be well qualified 
for types of work available, relief work may be more narrowly limited 
to qualified workers, though subject always to the tendency of local 
adniinistrators to assign jobs on the basis of need, for reasons already 
noted. 

127 
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The same considerations bear on the problem of discharge for 
inefficiency. From the standpoint of efficiency, such discharge should 
be possible, and the job should not be regarded as an Hbsolute right"£y 
the worker, regardless of his performance. This implies that there 
should be proyision for relief on which the discharged worker may fall 
back, which should be sufficient for the absolute necessities, but less 
liberal than the wages on relief work, which in turn should be less lib
eral than wages on regular public works or in pri,"ate employment. 

For the unemployables, or for those who may need to qualify for 
new kinds of jobs if they are ultimately to be placed in private busi
ness, special treatment looking to reeducation or rehabilitation is 
highly important. 

B. The Avoidance of the Use of Machinery 

In 1934 it was the policy of the Public Works Administration to 
avoid the use of machinery so far as that could be done without raising 
costs. The difficulty of determining precisely the effect of such a 
policy on costs in advance of trying the experiment is obvious. The 
net outcome of such a policy would be to give the benefit of the doubt-
possibly of a fairly wide margin of doubt-to the policy of reduced use 
of machinery. The figures of direct employment on Public Works 
Administration projects, in proportion to total amount of money 
'pent, seem to indicate that this policy has actually had a material 
effect, but these figures afford only very general indications. For the 
benefit of those in charge of future projects, it would be desirable to 
carry out a study of the results of this policy of reduced use of ma
ehiriery, with respect to its effects on (a) direct primary employment, 
(b) indirect primary employment, and (c) costs. 

C. Wa~es and Hours 

For regular public works, the wage policy should be a consistent 
part of a comprehensive wage policy for occupations in general. Here 
there is need for as much study as possible as to what such a compre
hensive policy should be. Provisionally, it seems that there is ground 
for distinguishing the field of construction and the production of 

I capital goods from the field of production of consumers' goods in 
\ ,-eneral, an~ adopt~g somewhat different policies in. the two fields. 
~The reason IS that, ill the field of consumers' goods, illcreased wag"E}'l 
. not merely increase costs but also come back to the industries in tH'e 
form of increased demand for their products rather quickly, while in 
the field of construction and capital equipment, increased wages during 
a depression may merely increase costs without any corresponding 
effect, for the time being at least, in increasing demand for these types 
of products. Thus, if effective demand in these special fields is to qe 
increased, or prevented from declining, some deflation of costs seems' 
necessary, in which wages may need to bear a share of the burden. 

"Specifically, if a low-cost housing program, for instance, is to have a 
chance of success, it appears necessary that construction costs should 
be deflated. 

f 
Thus the double principle may be laid down: (1) That wages and 

hours in regular public works should correspond with those in the 
general market for labor of this type, i. e., labor in the special field of 
durable capital goods; (2) that this general market rate should show 
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~
t least some relatiye decline as compared to rates in consumer~ 

goods industries and should not be bid up as a result of the govern
mental demand or of X ational Recovery Administration codes. 
Costs, including wages, should be moderate enough to offer an 
inceiili~;e to revival of priYate demand and not urt as an obstacle 
to it. Judged by this standard, costs in 1934 in these fields seemeal 

. too high, and the governmental demand seemed responsible in part for I 
the maintenance of wages and prices of materials at levels which, 

. actually discouraged private rOBstruction. '. 
The principle that wages should correspond with those in thel 

general market requires much adjustment to local differences. "
Blanket rates, determined from Washington, are virt.ually certain to 
be made too high for many localities in order to avoid being too low 
in localities-commonly large centers of population-where rates are 
above the average. There are indications that Civil Works Admin
istration wage scales were high enough to bring about serious demor
alization of the private employment market in regions where private 
wage scales were well below the average for the country as a whole, 
making it impossible for private employers to compete at wage rates 
which they could afford to pay. It has even been charged that in 
:some localities workers were able to make savings on Civil Works 
Administration wage scales which would serve to carry them through 
the warm season and put them in a position to refuse normal agri
-cultural employment. The experience of the current depression in 
this matter should be thoroughly investigated and the results should 
be made available to guide future policy and avoid such possible 
mistakes, both for the rest of the present emergency and for future 
·depressions. The importance of this can hardly be overestimated. 

As already indicated, wages on relief work should be lower tha~J\ 
, ·on regular public works,m order to afford a positive incentive tl> , 

'workers to remain in private employment or to get back to it as 
quickly as possible. The great difficulty here is that many private 
'occupations pay such extremely low wages that it is impossible ~oJ 
maintain this principle and still pay enough to meet a reasonab~ 
standard of bare need. Even if the more extremely low wage rates 
in private industry were raised, actual earnings of the workers 
would still in many cases fall inordinately low on account of part 
time during depressions. A further difficulty arises where private 
employment carries board and lodging, with very low money wages. 
This makes a fair comparison difficult; and the public official must 
consider not only his own judgment of the relative advantages 
offered, but the workers' feelings about them, which may be dif
ferent from the official's. Farm and ranch employment may be 
cited as an illustration. Here the workers receive board and lod~ 
~, but money wages are frequently so low as to make the reliet

,,"ork wage scales appear vastly higher, however deceptive this ap
pearance may be. It is not easy to prescribe a simple remedy for this 
difficulty, though a separate cash allowance for board and lodging 
might conceivably have some psychological effect. The general 
dilemma cannot be fully avoided until not only wages but regularity 
of employment in private industry are on a more satisfactory basis; 
in short, until we reach a state where relief work will not be seriously 
needed. 
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In the meantime, so long as we are not prepaTed to go over promptl~ 
tO~!1 thoroughgoing socialistic program, the dominant consider&til:)n 
woUld seem to be not to put excessive obstacles in the way of the re
absorption of labor by private industry. This means being content 
with a standard of pay on relief work which is bound to appear inade
quate from the standpoint of humane administrators. This would 
further mean that it would be impossible to maintain any very large 
differential between relief work wages and levels of outright relief. 

The policy announced by the Relief Adminsitration for relief work 
following the ending of the Civil Works Administration represents 
a compromise in which wage rates are maintained while total earnings 
are limited by an extremely short working week. Such a policy does 
not appear fully to meet the difficulty, because workers are likely to 
prefer the higher wage rate and the short hours to the same total 
~s.rnings in pri-yate industry at lower .rates and longer hours . 

.• / In short, while the policy of real work at real wages, as followed by
the Civil Works Administration, probably made a valuable contn
bution as a temporary expedient, it seems certain that it was not a 
policy that could be usefully maintained from the standpoint of ep:
couraging ultimate absorption of the workers in private industry, 
quite apart from the question whether the Government could stand 
the financial outlay. One local administrator has told the writer 
that his locality had been employing high-grade and low-grade 
workers at a uniform rate of pay, the high-grade workers being glad 
'of the chance to do high-grade work on this basis, but that when rates 
:were raised and higher scales set for the higher grade work, the cost 
,became prohibitive and the higher grade workers merely lost the 
Ichance to do the kirid of work which from their standpoint was more 
\desirable, while the community lost the value of the resulting product. 

,,/ D. Employment Exchanges 

Any reasonably satisfactory policy for meeting these difficulties 
requires some improvement in the general organization of the labQ!7 
market throughout the country. To this end, one thing which "Ii( 
vitally necessary is a really effective Nation-wide system of empl()y-) 
~ent exchaD¥~s, ~th which both. public work.s authoritie~ and reIiet' 
w6rlr1l.Utb:ontIeS" can cooperate ill the secunng of qualIfied labor. 
Even if employment insurance is destined to take the place of relief 
work to a large extent, such exchanges will be no less necessary for the 
effective administration of an \~~ent insurance system. \ 
For this purpose such exchanges are indispen'sable, ooth for deter-' 
mining the actual state of the labor market in respect to wages, 
and for seeing to it that all possible opportunities for private employ
ment are exhau~ted before workers are given either relief work $\. 
unemployment benefifs. Employment exchanges will not solve au 
of the difficulties of labor policy, Which have been mentioned-some 
of them are inescapable" But such a system affords the only hope of 
grappling with these difficulties in the most systematic and effective I 
way. 



v xm. THE CONSTRUCTION INDUSTRIES IN RELATION 
\,...' TO A PUBLIC WORKS PROGRAM 

Inasmuch as a public works program, while aiming at general bene
fit to business, is of immediate and direct benefit to the construction 
industries, t~ relation of the latter to the program is of particular 
importance. ( V there are abuses in these industries, and if a house
cleaning is n~ed, it would be peculiarly unfortunate if the result of a 
public works program were to perpetuate the abuses and vrotect the 
industries against a salutary and needed housecleaning., Before \.-~ 
public works policy takes final shape, a thorough canvass.bf these in
dustries should be made in the light of this problem. Industries of 
sufficient public importance to receive such aid would seem to be 
dec ted \\ith a public interest of a special sort, justifying a requirement 
that they should do their part so far as possible toward a smoothly 
working economic system using the productive powers for the benefit 
of the people at large. If from this standpoint reforms appear to 
be needed, they may fairly be asked for in return for benefits afforded. 
If the Government is, in part, to support the idle overhead of these 
industries, it may fairly ask that the industries do all they can to 
keep that idle overhead down. The Government may also be able to 
help the various groups in these industries to cooperate to this end and 
to accomplish more in this direction than they could do separately. 

A full program of this sort probably calls for action on a wider front 
than that of the construction industries alone. It calls for deflation 
of costs and prices by these industries in order to furnish an incentive 
to industry in general to make use of the construction industries in 
dull times, but as things are, this incentive by itself would probably 
not be sufficient. The end in view seems to require also action by the 
construction-using industries and interests, to stabilize their demandh 
for construction in return for concessions in costs during dull timeS. 
On this basis they might offer the construction industries a sufficient 
prospect of benefit to make the concessions worth while to both 
groups. In any such arrangement, Government as a purchaser of 
construction, with an elastic public-works progress as an induce
ment, might be able to take a leading part. Such a proposal is 
admittedly extremely difficult and success is highly problematical 
with the industries organized as at present. 

As a measure of approach to such a program, there should evidently 
be cooperation between public-works authorities and code authoritws 
in the construction industries, if code authorities or something like 
them persist in the future. Furthermore, the executive discretion 
resting with the public-works authorities might be made to include, 
not only the authority to initiate an expanded public-works program 
when an emergency is shown to exist, but the authority to decline to 
initiate it, or possibly to suspend it, if costs in the industry appear to 
be so high as to afford a positive obstacle to resumption of private 
construction. 

As we have seen, this represents one of the greatest dangers of an 
unsafeguarded public works program, tending to defeat rather than 
promote the end of a revival of private business. For the construc-
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tion industries themselves, a policy which results in stiffening the level 
of costs of construction so as to enable it to resist all defllltion, might 
be a very doubtful benefit. The result might be thllt the revinl of 
private construction would be postponed indefinitely-postponed until 
the Government progrllm should have gone IlS fllr IlS public opinion 
WIlS willing to carry it, or as fllr as the resources of public credit were 
able to carry it and should then have come to an end, after which 
costs of construction, no longer supported by public spending, would 
surely decline and private demand would then be able to come into 
the market without the consciousness that it was being asked to pay 
for construction at an inflated level of costs such as the general state 
of demand did not warrant. Thus the result might be merely that 
rthe evil day of deflation would be postponed, and that business 
(troubles might thereby be prolonged rather than curtailed. 

The question hilS often been raised whether Government could get 
its public works cheaper by doing more of them in dull times. Con
clusive evidence on this point is almost impossible to obtain. Indices 
of construction costs show a slight reduction during cyclical depres
sions, but only a slight one. On the other hand, these indices are 
made up on the bllsis of wage rates rather than of wage costs per unit 
of product, and so do not take account of any increase in output per 
man-hour which may take plllce during depressions. Furthermore, 
the wage rates used are either union scales or are likely to be influenced 
by union sCllles to an extent preventing them from taking sufficient 
account of defllltions in Ilverage rates actually paid to workers of all 
classes. And they take no account of the willingness of contractors 
to bid on Il closer margin of profit during dull times. Thus, one pri
vate employer who has followed a policy of making enlargements more 
extensively in dull times than in prosperous times, has expressed con
fidence that he saved a great deal more money than the indices would 
show. 

There are opportunities for economv. On the other hand, if all 
employers follow the same policy they \\'ouTd aJmost certainly not a1f 
get the same economies, because their sustained demand would tend 
to prevent deflation of costs. The same is true in much greater degree 
of a governmental policy, especially as ordinarily handled, with 
legislative authority determining that a given amount is to be spent 
without any conditions IlS to costs or prices, with the result thllt the 
industry knows that at least this much of the demand for its services 
is completely inelastic. And in a severe depression this would con
stitute a very large part of the total demand. Thus it seems that the 
Government cannot count on any economies through expanding its 
public works in dull times, as a result of purely automatic deflation 
'Of costs at such times. Cnless it is in a position to bargain for such 
economies, it will not get them. A systematic canvass of construction 
costs at the present time has, of course, not been possible in the making 
of this report. Fragmentary evidence indicated that, in 1934, many 
of these costs were surprisingly near the 1929 level, and constituted 
a real obstacle to recoyery.l 

I Since this was written a reduction has taken place in lumber prices; but apparently other items at 
construction costs have n at followed this lead. 



XIV. SPECIAL PROBLEMS IN PARTICULAR FIELDS 

---------- ----------------------------------------------~ 

A. Public Utilities as Adjuncts 
to a Public Works Program 

I In President Hoover's first effort to combat the depression by 
~ attempting to .Eer:suade industrialists to maintain capital expendi
. tJ:lres, the one'Inajor group which responded to the extent of making 

an-'actual increase in these expenditures was that of public utilities. 
This suggests the possibility that they rna.'" afford the most promising 
starting point for an attempt to extend this policy beyond the scope 
of strictly governmental works. 

It must be admitted that this experiment was not an unqualified 
success. The net increase in capital outlays was very small, and it is 
probable that many of the companies which responded to this appm 

..-had cause to regret it afterwards. The attempt was made under the 
most difficult and unfortunate conditions possible. It came at the 
beginning of nn unprecedentedly long nnd seyerI' depression when the 
companies making increased capitnl outlays not only had to wait an 
indefinite number of years for a revinll of demand to justify any 
increases in capacity which they might install, but had to live through 
a period of the most critical kind of financial strain, taxing their 
resources to the utmost. In some cases this was complicated by other 
conditions which may prove to have made a permanent change for 
the worse in the situation of these companies, curtailing their spheres 
of operation as compared to other agencies. And the experiment was 
tried without the benefit of any previous postponement of capital 
outlays such as might have served to ~ccumulate in good times a. 
reserve of work to be done when dull times came. Altogether, the 
conditions for this experiment could hardly have been worse. 

Tbs experience indicates that, whatever public utilities may be 
able to do in this direction in the future, it will probably be subject 
to rather narrow limitations. Some of the difficulties encountered in 
the present case may be reduced by planning, and some may be less 
serious in future cases than they were in this crisis, which stands 
unique in its combination of length, magnitude, and complicating 
and disturbing factors. K eYertheless, eYen if on a smaller scale, the 
same kinds of difficulty will remain. 

On the other hand, if industry is to meet these emergencieS_bY! 
planning, as is generally proposed, the public service industries have 
certain definite advantages over ordinary private industry, fitting 
them to do pioneer work, at least to a greater extent than private 
industry in general. In general, the demand for their services is 
more predictable than that of private industry, and they are ac-cus-
tomed to providing considerable reserves of capacity in advance of 
current need and are sometimes ordered to render sen-ice calling for 
some additional investment which may not by itself vield profitable 
returns on the specific additional amounts expended. . The telephone 
utilities afford a well-known example of long-run prediction of demand 
and adoption of long-range programs of capital investment in the 
light of these predictions. With such long-range programs in effect, 
and with the habit of carrying a certain amount of reserve capacity 
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\ beyond immediate demands in normal times, it would seem to be a 
'. practicable step to proceed more slowly with advance construction 

during prosperous times, letting the reserve of spare capacity get a 
little lower than is customarily done, Bnd then to catch up with the 
long-run program when general business is depressed, or even to 
run a little ahead of it. 

The limitations of such a scheme are easy to perceive. If the 
reserve of spUTe capacity is allowed to diminish very much, there 
will be an increased risk that the current prosperity will bring an 
unexpected increase in demand which will overtax the facilities already 
installed. And the increase of plant capacity when business is con
tracting will always involve a financial burden at just the time when 
such burdens ure harder to meet. One device which might help this 
situation would be to allow the companies to set aside a certain 
amount of earnings as a reserve for plant extensions, under safeguards 
which would prevent the scheme from being used, in effect, to charge 
the public higher rates in order to build up capital investment on 
which the company would have the right to a future return. This 
safeguarding could be done in various ways, which are outside the 
scope of a study like the present one. • 

Even with the benefits of such a system, expanded capital outlays 
could not possibly be carried through the more extreme and prolonged 
depressions. And inasmuch as these most serious depressions are never 
labeled as such when they begin, a company could never tell in 
advance with any certainty whether it was embarking on a timely 
policy of capital expansion which would result in installing added 
capacity which would very soon be justified by reviving business or 
whether it was wasting money by expanding capacity several years 
before there would be any demand for it, and embarking on a rate of 
construction which it could not maintain later, when the depression 
became more severe and business needed the stimulus even more. 

Such uncertainties are inevitable. Even more serious uncertainties 
are illustrated by the crisis through which street railways passed 
following the war, which resulted in a permanent shrinkage in street 
railway transport and the permanent abandonment of many lines. 
The railroads are at present facing a crisis which may result in a 
permanent shrinkage of the scope of their business, though not so 
severe as the one through which the street railways have passed. 
Major crises are quite likely to be accompanied by such possibilities of 
permanent change. 

In the face of such difficulties, public utilities cannot be expecM 
voluntarily to risk very large expenditures-not large enough to playa 
major part in sustaining general business, even in a moderate depres-

• sion. And, so long as public utilities are in their present quasi private 
'j status, any such program must be, in the last analysis, based on volun

tary consent. Public authorities may suggest, persuade, or even offer 
financial inducements. But they cannot dictate absolutely. This 
would involve, in the last analysis, substituting official judgment for 
that of the companies as to the technical problems of their business and 
the kind and extent of equipment needed for economic and efficient 
service. And this cannot be done under the present system. 

One class of work where these objections do not apply, and which 
can absorb a very large amount of expenditure, consists of grade cross
ing separations. Here the Government may not only use increased 
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pressure, but may offer to carry a larger percentage of the cost where 
the work is done in dull times in accordance with a public works 
program. For other classes of work the Government has the resource 
of offering to loan funds on easy terms, or even to make grants of 
funds on terms which would preclude the companies from adding 
these amounts to the valuations on which they have a right to a return. 
Thus it appears possible that something might be accomplished, even 
though the possibilities are limited. 

The conclusion is that, under favorable conditions and with prrrer 
advance planning, a moderate amount of increased capital out ays 
may be brought about during the shorter and milder depressions, 
stopping short of an amount which would impose a dangerous finan
cial burden on the companies if the depression should turn out to be 
unusually long and serious. In the latter case, the companies could 
not be called on for any further contribution. What they might be 
asked to do would constitute a part only of the first line of defense 
only. Along with moderate expenditures by public agencies, it 
might reduce the severity of the lesser depressions to a point at which 
the disturbance to general business would not be serious. If the 
depression went farther than this, public utilities and private industry 
must be expected to drop their part of the burden of sustaining capital 
expenditures, leaving it to be taken up by Government. 

B. Transportation Coordination 

The problem of transportation coordination is a large and many
sided one. It involves incidentally some questions of public works, 

~ but these are naturally secondary to the more important transpor
tation aspects of the problem. These general aspects are in the hands 
of the Federal Coordinator of Transportation, so far as concerns 
general Federal policy. The problem is, however, so broad that there 
is hardly any important local or regional agency which does not 
encounter it in some phase of its work. The Mississippi Valley 
Committee was concerned with it, and made studies of the costs of 
different types of transport. State and local planning boards must 
inevitably deal with it in framing comprehensive plans-even in the 
limited field of public works. Intimately concerned in the problem 
are the Interstate Commerce Commission, State Railroad and Public 
Utility Commissions, State departments regulating motor vehicles 
and motor traffic, and all authorities concerned with highway con
struction, maintenance, and operation; all bodies dealing with avi
ation, tax authorities as governing the charges which different types 
of transportation have to bear, and all authorities concerned with 
waterway improvement and facilities, Federal, State, and local. 
This list includes the improvement of channels, the furnishing of 
public terminals, and any services which may be rendered in the 
actual conduct of transportation, such as the Federal barge lines. 
Last, but not not least, come the private interests which are engaged 
in transportation service and whose policies and developments can
not be simply disposed of by regarding them as under the control of 
the Government commissions and other agencies. 

The system of transportation, which stands much in need of 
better coordination than it now has, includes railroads, street rail
ways, and local rapid-transit lines, street and highway traffic, water 
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transport of various sorts and grades, pipe lines, and air transport. 
In the railway field there are heavy-traffic main lines, subsidiary lines 
\vith light traffic, branch lines, and feeders. The traffic moved includes 
passengers and freight, long-haul and short-haul business, heavy goods 
moving in solid train loads, and miscellaneous merchandise moving 
in less-than-carload lots, and railroads which specialize heavily in 
particular types of business and other roads whose business is general 
m character. It also includes business originating and terminating 
on the rail lines, business requiring local collection and deliyery, and 
business inyolving interchange with water lines or highway transport. 
'Yater-borne traffic and highway traffic are somewhat more specialized 
in the kinds of goods carried and the general na ture of the business 
but still afford wide variety. Every commoditv the conselmer buvs 
embodies an almost infinite variety of transportation senices. .~ 

J The relationships between these different means of transportation 
nre governed not merely by costs, but by a wide range of questions 
of service as to speed and reliability, safety, cOIl\'enience and com-
fort, and requirements as to packing and shipping Hnd liability for 
damage. This whole s~'stem is such an organic unity-or it should 
be-that no one part of it CHn be organized without regard to the con
ditions and requirements of the other parts. .1 simple illustration is 
the virtual necessity for a standard gage on all rnilway linC's, despite 
the fact that traffic conditions on dift'erent parts of the network would 
hlake different gages economical if each of these parts of the network 
stood by itself. ~\. branch line might most economically be con
structed and operated as a narrow-gage line were it not that this 
would involve so much waste in the interchange of traffic with main 
lines as to more than outweight any economy that would be secured 
in this way. And it is quite possible that the lines with densest 
traffic might be most economically constructed and operated on a 
wider gage than the present standard if it were not that this would 
involve either a prohibitive cost of interchange with other lines or an 
equally prohibitive cost in bringing the other lines up to a uniform 
gage which would be totally unsuited to other traffic conditions. 

The relations of different parts of the transportation network to 
each other are of double sort; competitive and complementary. 
Highway and water rOlltes take traffic which the railways might 
handle, and these are competitive; but highways also act as indispen
sable feeders to the railways, while railways in turn act as feeders to 
the waterway system, although probably to a much smaller extent 
than thev might do. 

So far' as different t.vpe of transport are competitive, there are 
two main methods of approach to the problem of a proper adjustment. 
One is to fix ('onditions governing costs by different methods of trans
port in such a way that the burdens borne by the shipper, are so far as 
possible, equalized with the true economic costs of all the services they 
represent, including the use of publicly furnished improvements and 
facilities. This being done, the question as to which method is most 
advantageous is left to the automatic test of competition, the con
ditions of the competition having been adjusted with a vie\v to the 
survival of the method which is most effieient in terms of all its eosts. 

The other approach is to attempt to determine in advance which 
type of transport is most advantageous for a particular kind of 
service, and then to hand over that type of service to that type of 
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transport. The first approach is appropriate to the policy of go,'ern
ment, so far as government is concerned merely with regulating rates 
and fixing burdens of taxes or tolls for the use of public facilities. 
But any agency which is engaged in the actual furnishing of facil
ities or sen'ices for transportation must necessarily, at Ie'ast to some 
extent approach the matter from the second and more difficult stand
point. If a private company decides to invest capital in facil
ities for engaging in a particular kind of seryice, it must satisfy 
itself that it has at 1£'a8t the usual competitive chance to make the 
investment pay. _-lnd if the Government invests funds III roads, 
waterway imprO\'ements or terminals, in the same way the Govern
ment should satisfy itself, hefore undertaking the outlay, that it is 
not promoting a socially wastl'ful method of transportation. And 
this is the form in whieh the problem prrsents itself as a problem in 
puhlic works. 

The main elements of this problem are bnsically simple, but the 
application is difficult m~d there n~'e incidentlLl consid£'rations which 
complicate it. Basically, it is a question of reckoning the total cost of 
transportntion, including the overhead cost of the whole investment 
involved, whether that investment is made by the Government or by 
a prinlte compnny, and "'1Iether the rates charged for the sen'ice 
cover a financial return on the im'cstment or not. The question of 
the worth-whileness of building n. highway or improving a waterway 
must be figured in these terms, quite regardless of whether or not, 
after the work is done, the facilities are made available to users with
·out tolls or other money charges. 

The crucial factor in this calnllation is thr amount of use which 
will be made of the improvement, and since this must :.thn~ys be it 

matter of estimate, the whole calculation can never be an exact one. 
This is, of course, particularly true of methods of transportation which 
are growing or declining, or which are decidedly different from the 
ones in current use. Optimistic estimates of the volume of traffic 
which will use n given waterway, for instance, may result in reducing 
the estimated cost per ton-mile of traffic to a small fraction of the cost 
which is ultimately realized when the traffic fails to develop to any
thing like the volume originally estimated. And as to the probable 
volume of traffic, this is a matter not only of cost but of convenience 
and quality of service and not easily reduced to definite figures in 
advance. 

The writer has seen estimates of the eost of traffic by a proposed 
water route, in which the cost of operating a fleet of barges was con
scientiously reckoncd, in a way that was abon criticism, but the per
formance of the fleet in moving freight was estimated on a bnsis which 
made no allowance for idle time due to irregularities of traffic, or for 
more than a minimum delay of barges at terminals, with the results 
that the estimated performance was impossibly high <lnd the estimated 
unit cost was on Iv a fraction of what would result under actual traffic 
conditions. Furtherm'Jre, the total yohune of traffic carried hv the 
waterway was estimated as equal to the full capacity it would 'have 
had if complet('ly utilized by fleets of barges, all operating IJ. this 
same impossible rate of efficiency, with the result that the overesti
mate of performance was compounded. Actually, long before the 
number of barges mond reached this theoretical capacity, congestion 
.at locks would have become so serious that costs would rise and the 
users would find that the capacity of the waterway was already on'r 
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taxed. Since waterway traffic develops comparatively slowly, the 
average utilization over a period of years could hardly be much morl' 
than half of the maximum capacity, figured with due allowance for 
the element of delay and interference which must needs be encountered 
in practice. Thus, in figuring on a basis of theoretical capacity th~e\ 
were introduced three compounding eiements, all operating to reduc1r 
the estimated cost far below any figure which could possibly be 
achieved in practice. Actual costs would have been several times as 
large as the estimated costs, figured in this way, despite the fact that 
the basic figure of the annual cost of operating a fleet of barges was 
complete and unexceptionable. 

Where costs are underestimated in this way, they have the further 
result of enormously increasing the estimates of the volume of traffic 
which can economically use such a waterway,. It may even be made 
to appear that a large volume of traffic WIll be available, where in 
actual practice the traffic which could make sufficient savings to 
justify the private outlay involved would be quite negligible. A 
further complicating factor is the cost of getting traffic to the water
way. Certain exceptional waterways have the advantage of large 
volumes of suitable traffic, originating and terminating on the water
way or so near it as to make it possible to use the waterway without 
any more transfers than would be involved in handling the traffic by 
rail. An example of this is the Monongahela River, where large 
volumes of coal can be unloaded from mine cars at the private water 
terminals of the companies operating the mines, and can be hauled 
by fleets of barges owned by large coal or steel companies and operated 
at high efficiency, and unloaded at large steel plants, coke plants, or 
coal company terminals at the water's edge. Transportation of this 
sort can easily compete with railways. But to gather miscellaneous 
freight, hauled by trucks which could just as easily deliver it at rail 
terminals, to combine it in amounts sufficient to utilize the capacity 
of an efficient water haulage unit, which is comparable to a trainload 
of railroad freight, rather than to a carload, and then to distribute 
it at its destination on the same terms, is a very different matter. 
This is especill,lly true since manufacturing concerns, not located at 
the water's edge, can easily secure a spur track connection with a 
railroad and get the advantage of carload rates, even though their 
shipments are not large enough to fill up the much larger capacity 
of a towboat, with its complement of barges. The additional terminal 
problem caused by the very large rise and fall of American rivers 
affords another difficulty which is well known to students of this 
problem. Thus, the estImating of costs and of volumes of available 
traffic is a serious matter, and one in which conscientious and appar
ently adequate estimates may sometimes go far wrong. This is far' 
from meaning that all waterway traffic is necessarily uneconomical; 
but it does mean that the problem of estimating costs must be very 
cautiously and thoroughly approached. 

One factor which might very considerably modify the results of 
such a calculation arises from the fact that the construction of trans
portation facilities may be one of the thin~ which government under
takes in order to utilize labor and capItal which otherwise would 
stand idle in times of depression. Figured in one way, the govern
ment thereby saves something in the way of relief expenditures which 
it would otherwise have to make, and also gains something in the 
way of taxes from a larger total volume of business activity than 
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would otherwise be possible. Figured still more liberally, from the 
standpoint of the national economy as a whole, any such facilities 
which are produced with labor and capital which would otherwise be 
standing idle may be regarded as clear gain, costing the society as a 
whole virtually nothing. This method of figuring may be, in part, 
correct, and may justify the construction of facilities which cannot 
yield interest on the investment, figured in the ordinary way; but 
there remains the question whether one type of facilities is superior 
to another type, figured on the same basis. In other words, while it 
may be socially economical to build some kind of transportation facili
ties at such a time, more or less regardless of the possibility of earning 
interest on their cost, this does not affect the question whether this 
amount of capital investment can most usefully be put into waterway 
improvements, highway improvements, or improvements in railwl!Y 
facilities. If waterways or highways are chosen simply because they 
are a class of facilities which government customarily furnishes, while 
railways are customarily financed by private capital on governmental 
grants, the result is a begging of the question of the most economical 
use of the nation's resources. Comparisons between these different 
methods of transportation should be based on a reckoning of the 
capital cost on the same terms for one method as for another, if the 
result is to be the most economical transportation system for the 
country as a whole. 

This brings us back to the proposition already mentioned, that we 
should not leave out of the reckoning the possibility of furnishing 
capital for use by quasi-private" public utilities" on the same terms 
on which it is available for public construction of ~hways and 
waterways, but without allowing the capital so furrushed to be 
treated on the same terms as ordinary private capital in reckoning 
the valuation on which the companies have a right to a commercial 
return. 

These are all problems affecting the issue of transportation coordi
nation as it confronts the authorities responsible for public works. 
Many other phases of the question fall outside thl;; field, such as the 
question whether the railways should abandon large volumes of short
haul freight to the highways and should furnish improved facilities 
and services which will take from the highways corresponding volumes 
of long-haul freight which railways may be able to handle more 
economically. There is also the question of the burdens which fall 
upon users of transp~tion facilities in the form of automobile 
license fees, gasoline taxes, and other forms of taxation. Ideally, so 
far as these facilities compete with each other, the total burdens in the 
.form of license fees, gasoline taxes, etc., which are borne by highway 
traffic, should correspond in amount to the burden of taxes and interest 
on the permanent way which a railway has to charge to its shippers. 
However, it is hardly practicable to make this rule effective for all 
traffic which uses any kind of public thoroughfare, including the 
public streets which are open to the use of all freely. There is bound 
to be some discrimination somewhere, so long as some kinds of trans
portation have to pay full interest on the permanent way and others 
can use it without any charge. Roughly, burdens may be so arranged 
that, as between really competitive classes of traffic of large size, thejl} 
is something approaching equality, but beyond that it is probably not 
practicable to attempt to go. 

HJ661-3S--JO 
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In the past, milways have been justified in the feeling that high
way competition W/lS subsidized against them in being- given the 
use of expensin' highways without haying to pa~' eharO"es corre
sponding in p.mollnt to the taxes and interest \\'hich the rail~'nys must 
collect from their users. The recent increase in gasoline taxes and 
in license fees has considerahly reduced the ground for this com
plaint. Su perficiull:I-, there IIlay eYC'll be some ground for arguing 
that the shoe is now on the other foot, since in some States the 
receipts from g:\soline taxes are used to support the general budget 
and not confined to highway construction. Thi3, however, is not 
conclusive, since the annual budget of highway construction is by 
no means a precise equi,-alent for the annual charges in deprecia
tion, maintenance, interest, and taxes on the permanent way of a 
railroad. To repeat, there is at present no reason to suppose that 
the system is YNY grossly discriminfltor~- in these respects. :\lore 
accurate studies of costs, on a comparable basis nre, however, very, 
much needed. 

C. Watershed Authorities 

In the Tennc3see "alle~- c\.uthority, the Governnwnt is trying a 
noyel exprrimcnt in the possibility of controlling the economic 

t/aeyelOpmellt of a region, in which the basic controlling factor is the, 
v' system of puhlic works, centering in the dHelopment of the water 

power from the rivers of the region. This, of comsf', is not the only 
feature of this deyelopment which inyoh-es also land-woe planning" 
and other elements, but it is the most striking and outstanding 
factor. It is fmnkly an experiment, with many difficulties to be 
faced if it is to come to a successful outcome. The satisfactory dis
posal of the large volume of electric power, which is the central feature 
of the experiment, requires very considerable denlopments, hoth in 
the way of industrial and domestic use; and the success of these 
developments cannot be guaranteed beforehand. Needless to say, 
this experiment, once embarked upon, should he carried through in a 
sufficientl~· thorough going fashion to afford H real test of the possi
bilities of this kind of regional coordination denlopment. It is 
unusual in that ordinarily public works of this class proceed hand in 
hand with spontaneous industrial development, rather than taking 
the lead and undertaking to bring the development about. 

There are many other watersheds in which watershed authorities 
might very usefully be set up for the coordination and increased 
effectiveness of the works upon the waterways themselves, if for this 
reason only. But the more ambitious project of controlling the 
economic deyelopment of a whole region, now economically back
ward, using such public works developments as a leverage, is some
thing into which it would be wise not to rush wholesale until the 
results of this rather daring pioneer experiment have had a chaI!C~ 
t(}- appear and to be appraised. In other words, other ,vatershed 
authorities may very well be set up, but it would be the part of 
wisdom to limit the scope of their undertakings more narrowly to the 
development and use of the water resources themselves, rather than 
to attempt immediately to set up many duplicates of the present 
Tennessee Valley experiment. 

The Mississippi Valley Committee is an organization of a different 
sort, being more nearly a planning organization than one equipped 
to try experiments on a large scale, on its own authority with its 
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own resources. This experiment also deserves a most thorough 
trial, and is all the more valuable because it is different from the 
Tennessee Valley experiment. Other experiments of still different 
sorts may well be tried. 

D. Land Utilization 

It is becoming evident that a coherent program for the utilization 
of the country's land resources is a necessity. This is true for two 
main reasons. One is the fact that unregulated private development 
has proved unable successfully to adjust itself to the changes in market 
conditions, governed as they are by world-wide forces and subject to 
all of the world-wide disturbances of the post-war period. Yery rapid 
readjustments of this sort need to be assisted, if they are to be made 
in an ordedy way and are not to im"olve ruinous loss and distress to 
millions of indi\"iduals, who are faced with conditions for which they 
are not responsible. 

"\. second and e\'en more compelling reason for a coherent public 
policy is the fact that the country is already following a number or 
different policies, which have at times been definitely inconsistent with 
each other. With one hand the GOYernment has engaged in irrigation 
and land reclamation projects, resulting in increasing the area under 
cultivation, while with the other hand it has been attempting to reduce 
the area under culti\"ation by hringing about the abandonment of the 
poorest lands. These two angles of the Government's policy have 
recently been brought together under the guiding principle of taking 
out of cultiyation areas of equal yield to those brought into cultiva
tion. But this does not dispose of the whole question, so long as 
efforts are still being made to reduce the cultivation on the land which 
remains in use. The substitution of better land for poorer land is a 
gain under normal cireumstances, enabling the same crop to be raised 
with less labor, but it still does not answer the questions raised by a 
situation which seems to call for a reduction in the crop and a still 
further reduction in the labor employed in raising it. 

Experiments looking toward a more constructive answer to this 
question include the so-called subsistence homestead movement;' 
which is an attempt to place families on small areas of land on which 
they can raise produce for their own use, while getting a money income 
from various forms of decentralized industry, conducted near their 
homesteads. This, like the Tennessee Yalley authority, represents 

. an experiment of which the outcome can only be awaited. In the 
J m~ntim~, it ~ffords one of the fi~lds into which publi~ worksTullil~ 
~ean be dlI'ec.t~a. And, so far as It proves successful, It opens up a 

fie-ra-\\:nicb has become promising in that the kind of economic de
velopment it tends to produce is a more nearly self-sufficing one 
than the present system, hetter adapted to standing the strains of 
depression, and one in which the natural demands for fresh develop
ments is likely to coincide roughly with future burdens of industrial 
depression, so that it affords a field in which expansion of public works 
expenditures during depressions can most naturally be carried on. 

There are other needs and opportunities for public works in con
nection with a system of land use planning and deyelopment. Sdil 
surveys are needed for guiding the utilization of the land, work in 
preventing erosion is needed to protect our basic soil resources from 
being rapidly destroyed, and forestation and the development of 
public park areas, in regions which have proved unsuitable to agri-
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culture, call for very considerable expenditures. All of this is in 
addition to the kind of land use planning which is involved in the 
proper development of large regions surrounding the great centers 
of population, which is destined for large developments in the future, 
if these regions are to realize their full possibilities as areas in which 
human beings are to live and work under the best possible conditions. 

E. The Problem of Low-Cost Housing 

The importance of this problem has already been indicated, together 
with some of the difficulties. No single type of program can be 
prescribed for all situations-for example, it is impossible to determine 
for all localities whether housing near the urban center is better than 
housing on cheaper outlying lands, or whether housing on outlying 
lands can be successfully accompanied by the moving of industry 
to the outlying sections, or whether the people living in these develop
ments must bear the expense and time of going into the urban center 
to their work. The program must be experimental and elastic. 

It also seems doubtful whether the gap between housing costs an~ 
the ability of the low-income groups to pay rent can be successfully 
bridged without a simultaneous solution of problems affecting all the 
various elements of cost, including construction wages, prices of mate
rials, capital and financing charges, economies of large-scale housing 
production, taxation, land values, and possible revisions of minimum 
standards of housing accommodations as prescribed in the housing 
codes. A hasty and large-scale program can easily result in compe
tition with existing types of housing rather than successful reaching 

\ of a market not now reached, and may interfere with legitimate pri
; vate construction without obtaining the end desired by the public 

program. Thus caution is indicated, even though the field is one of 
great potential usefulness. 

The present policy of the Federal Government is of a twofold char
acter. On the one hand, it is engaged in conducting actua1....b.m!s~ 
developments and financing others with public funds. As alrea y 
pointed out, attempts to force developments oHbis sort on a large 
scale before solving the problem of cost would probably be prema
ture, and might do more harm than good. On the other hand, the 
attempt is being made to stimulate the investment of private capital 
in home improvements and other developments, through the method 

) of guaranteeing mortgages. This also is experimental, but it has the 
J ! great advantage that it does not substitute public enterprise for pri

vate enterprise in such a way as to create the danger of obstructinS-
more developments than it stimulates. '. 

Would it prove practicable to secure the temporary use of idle 
private plant capacity on easy terms? Could such use be taken under 
an extension of the principle of eminent domain, for a payment based 
on its value when idle: In short, by paying little above actual wear 
and tear? Or would the Government, if it went into the experiment, 
have to furnish its own plant facilities? 

F. Efforts at Self-Help or Self-Sufticin~ Production 

I In this field widespread experiments have sprung up spontaneously 
throughout the country, raISing the problem of public policy and 
attitude toward these experiments. Their usefulness is obviously 



ECONOMICS OF PLANNING PUBLIC WORKS 143 

)imited by their local character, making impossible the efficiency which 
can come only with division of labor on a large scale. Attempts at 
voluntary correlation have so far accomplished little. Should the.. 
Government become It coordinating agency making possible local 
specialization on particular products and interchange on a national 
scale, and possibly furnishing capital where necessary for this purpose?; 
Or would such an attempt merely wipe out the peculiar value of these 
spontaneous experiments and change them into something different 
which might fail? Should a nucleus of tills sort of activity be maill::, 
tained in readiness for expansion in future emergencies? How would 
a more extended s~-st('m of this sort react on the prospects of private 
business recover~-? Could it be safeguarded from the danger of 
permanently separating some of the workers from the more efficient 
private system of production and attaching them to a less efficient 
system? The importance of the experiment justifies a thorough 
investigation of these questions with a view to formulating a con
structive policy. 

In tllP meantime. tllP Government is itsE'lf engaged in the very 
inter('sting (";periment of putting othen\-ise unemployed workers to 
work in producing ~oods for the use of the unemployed themselves. 
As already noted, this opens up one of the most natural avenues of 
demand f·,lr labor at a time when workers are in need of goods for the 
reason that pri\-ate industry cannot find means to employ them and 
thus to gin' them the incOrl1es necessary to purchase the goods in the 
ordinar)- wa~-. The economic results of this experiment remain to be 
determined. Already there ha \-e been protests from private producers 
who see in it a reduction of the demand for their own products. To 
t:his answer has been made that the goods thus produced are goods 

,-which the unemployed would not have been able to buy otherwise, 
for lack of income. Perhaps a more pertinent answer would be that, 
while some of these goods might otherwise have been purchased from 
private employers by the use of relief funds and distributed to the 
unemployed, or bought by the unemployed themselves with relief 
doles, these funds must come from somewhere, and if the doles are 
long continued, the funds must be raised by taxes which would burden 
industry and reduce private purchasing power. Another answer 
which has been made is in the form of the question: "Could private 
industry emplOy these same workers and so afford them normal pur: 
chasing power'!" It appears that, so long as private industry canno~! 
do this, it has no vested interest, either in the market represented by 
the purchasing power these workers would have if they were employed, 
or III the reserve of labor power represented by the unemployed 
workers, standing iJle and waiting for someone to hire them. 

Production on this basis is not likely to be efficient enough to 
compete seriously with private enterprise on anything like a fair and 
comparable basis. The chief danger, perhaps, is that it may be made 
to appear more efficient than it is, and to afford the publicly employed 
workers a better living than they are actually producing by their own 
efforts, being supported by what amounts to a Government subsidy. 
If this danger is avoided, there is probably little real reason to fear 
that the opportunity for private employment of these workers will be 
permanently interfered with. • 

To sum up, the experiment appears to be a justifiable one under 
present conditions, and one to be carried out cautiously and with a 
view to avoiding the inherent dangers which can be seen in advance. 



xv. THE PLACE OF PUBLIC WORKS PLANNING IN A GENERAL POLICY 

A. An Organic Network of Problems 

It has been sufficiently evident in the course of this study that 
public works do not stand alone. They are part of more compre
hensive policies which they must be made to subserve, and in which 
public works are only one instrument or agency, not ndequate by 
itself alone to produce the desired result, but needing to be coordinat.$9 
with numerous other instruments and agencies. If they could De 
regarded as a part of some one larger policy, and wholly subordinated 
to that one, the case would be simpler than it is. But there are it 
considerable number of poliries or fields of policy, each broader than 
public works. in which publir works play a part. Even to carry 
out the purposes most dirertly assoriated with public works them
selves, there is need of coordinated action in numerous other fields. 

The classification of problems and fields of inwstigation and 
action ran be carried out on a number of principles, some of them 
quite metaphysira!. For the purposes of this study, dassification 
will be governed bv the kinds of considerations which haw a direct 
bearing ~ on the organization of the actual work of im-estigating 
problems and of carrying out policies. Here the dominant considera
tion is the fact that certain kinds of work can best be done by an 
agency, sllch as an executin' department or bureau, whose organiza
tion is adapted to that kind of work and whose personnel is experienced 
in it, and if the performance of any given branch of work needs to be 
modified by the introduction of new purposes, this frequently becomes 
a practical problem of introducing into the scheme of organization 
persons or groups of persons who approach the problem from the. 
standpoint of these new purposes, and whose background is such as 
to make them familiar with the conditions which are necessarv to 
see that these new purposes are successfully carried out. • 
. It is becoming increasingly true that the economic field does not 

~resent an area of separate problems, but a network of interrelated 
ones. This network is an organic unity. N evertlH'less, in terms of 
the practical considerations governing actual organization, it is not 
one single problem, and cannot be treated as such except in the 
realm of rather empty words. \Ve can give this network a name, 
and call it "the problem of economic control" or "the problem of 
promoting human welfare by economic means." But such a name 
would not prevent the "problem" from being in fact many prob
lems, nor would it help toward practical ways of handling their 
interrelations. Control is of many sorts, directed to many ends; 
and human welfare, as we actually deal with it, becomes a ma.tter 
of adjustment and compromise between different values for which 
there seems no possibility of developing a common yardstick of 
measuremen t. -

Even in the hypothetical case of a centralized and supreme author
ity-say, a personal dictator-in a country as large and complex 
as the United States, he would still have to preserve the system 
of Government departments on some basis very similar to the present 
one, with the result that these departments would still represent 
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different purposes, different approaches to economic problems, and 
different perspectives limiting the scope of their view and the empha
sis of their policies. The dictator might specify some policies in 
each department, but it would be physically impossible for all ques
tions to pass through his mind and for all decisions to be made there. 
In matters he did not himself decide, he might set up methods of 
interdepartmental coordination which are not now in effect, but he 
would still face the natural impatience of any body of executives, 
whose immediate problem seems to require all their efforts and 
Dttention, at being nsked to spend time and divert their minds to 
a consideration of the problems of other executive bodies, more 
especially if they Dre Dsked to modify their go,erning purposes Dnd 
policies for some reason which to them is incidental. Such modi
fications may be necessarv to the successful achievement of the 
main purpos'e of some otller executive body, and an appreciation 
of that fact may reduce the resistance, but will not automatically 
abolish it. For a country which does not live under a supreme 
'dictatorship, the problem IS mainly one of coordinating the different 
purposes Dnd limiting perspectins, rathff than overruling them by 
executi,'e fia t. 

The amount of this work of coordination is growing, and will con
tinue to grow. This means that the executi,-e authorities must spend 
an increasing amount of their time in this ,,-ay. And it would be only 
natural if the head of a department came to feel, at times, that it WDS 
more important to concentrate more of his attention on developing 
an efficient department of the customary sort, rather than to develop 
a department better coordinated with other departments but less 
efficient in its own work because its high officials have been compelled 
to dissipate their attention and energies. If this result is to be avoid
ed, the organization of the departments themselves must be adjusted 
to this new set of demands, which means that there must be increasing 
delegation of the more routine executin work, leaving certain strategic 
officials (who need not in every case be the head" of the departments) 
sufficiently free to be able to do this work of coordination without 
sacrificing the efficiency of their own departments in their specialized 
work. 

As an illustration of the way in which fields are interrelated, we' 
might start with the problem of unemployment. This includes not 
only relief or compensation but also attl'mpts to prevent the condition 
or cure it. Cnemployment, howe,'er, is due to many causes. Part of 
it is due to business fluctuations. And if there is-as there is appar
ently coming to be--a fairly well-marked field of business-cycle policy, 
that field overlaps part of the field of the unemployment problem, both 
as to relief and as to preYl'ntion. It also reaches out into various other 
fields. There is also a definite field of fiscal policy, which differs from 
the field of unemployment and the field of business-cycle policy in that 
there is a definite gOYl'rnmental department which has it in charge. 
Unemployment relief raises fiscal problems, policies of unemployment 
prevention are likely to raise them, and general business-cycle policies 
also have fiscal aspects. :\lore or less closely related with the fiscal 
fields is the field of money and credit, overlapping in some respects and 
autonomous in other respects, and equally likely to be concerned with 
policies of unemployment relief, unemployment prevention, or business
cycle remedies. Overlapping portions of these fields is the more 
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definite and limited field of public-works policy, with its fiscal aspects, 
its aspects of unemployment relief and preYention, and of business
cycle policy, as well as other aspects lying outside of all these fields. 
One might try to represent these relationships in a diagram with 
overlapping areas, but no such diagram could do justice to all the 
inter-relationships involved. 

B. Interrelationships of the Public Works Problem 

1. If we look for the most simple and direct purpose governing 
public-works in and of themselves, we find a little difficulty to start 
with, in that public works have no single purpose, but represent facili
ties needed for the promoting of a great variety of purposes of public. 
service. But from the standpoint of the perSClllS engaged in construct
ing the works these many ultimate purposes may he taken for granted. 
Certain things are \Ynnted. The purpose of a public-works authority 
!s to furnish these things as effectively and economically as possible, 
m proper amounts and of proper kinds. Even this, however, calls 
for some judgment as between the conflicting values imTohTed in more 
or less adequate supplies of different kinds of public works in general 
and of saying the public's money for other purposes. But eyen with 
such considera tion as is ordinarily given to these broader questions, 
the perspectiYe of those directly engaged in furnishing public works 
is ordinarily a limited one, concerned mainly with technical efficiency 
and economy. 

The actual official is likely to luwe f1 still more limited perspective, 
in which he is looking at one kind of public \'lorks by itself-a post 
office or a road-and looking at it in terms of existing conditions only. 
Actual budgets are made up largely by adding together projects, each 
of which is viewed in this way, and without reducing the whole to a 

. really. organic program. But .. .if this program is looked n,t with a view 
to genuinely coordinating theseailreretrt parts, and if in addition it is 
looked at in a long-time perspectiYe, then the result is different. 
IThe outcome is p~blic-works planning; ~md when this is carried to its 

'Illogical conclusion iDs nothing short of the designing of a setting for 
the whole economic life of a community. It cannot be successfully 
done solely in terms of the physical features of the community, 
routes of traffic, location of different types of industry, etc., as they 
are at a given moment, but must undertake to forecast them and, to 
a considerable extent, to direct them into the most effective system 
which can be foreseen and devised. 

When this point is reached there is no logical way of refusing to 
! take a still further step; namely, to take account of the effect on the 
'. course of economic life of the process of constructing the works. ~
, nomic life is affected not merely by the services rendered by-the com-

pleted works but also by the process of completing ~n. It is a 
question not merely of the kind of physical equipment with which 
the community will ultimately he furnished, but of the stability and 
prosperity of the community as they are influenced by the process of 
building the equipment. This process is endless, and it would be a 
complete mistake to look forward to a time when the community 
shall have reached a final and complete development, with a defini
tive equipment of public works in which there is to be no further 
change. If it ever reached that point and further construction of 
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public works were limited to replacements only, that would in itself 
be one of the most catastrophic cha.nges that could be imagined . ...1...n 
short, the logical development of public-works planning, starting 
with the narrowest-conceptiffll-~()f it, leads inevitably tOll.~kind of 
planning whicli illCluUes· the effect on business prosperity of the rate 
at which construction of public works goes on. This becomes one of 
the integral purposes of a public-works policy, though it is one which 
has been almost completely ignored until very recent years. . 

............rhe practical problem resulting is one of introducing this objective: 
i into the administration of public works. This becomes a question~ 
, of introducing persons who have the background and point of view 

~
ecessary for dealing with this problem adequately, or who will devel

op it through being specifically charged with this function. At pres
nt the typical construction engineer dealing with the construction 

of public works does not have this background or point of view. Some 
few engineers have it; many economists have it; and other individuals 
in various pursuits are developing it in varying degrees. Not only 
must such individuals be found, but they must be equipped with the 
necessary tools in the way of research and statistical information 
and so organized and placed in the scheme of governmental agencies 
that they may contribute their part in the determination of policy 
without interfering with the efficient handling of the technical parts 
of the work which call for a different personnel with a different 
background and point of view. 

2. But if public works are, or should be, a means of industrial 
stabilization, they are only one means, not adequate in themselves 
to perform the whole task. Thus if there is a body of persons so placed 
as to become a working part of the adminIstra.tion of public works 
and looking to industrial stabilization as their main purpose in the 
scheme, they must not merely be a part of the public works adminis
tration, but a part of a larger scheme of Organiza.tion'cmprehending 
all the necessary elements of a stabilization policy. This includes 
policies in the fields of prices-both general price level nd particular, 
prices or groups of prices relative to others-wages and the distribu~' 
tion of incomes, credit, speCUlation, taxation and fiscal policy, pro
duction of capital goods or durable goods in general, savings and spend
ings, unemPloymel relief or unemployment insurance, and other 
incidental matters. A proper public works policy depends on what 
is done in these va 'ous fields, and vice versa. 

As already remarked, pUblic policy in respect to industrial stabili
zation is coming to be a definitely recognized field of policy. But, 
unlike fiscal policy or policy towards corporations or labor, it is not 
at present embodied in any definite agency or department. ..rt appears \ 
to be an inevitable next step in the development of our governmental \ 
orgm'ilzation that there should be a definite governmental unit of som" 
sort in whlch 8.U t·he problems of tills field of policy should be brouglit i 

together and considered as a whole. How to correlate. such a body. 
with the rest of the governmental agencies-Is one of the important 
and pressing questions which we face in adjusting our governmental 
structure to its present tasks. 'v 

3. In the fiscal field, public works are only a part of the policy of \ 
governmental spending and revenue raising or of providing funds by. 
borrowing, with ultimate repayment. Viewed from the conventional 
pUblic works standpoint, they raise new problems very essentially '-' 
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different from the ordinary problems of financing governmental out
lays. But when viewed as a means of industrial stabilization the 

;method of raising funds becomes a vital part of the scheme, deter
mining whether it promotes the end in view or not. The poiicy of 
spending needs to be better coordinated than it is now, and the policy 
of raising funds needs to be coordinated with the spending po1ic:v, as 
we haye already seen. From this standpoint, sales taxes cannot be 
viewed merely as means of raising revenues, but must be j1.1dged ac
cording to whether they do or do not neutralize the effect of the policy 
that is being followed in the field of publiC' spending, h:v diminishing 

~ private consumption. 
)1 As we have also seen, the depression has disturbed the balance be

ttween different classes of public spending, in such a way t1S to do obvi
ous violence to the principle of apportioning public funds so that more 
important services are not sacrificed while less important purposes 
are being carried out. Education is being seriously interfered with, 

'while works of much less value are being pushed forward. We have 
seen that this results in part from the fact that some governmental 
units have exhausted their power of raising money, while others, 
especially the Federal Government, still have power to raise large 
sums on credit. We have seen that it further results from the tradi
tional conception of a yearly bal.!tncing of budgets, and from concep
tions of permanent assets as proper bases on which to issue loans, 
these conceptions being borrowed from private industry and needing 
very basic alteration before they can properly be applied in the field 
of public finance and to permanent assets which do not yield any 

\ money income. We have further seen that the situation is compli
. cated by fiscal considerations concerned with loans and grants made 
by one governmental unit to another. All these considerations seem 
at present to stand in the way of the basic principle of apportioning 
the funds at the country's disposal in such a way as to produce the 
most effective result for the Nation's economy, viewing that economy 
as a whole. We have also seen that there is need, on ordinary fiscal 
grounds, of a fairly general overhauling of the fiscal system, and that 
these special considerations should find a place in such an overhauling 
and may do so if their claims are properly presented and supported. 
There is evidently need of coordinating treasury policy an~d fiscal 
policy in general with the kind of considerations which are likely 
to be worked out only by a body devoting itself to the general prob
lem of industrial stabilization. 
,,4. Public works policy is also a part of a general policy toward the 

\-capital-goods or durable-goods industries. The public demand fo'r 
construction is a vital part of the demand in these industries, but it 
must never be forgotten that these industries are a part of an eco
nomic system, and that the Goyernment is not their only customer. 
In the long run, private demand is more important than public, and 
support from the Public Treasury may be a doubtful benefit if it is so 
handled as to stand in the way of revival of private demand-as, for 
example, by bidding up costs unduly. Thus public works should be 

'ISO handled as to, ,P, ermit a return to normal conditions, neither retarding 
normal recovery of private demand, nor accentuating any tendency to 
an unhealthy_b~oom, as miglit be done if debt repayment resulted iii 
pouringrUrids back into the capital markets at a time when business 
tends toward over expansion and when these additional funds may 
provide a stimulus to an undue increase of private investment. 
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5. Public works policy is l!lso one part Qf the policy of unemploy-:'" 
ment relief. ,,-hich is in turn pajronm~ general problem of unemplOy-t 
~egull1r public works and relief work stand in a peculiar 1-:;: 
rehltionship to each other, since despite their obyious common feature -
they are gonrned by different principles und fo11o\\: different P?licies 
as to wages and the selection of workers, as well as In. the selection of . 
work to be done. These policies need to be made consistent ,,-jtll eaeq 
other on some rntionul pInn, \I'ithout doing away with the differences', 
which are presl:mahly essential to a rational correlation, since the. 
functions of the two kinds of work are different. The available 
resources of the community must be spread oyer the various forms of 
activity making up a program of relief and stimulation in view of the 
fact that relief of some sort for all those who are destitute is a basic 
necessity, while the other forms of policy are more expensive and at 
the same time vield additi(lnd benefits of a different sort. It would 
be desirable to 'furnish something better than bare relief for everyone • 
who needs it, but ~does not seem possible at present, 

While it would seem to he desirable, in yiew of these facts, to make 
Bure that all the actiyities resulting in relief for the unemployed 
Bhould be coordinated into a harmonious policy, the actual evils 
resulting from failure to coordinate perfectly seem less serious in this 
field than in some others. It may be that the effective limitations on 
relief work are found mainly in the field of relief work itself and that 
the same is true of regulH pUhlic works, with the result that little is 
lost by lack of coordination, so long as the more expensive policies 
do not absorb so much of the ayailable funds as to leave the relief 
funds too small to give the minimum necessary relief to those in 
absolute need of it. It also seems appropriate that relief work and..) 
regular public works should be handled by separate bodies, thougll 
with definite provision for coordinating their policies. I 

6. Public works are also a part of a general policy toward the crea,\ \ 
tion and distribution of purchasing power. Viewed in the largest , 
aspect, this ha'S-to dOfiot merely with the total amount of purchasing 
power but with the whole question of policy toward the distribution 
of incomes and also of the disposition that is made of them. Thus it 
becomes a question of policy in the matter of consumption versus 
savings, so far as public action can affect this matter. 

7. If we think in terms of the distribution of real incomes, of goods 
and services, instead of merely of money incomes, it is dear that 
public works affect this from another angle. They represent means 
by which sen'iees are rendered to the community and to its members, 

. usually free of charge. An increase of public works almost inevitably 

r 
means an increase in this volume of free services or free social 
income-free in the sense that the individual does not have to pay a 

; price for it on receiving the service. Or, if the services are not free, 
they are likely to be rendered more cheaply than private enterprise 
would render them, on a basis which sometimes amounts to a public 
subsidy. It may be that the scope of public works will be broadened 
in the future as a result of a policy of increasing the amount of this 
free social income, in part at least in a deliberate attempt to alter the 
distribution of command over the necessaries of a safe and worth
while e:\-istence, and causing these things to be more evenly distributed 
than they would be if they were all furnished on a private business 
basis. This is a matter of long-run development, and has compara
tively little to do with the ironing out of cycles of prosperity and 
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depression; although the movement may receive a special stimulus in 
times of depression, both on account of the increased need for free 
public services which is felt at such a time and on account of the 
willingness to undertake new kinds of service in the process of finding 
ways to enlarge the budget of public works. 

I 8. Overlapping this question is the question of policy toward the 
textension of public ownership, with or without public operation, to 
I forms of produCtive wealth which are ordinarily handled privately. 
: Every special extension enlarges the proportion of the total income of 

the Nation which flows through the channels of public works. Prop
r erly speaking, such an enlargement of the field of public works should 
. be merely an incident to a wise decision as between public and pri

vate ownership and operation. This was probably the case with the 
Tennessee Valley experiment, although the need for increased public 
works expenditures in themselves may have played some part in re
ducing opposition to the acceptance of this program. At a time 
when the Government is ready to spend more than usual on public 
works, and to do it without asking quite as insistently as usual 
whether the results will be worth the expenditure, in ordinary money 
terms, a proposal for such an experiment as the Tennessee Valley 
Authority is carrying on has a better chance of favorable reception. 

This illustrates a very baffling sort of interrelation between pur
poses, and one which there is very little hope of settling in an ideally 
rational way. But the fundamental reason is merely the fact that 
there fS not exist any such thing as an ideally rational social 
mind.' 0 one would deliberately embark on a public-ownership 
progra , otherwise considered undesirable, merely because he is 
hunting for ways in which Government may spend public-works 
money. That would be quite irrational. What happens is that cer
tain groups regard the public-ownership experiment as justifiable on 
its merits, while others regard it as unjustifiable on the same grounds, 
and still others are in doubt. The situation simply tends to strengthell 
the position of one group and to weaken the resistance of the other. 
As long as ultimate decisions in such matters are made by legislative 
bodies, this sort of confused relationship between issues cannot be 
wholly avoided. It will not be wholly avoided even by setting up a 
scientific and impartial planning board and charging it with the duty 
of weighing the issues in the light of impartial research. 

9. Since public works are a part of the market for goods and for 
labor, the Government is embarked on activities which in:fluen~E} 
prices and wages. Traditionally, Government as a purchaser acts 
much like other purchasers, though often it is more liberal than private 
buyers who are under the pressure of competition. However, Govern
ment is coming more and more to have general policies toward prices 
and wages in the economic field as a whole; and this means that either 
its own activities as a buyer must lie harmonious with these general 
policies, or else it is likely to be guilty of inconsistency. 

Inconsistency b~tween different Government policies affecting the 
!Same subject matter is no new thing. It is particularly likely to flour-

1/ ish in times of emer~ency when new policies are being rapidly struck 
out in various directlOns by various agencies which have not had time 
to compare notes and to work out the more far-reaching implications 
of what they are doing. The result, of course, is likely to be mutual 
defeat and waste motion. And there is a great need for somebody 
esp,ecially qualified ... to search for inconsistencies of this sort and 
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either work out a consistent policy or bring together the departments 
whose policies are in conflict, in order that they may work out a 
consistent policy between them. The question of wage and price 
policies at the present time is undoubtedly a case in point. 

10. Public works policy is, as we have seen, a part of the long-run 
planning- of the physical conditions of life affecting the social and 
economIC development of regional units. In other words, it is a part 
of the whole movement of local and regional planning, whose character 
and background have already been described and which is quite 
separate from the movement toward industrial stabilization, in 
terms of its background and associations. The fact that this move: 
ment is broader than a mere public works policy is illustrated by the 
studies now being carried on under the various State planning boards. 
These studies are very broad, covering substantially the whole field 
of the material conditions of economic life, the proper use of land and 
water resources, and similar matters, while public works represent 
only one group of studies. Coming back to the practical considera
tions of organization, this seems to mean that public works need to 
have the benefit of the kind of approach represented by the class of 
persons who have developed the concept and practice of regional 
planning as it now stands, while not making this approach supreme 
over all the other points of view and approaches which have already 
been dealt with. 

11. The public works policy is also a part of what ma.y be a rathe.!> 
far reaching change in the structure of political government. This 
change represents the necessary adaptation of government to the 
kind of procedure represented by the term "planning", or rather to 
the next steps which are destined to be taken in the development of 
that procedure. The result of this development is likely to be an 
increase in executive functions and a reduction in the extent to which 
legislative bodies participate in the detailed framing of policies. 

If planning is to be effective, it requires that policies shall be put I 
in force and allowed to remain in force over considerah!pperiods: 
of time. If every successive legislature of Congress completely 
reverses the policies of its predecessors, planning can never be effec
tive. This raises a question which may appear somewhat like an 
insoluble dilemma, in view of the fact that no legislative body can 
bind its successors, and that the executive is, in theory, limited to 
carrying out the will of the legislature. There is little likelihood of 
any change in the structure of government which will remove the 

·formal supremacy of the legislature or the formal freedom of every 
succeeding legislative body to alter the acts of its predecessors. ~at 
i,s likely to happen is something slower and less spectacular, but 
perhaps no less important. 

As things stand, the legislative body and the chief executive 
constitute the two agencies through which inconsistencies of polic~ 
between different departments may be arbitrated and an integratel1 
policy worked out. But if the whole trend of the foregoing discussion 
means anything it means that there are destined to develop organs 
of correlation within the general executive structure itself, whereby 
conflicts of objective or of policy may he worked out and unified 
policies developed. If adequate and workable policies are formulated 
m this way, within the structure of the executive departments, they 
are likely to acquire a vastly increased weight and to be much more 
likely to carry with them the sanction of the legislative body. This 
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will not be because the legislative authority will have been formally 
curtailed in any way, but simply becfluse the enormously difficult job 
of correlation will have been done in ~ II probability better than the 
legislature could have done it and on .1 basis which would require 
rather weighty considerations to justify th(' legislature in upsetting 
the adjustment and proposing a new one. In other ,rords, policies 
proceeding from the executive department of gowrnment may acquire 
added authority of the sort which automatically accrues to the 
proposals of those who are in closest and most comprehensive touch 
with the work which is actually to be done, and whose proposals 
represent the maturest balancing of all the interests involved. ; An 
increase in executive authority, so long as it is on this basis, preSents 
no serious dangers, since the legislative body can always owrrule the 
executive if its power is wrongly used, or if a great popular wish 
arises. Thus we do not need to be n.fraid of entering upon changes 
which give the executive more power in the formntion (If policy than 
it has had in the pn.st, so long as those changes are merely of the sort 
needed to enable the executive to frame a more effective and com
prehensi,e policy, nnd rely on this alone for the power necessary to 
put the policy into effect. This same development would naturally 
carry with it a greater stability of policy over periods of time, to the 
extent that the problems facing the executive departments remain 
fundamentally the same, and a considerable part of their personnel 
does not come and go with changing administrations. 

There is, then, no possibility of setting up a planning board which 
shall be in a position to adopt a program and preserve it inviolate 
against the power of succeeding legislatures to change it. But there 
is a possibility of setting up machinery for the working out of policies 
wruchshall have a great deal more stability than corresponding policies 
have had in the past, not by curtailing the formal power of the legis
lature but by virtue of meeting the needs of the underlying economic 
situation more comprehensively and providing means of meeting 
recurrent future emergencies more consistently and properly than 
could be done by legislatures working out fresh policies on their own 
responsibility. 

C. Conclusions Bearin~ on Basic Governmental Or~anization 

1. THE FEDERAL GOVERNMENT 

We may take it for granted that in the future there will be some 
increase in general planning, at least in the sense of efforts to coordi
nate the many divisions of economic policy whose interrelations 
have been traced in the foregoing discussion. This is true, whatever 
may be the policies themselves 'which ultimately result from such 
attempts at coordination. Goyernment is concerned with economic 

. life more intimately than before, and in a larger number of interre
, lated ways. This change will be left as a sequel to the New Deal 

even if the Goycrnment should in the future retreat as far as possible 
from the position of increased control in economic affairs which it 
has taken under the present administration. 

Furthermore, it seems to be a sound principle that, if a particular 
interest is to be promoted, it can best be done if there is a special 
body whose main function it is to promote that interest. In other 
words, there are powerful advantages about setting up sonie body 
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which will be definitely concerned with the task of correlating policies 
and working out a unified policy. Different executiw departments; 
each-primarily interested in .r.arrying out its own departmental 
work, will not haye this same: jegree of interest in the task of corre
lation, which has been shown to be so yitally necessary. The 
natural conrlusion is that there should be set up a body charged 
with this function of correlation and of working out a unified policy. 

It seems clear also, from what has gone before, that this body 
should not be expected or permitted simply to take oyer the work of 
forming gowrnmental policies and imposing them on the existing 
departments, who should be required to carry them out. If it 
attempted to do this, its policies would fail to haye precisely that 
kind of weight which, as has already been shown, might cause them 
to be substantially accepted by the legislatiye bodies and success
fully carried out by the departments concerned. Such a body must 
work with the existing departments and not attempt to' impose its -
'Yill upon them from without. It may initiate policies, but any 
assumption of arbitrary authority to force their adoption would be 
fatal. This type of body may be called, for lack of a better name, 
a general planning board, or perhaps, a general planning and coordi
nating board, with the definite understanding that its planning is of 
the sort already indicated and that it does not represent in any 
sense a committee of economic dictatorship. 

Such a body would deal brgcly in research and fact finding, such 
as are necessary to the framing of coordinated policies. EYen here 
it should not supersede or duplicate the work already done by many 
existing departments, but should rather establish itself as a clearing 
house for the results of such researches, with the further function of 
bringing to the attention of those bodies now engaged in research 
various needs for information or for modifications of the classification 
of data, which may be necessary in order to make the results shed the 
proper light on particular problems. It should, of course, be free to 
supplement this information by its own researches to any extent which 
might appear necessary. It should, then, have a department of re
search and fact finding, which might ultimately become fairly 
extensive. 

Another important function would be to initiate and participate in 
conferences between various departments concerned with particular 
problems and whose policies may need to be harmonized. This much 
seems to be called for, whether the country does or does not enter 
upon a program such as is nowadays being advocated under the title 
of "a planned economy." It seems clear that we are not prepared at 
present to embark successfully upon the kind of policy which is com-, 
monly conveyed by this phrase. The kind of planning board here: 
indicated would be a necessary first step toward preparing ourselves 
for such a planned economy, if it is to be ultimately developed; bu~ 
such a board may be limited to tlw denlopment of a general corr&
lated goyernmentfil policy without such a rndicfil extension of control 
in the economic field as would be represented by the term" planned 
economy." In either case the kind of planning: board already in(li
catrd seems to be equally nrcessary. 

One reason for dealing \\-itll this question of a gcnNal planning 
board in this study, which is specifically directed to the particular 
problem of public works, is the fact that there are many things to 
be donr in carrying out a successful public works policy, which such 
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a general planning board could best do. In fact, it seems virtually 
impossible to work out an adequate public works policy without such 
{it general planning board to assist in correlating all the features of 

I liscal policy, credit policy, labor policies, and others which have 
already been indicated, as well as to perform some more specific 
functions which will be pointed out in the succeeding chapter. 

In addition to the general planning board, there is need of another 
board dealing with the specific problems of public works as such. It 
might or might not ultimately engage in the actual construction of 
public works, now in the hands of a ffirge number of separate adminis
trative bodies. In either case, its most essential function is to bring 
about unified policies in the public-works field. The scope of its 
functions would, of course, be determined by the nature of the policy 
adopted. 

To be more specific, the minimum functions of this board would be 
somewhat larger than those of the Federal Employment Stabilization 
Board. Its work would fan into engineering and financial sections, 
t-he financial being mainly concerned with loans and grants to States 
and localities in cases of major emergency. This board should have 
effective liaison with the departments carrying on Federal works, 
possibly with representation of those departments on the board in an 
advisory capacity but without power to dominate its decisions. The 
investigations and findings of this board should be given definite 
standing i,1 the procedures of the Bureau of the BUdget, under a 
standing program for stabilization of grade A outlays over a period of 
years-say 6-which would have the effect of making the findings of 
the board 'Prima facie yalid so long as they keep within the total 
amounts called for by the 6-year program. Ultimately, if the board 
commands confidence, its findings might become final as budgetary 
proposals within these limitations. In short, ,vhat is proposed is a 
reconstituted Federal Employment Stabilization Board with enlarged 
functions and better defined standing relative to the various depart
ments and to the Bureau of the Budget, and with emergency functions 
corresponding to those now exercised by the Public ''''orks Adminis
tration. 

2. STATE, LOCAL, AND REGIONAL ORGANIZATIONS 

Each State should have bodies performing the same general func-
tions as these two bodie's already indicated for the Federal Govern

...,....-ment, although not necessarily organized in the same way. The 
- general planning body will be less concerned with framing a national, 
\ policy of general economic stabilization, and more concerned with the 
" kind of problems appropriate to the physical planning of regional 

\ developments. Both the general planning body and the public 
-works planning body may have- offshoots in smaller regions and 
localities, or may cooperate with bodies established in these regions 
and localities. The Federal Government has an interest in the setting 
up of these State and local bodies, which has already led it to furnish 
technical assistance and to set up certain standards tending to make 
these various bodies fit into a common scheme. This kind of Federal 
relationship is entirely proper. The Federal function should be 
limited to furnishin2' stimulus and incentive to the setting up of bodies 
which will serve the ~eneral purpose and fit into a coordinated 
scheme, without prescnbing details of organization. 



XVI. CONCLUSIONS BEARING ON A PUBLIC-WORKS PROGRAM 

: : A. Essential Elements in a Consistent Policy 

It is not the purpose of this study to deliver a final verdict as to 
precisely what policy must and should be followed. What can be 
done is to present the alternatives, and to indicate how the various 
factors to be dealt with are bouncl together, so that one can say: "If 
such a policy i~to be followed with respect to this one part of the field, 
consistency requires such and such complementary policies in other 
parts of the field." And finally, it may be possible to present some 
fairly definite conclusions as to the relative importance of different 
features of a possible program, so that it may be possible to say: 
"A should be done before B. If A is not done, then it is inconsistent 
or unwise to· attempt B." Some things may be decided as being 
practically necessary if any intelligent program is to be followed at all. 
On other matters there is room for wide difference of opinion and 
need of a great deal of further study before we shall be properly equip
ped to decide the issues involved with any large degree of confidence. 
In many of these doubtful cases, not merely study but actual experi
mentation will probably be necessary. 
\\. One of the most important elements of a consistent ~ogram,is . 

consistent treatment of expenditures as between durable public wor~"" 
and current services. The general rule would seem to be that current 
services should be maintained during a depression before We think of 
expanding public works. So far as the object of a public-works policy 
is to increase general purchasing power in order to offset the decrease 
due to industrial contraction, it is an inconsistency to contract 
expenditures on current services at the same time that expenditures 
on public works are being expanded. 

So far as it is merely a question of preventing outright unemploy
ment, or of modifying distribution of purchasing power with a view 
to placing it where it is most needed, this general rule is subject to a 
~rtain amount of elasticity. A case may be made for transferring 
a certain amount of purchasing power from the class of regular 

{ Government employees to the class of construction workers, if there 
is a limit to the total amount of purchasing power which Government 
can safely distribute through its o\\'n expenditures. If the Govern
ment is already distributing all it safely can, and if there appear to 
be sufficient grounds for diverting some of this amount to help the 
construction industries and their workers, then there may be a case 
for some economies in the field of the regular current governmental 
services. The forms which these economies can take have already 
been indicated. In general, they cannot consistently go to the point 
of actually laying off public employees and creating unemployment 
in this field, while relieving it in other fields. Another limit which ~. 
can reasonably be set is that ~El.~iJ;I.l pl!.l?Ji~.-S~rYi~~. ~~uCh as those 
of health, police, and education, should not be curtaiIeu..at !Jle_.same 
time that Government is being more than ordInarily libeffil in other 
directions. This is a definite inconsistency of policy. 

This general rule of policy carries with it financial implications. 
It requires that public expenditures should be more stable than public 
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revenues; and this implies that there will be deficits at certain times, 
,,:hlch snould properly be balanced by surpluses in more prosperous 
times. In other words, it calls fgfJhe principle of balancing budgets 
over a term of years, rather than inslsrrn~f on a baLance durmg-each 
f2-montb period. In the case of the Federal Government, this policy 
presents little difficulty during minor depressions, since the Govern
ment will, for many years to come, be in need of reducing its funded 

r debt, and will be employing surplus revenues for this purpose, at least 
during times of prosperity. 

During minor recessions a reduction in the rate of debt retirement 
will afford sufficient leeway to maintain a stable volume of current 
expenditures, without nece"ssitating a deficit. Where a definite sink
ing fund has been already created through regular charges set up for 
retiring debts, these debt-retirement charges may create a technical 
deficit, even though there is a real surfllus of revenues above current 
expenses. Such technical deficits are, in most cases, not a sufficient 
reason for curtailing current expenses during periods of moderate 
depression. This principle of stabilized current expenses carries with 
it the necessity for setting up certain kinds of fiscal machinery, such 
as elastic debt limits and possibly provisions for Federal aid to States 
and .localities during serious emergencies. 

2. With regard to the question of expanding public works during 
de ressions, the principle may be laid down that it is moreImportant 
to eXJla..,n~blic works during serious emergencies than during min,9r 
depreSSIOns. ~finor depressions ci'eate less serious economic and 
social evils; and furthermore, they appear to have the quality of 
curing themselves; while major crises may reach a point at which ~ 
the automatic forces of recovery lose their power to act. If it were 
possible for the Government, by increasing public expenditures to 
the utmost extent possible, and stretching its resources of credit to 
the limit of safety, to bring about complete stabilization of minor 
fluctuations in business, this would not be a wise or consistent policy 
to follow, since it would leave the Government with its capacity to 
h(}lp industry eXh!sted at just the time when it would be most 

~ritically needed. Thus, if public works are to be increased during 
depressions, it is me important to be in a position to increase them 
during major crises than during minor recessions of business." 

3. \Ve have already seen that, as means to stimulate genefal busi-
ness, expenditures financed by credit are vastly more effectiv.· than 

. expenditures financed by increased taxes of such sorts as would be 
l'available at such times .. Thus consistency requires th...at credit policy 
\ should be_coordinated with public works policy. Furthermore, the 
pOlicy of raising funds for public works by the use of credit needs to 
be fitted in with the general policy with regard to the credit structure 
as a whole, and special measures taken if necessary to counteract 
any undesirable effects. For example, it has been noted that an 

; unduly rapid repayment of the public debt during boom times may 
: need to be counteracted by deflationary measures in order to fore
stall a possible unhealthy speculative movement in the investment 
market . 
• 4. Consistency also requires that, so far as public-works policy 

deals with wages and prices, it should be coordinated with a con~ 
sistent general policy in these matters. This implies that there 
should be a consistent general policy in these fields-something 
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which has not as yet been fully worked out, but which is urgently 
called for if the present policies of the Government are to be organized 
into a consistent whole. Such a wage and price policy is an integral 
part of any policy looking toward industrial stabilization, and also a 
part of possible more far-reaching policies of economic development 
in general. 

5. As already indicated, the kind of consistent policy toward public 
expenditures in general which has been laid dm'm requires provisions I 
for the use of Federal credit as a backing for State and local expendi- i 
tures, in times of major emergencies. This is true, even if nothing 
more is attempted than the maintenance of the customary rates of 
expenditure at such times; and still more if expenditures on public 
works are to be increased. 

6. If there is to be a policy of altering the timing of public works 
so as to increase the amount of-such work when general business falls 
off, this will require machinery involving a wry large increase in 
administratiw control in this field. To a smaller extent, such an 
increase in administrative control will be required ewn if the objective 
is limited to the stabilizing of public-works expenditures. Even this 
will call for a program drawn up in adyanre for a term of years, and 
having sufficient standing to prewnt it from being disregarded by 
every suc('essin' legislative body (Congress or State legislatures, as the 
case may be). The standing of such a program will, as already noted, 
depend largeJy on the character, soundness, and thoroughness of the 
work which the program embodies. Howeyer, since this procedure 
cannot be set up except through legislative acts, it will have at least 
-the authority of past legislatiw bodies behind it, and they may be 
slow to stultify themselves by disregarding such programs, even 
though no legislature can be absolutely bOlmd by the acts of its 
predecessors. 

B. Optional Features of a Public-Works Program 

There are many phases of the public-works question in which the 
proper policy may be in some doubt, eyen after a decision is made on 
the one or two basic underlying questions of polic)~. Here the first 
thin~ to do is to formulate the questions at issue as clearly as possible, 
even where one can go no farther at present toward a final answer. 

1. Should public-works expenditures be l'xpanded in time of min01; 1 
depres:3ions, or merely muint.lined at a uniform rate? - I 

We haH already seen that the more important thing is to preser\'e 
a margin of resources u\'uiluble for expanding works in the most 
serious emergencies, and thut if the uttempt to expand public works 
during minor depressions threatened to be a serious drain on these 
resen'es, it would be an unwise policy. The decision of this question 
will depend, in the first place, on how large the resen~e margin 0$ 
spending power appears to be, and secondly, on whether a policy of 
expansion during minor depressions 'can be worked out which will 
not constitute n material drnin on thest' reserHS. Thirdly, it may 
depend on whether u policy of moderate expansion- during minor .... 
depressions may actually serve to increase the prospect of sllcce-ss 
when it comes to expansion during mnjor crises. 

It is quite possible to develop Ii program which will result in ex
panding public works during minor depressions without putting any 
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heavy strain on the governmental reserves of credit. So long as a pro
gram of this sort is properly laid out and conscientiously followed, 
increased public works expenditures in 1 year will be balanced bv 
decreased expenditures in other years, and the financial resources of 
the Government will not be progressively weakened. And the experi
ence of such a program might be a positive advantage in developing 
methods and techniques which would be of use in overcoming the 
J.l'.anr obstacles which always confront such an attempt, and thereby 

V/might pave the way for more prompt and successful expansion of 
public works in future cases of serious crisis. On the basis of these 

\ considerations the halance of the argument seems to lie in favor of a 
, moderate expansion of public works during minor depressions, hut 
. with no attempt to driye through a heavy program at such times. 

This is the kind of program which has been cnlled the grade A tvpe
in which a schedule of works is Illid out for possibly () years aheltd and 
carried out at \~arying rates in different years, but without altering 
the total amount of the program. 

2. If there is to be expansion in dull times, should there be prelimi
nary contmction of public works below a normal long-tenn mte, 
during prosperous times? 

"\Vhile this question is put in the category of optional questions of 
policy, it is very likely to settle itself as things actually work out. 
When the pres('nt public ,,~orks drive reluxes, there will automatically 
come a tim(' when governments will be struggling to reduce their 
debts and rehabilitate their finances, while a considerable volume of 
public works will have been built earlier than would otherwise have 
been the case. In short, a part of the r..ormal program for the 2-
or 3 years lying just ahead, will have been anticipated. For both 
these reasons there will be a natural falling off in the rate of public 
works expenditure. 

It seems further probable that the effect of straitened finances 
,vill last a good deal longer than the surplus of public works them
selves, with the result that construction is likely to fall behind a normal 
long-run program during,let us say, the 5 years following 1934. Thus 
any program which may be adopted is likely to get under way in a 
period of comparative poverty when public works programs are likely 
to be something less than generous. 

3. How far should expansion go, and just how should it be timed? 
/ Herc, UO'llin, is a question on which there is difference of opinion,Dut 

... where a g~od deal of this difference is likely to vanish automatically 
when it comes to the test of action. Practically speaking, it is hardly 
possible to initiate a supplementary program of increased public works 
early enough to catch a depression in the first stages o! declining busi
ness, and it is much more lIkely that such a program WIll not get under 
way until business is more than half-way down the slope of its decline. 

"lThe question really becomes one of whether expansion should come as 
'..' early as practirable, or whether it should be deliberately delayed with 

the idea of allowing business to reach bottom before beginning to 
attempt to stimulate recovery. As between these two policies, It 
seems clearlv desirable to make the expansion as prompt as possible; 

\.. consistent ,,:ith waiting to be quite sure that the conditions are such 
as to require it. There i!> still a considerable margin of discretion in 
applying this principle, leaving much room for the personal equation. 
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'-4. Should there be permanent expansion of public works designed \ 
as an antidote to oversaving? -

As bearing on this question we have seen that there is a fair prima \.. 
facie case for the existence of oversaving, and a strong prima facie 
probabilitv that this condition could not be corrected on anv large 
scale by permanently increasing our public works expendituz:es and 
financing them in such ways as would be necessary. Both these 
prima facie probabilities remain subject to possible modification, and 
therefore this question must be put in the doubtful class.'; 

5. Is relief work desirable, and if so, on \\=hat basis? 
Should it be a permanent feature of policy or a regular feature of 

the emergency measures? ~hould it be limited to a comparatively' 
small amount of work of hIgh grade, compensated at regular wage 
rates with the attempt to limit it to the "elite of the unemployed"; 
or should it be more wide-spread? For example, should eyeryone 
who receives relief contribute some work in return for it? Should 
there be a combination of these policies or a compromise between 
them? If unemployment insurance is set up, what will be its effect 
on the desirability of relief work and on the need for it and what is I 

the proper place of the Federal Government in a scheme of relief work? 
On these questions the experience of the rnited States in the 

present depression should afford a considerable amount of fresh 
evidence, though it may not lead to any radically new truths which 
had not been revealed by the long experience of earlier efforts. At 
any rate, it seems to be a settled thing that the present experiments 
in relief work will go on. Certain features of them, such as the 

• Civilian Conservation Corps, may prove to haye a permanent value, 
although experience may lead to changes in the form of the organiza
tion. Certain kinds of relief work are undoubtedly wasteful and 
worse than useless, and should never be repeated. Thus the answer 
to this question is likely to be neither a sweeping yes, nor a sweeping 
no. As to the proper place of the Federal Government in relief work, 
the answer which naturally grows out of our current e)..'perience is 
that the proper place of the Federal Government is to stand ready to 
take up the burden of relief work, along with the burden of relief 
and of maintenance of current expenses-in short, all the necessary 
fiscal burdens which ultimatelv become too heavv for States and 
localities, if a depression contmues and is extremel)' severe. 

6. Should Federal aid be granted to localities to support their 
current services as distinguished from enduring public works? -

Here there will be opinions on both sides, influenced by considera
tions of different sorts, which it is difficult or impossible to weigh 
against each other with any accuracy. There is some argument for 
Federal grants in aid of education in ordinary times; and in times of 

~great depression the need is obviously very much more serious. On 
the other hand, there is a very genuine disadvantage in doing any
thing to undermine the fiscal self-sufficiency of the States and loca!i
ties; and the fact that some undermining Illay ha'-e happened already 
does not diminish the danger invoh-ed in carrying the process further. 
In short, this question is not only highly controversial but likely to 
remain so, with firmly convince:! partisan'> on both sides. -

7. Should the concept of public works be extended into the field I 
of cur~en'ices or should public works be narrowly construed in ; 
traditional terms of durable material structures and improvementS?' 
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Of course, a mere question of nomenclature is not in itself worth 
quarreling about; but the real question underlying it is the question 
whether n particular kind of administratiye body, which has had 
large funds at its disposal during the present crisis and may haye large 
funds again during future crises, should extend the scope of its opera
tions beyond the traditional concept of public works. 

On the whole, the device of extending the range of these emergency 
organizations beyond their natural limits, simply because they have 
funds to spend and there are needs to be met which lie outside those 
limits, is essentially a temporary makeshift. In the case of the Public 
Works Administration, the bad effects of extending its functions to 
current sel'\~ices are minimized by the fact that it is not an operating 
org,mization, but mther an organization for tllP apportionment of 
funds to other organizations which will take tccil11ical charge of the 
actual work. In determining whether to ullot funds to yurious pur
poses, it does not need to gain the same kind of expertness in these 
fields which would be needed to carry out the work at first hand. 
The budgetary authority which allots funds to road building, forestry, 
or education does not need to be a competent road builder, forester, 
or educational administrator. Neyertheless, it remains true that an 
organization is likely to be efficient in proportion as it stays within 
the bounds of its more or less specialized material. And if the 
principle is followed of maintaining the current budgets before 
attempting to expand public works there will be little or no need or 
demand for expanding the operations of a public works administration 
beyond the field ordinarily covered by the concept of public works. 

If there is to be relief work, that offers a somewha t different question, 
'since there is always a tremendous pressure to hunt high and low 

through all possible classes of useful service for forms of employment 
available for relief work. In fact, relief work is in a different kind of 
category and does not carry the same implied limitations as do regular 
public works. On the other hand, there are peculiar objections to 
using relief-work funds to finance anything which might properly be a 
regular current expense of government, particularly of a State or 
local go\~ernment. This principle migHt easily degenerate into It 

policy of getting services at relief rate of pay rather than at regular 
market rates, not to speak of the drawbacks of allowing States and 
localities to throw part of their current expenses on the Federal 
Government by a sort of tacitly accepted subterfuge. 

On the whole, the balance seems to lie in favor of keeping regular 
public works authorities within the natural bounds of the traditional 
conception of public works, so long as other functions are adequately 
supplied with funds. On the other hand, relief-work ageneies can 
hardly function at all unless they are fairly free to search out useful 
fOIm~ of work without being hampered by narrow limitations. 

8. Should there be large expansion in the field of self-liquidating 
works'? 

The chief cases in point at present are housing construction and the 
supplying of electric power. Success in both these fields is con
tingent on so many uncertain factors that it is impossible to predict 
with confidence whether the existing experiments, or others following 
them, will or will not be sufficiently successful to justify further 
in vestments of the same sort on a larger scale. Apart from the success 
or failure of particular kinds of projects, there seems to be no general 
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principle by virtue of which the question could be decided a priori.: 
It appears to be a question which must be left to be determined try 
such guidance as we can derive from experience. 

9. "'hat policy should be followed to\nnd self-h<'lp organizations 
and in the related matter of directing relief work to the production of 
consumable goods for the workers themseh-es? 

Here, again, we have a problem which cannot be answered by any 
a priori general principles, and which must be treated experimentally. 
The chief conclusion would seem to be that the attempt should be 
made to give self-help experiments a chance to show what they can 
do and should be made adequatel~- and whole-heartedly, but "ithout 
committing the country or the Goyernment to any permanent policy. 
In all cases of this sort, there is need of in-oiding the danger of inter
preting the success or failure of the experiment "ithout due regard 
to the amount of the Government subsidy which has been granted 
directly or indirectly. This danger should naturally be avoided if the 
outcome of the experiment is to be correctly judged. 

10. "\"\llHt should be the precise extent of administrative discretion 
in the handling of public works policies? ~ 

As already noted, a policy of public works planning invoh-es an 
increase in the initiati\-e and discretion accorded to administrative 
bodies, since the legislature must allow plans to be carried out, at 
least in general outlines, "ithout intervening at each session to make 
them over completely; or else it is hardly proper to talk about planning 
at all, since the plans would be no more than pious \\ishes. Precisely 
ho'\', far this increase in administmtive functions should go is a ques
tion which will probably be answered, like some of the other questions,. 
by the test of experience. Certain powers must clearly be given to 
administrative bodies in order to carry out any planned program. 
On the other hand, the underlying power to make any change at any 
time cannot formally be taken away from the legislative body. Only 
experience can tell precisely where the balance \\ill ultimately be 
struck in the actual practice of government. 

It is worth noting that these optional matters of policy include a 
considerable number of questions on which there is need of research 
and investigation, of the kind which the body which has been called 
the" X ational Planning Board" is peculiarly suited to carry out. 

c. A :\linimum Pro~ram 

\ 
Tl~,e.n?ost limited objectiye wl~ich coul? possibly ~e set up is tha~; 

of stabilIzed governmental spendmg. ThIS must logIcally apply botli 
tocurr~!lLS_en1ces and to public works. Such a program would not 
constitute a positive stabilizing force in business disturbances, but 
it would at least pre .... ent public expenditures from being numbered 
among the forces which tend to aggravate the disturbance and prop
agate its cumulati .... e effects ~ith increasing \101ence. This program 
of stabilized expenditures appears quite modest, but to carry it out, 
in the face of major crises would be far from easy. If such a minimum 
program is to be carried out, it will require certain machinery, 
procedures, and organizations. 

1. In the first place, it calls for an advance program of public works 
which may be limited to works of grade A, and which needs to be 
scheduled in fairly uniform annual installments for possibly as 
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much as 6 years ahead. This program must be made by some 
administrative body, either in the Bureau of the Budget or standing 
between the Bureau of the Budget and the various executive depart
ments whose requirements the program is designed to supply. As 
is often the case with new units of governmental organization, this 
public works planning unit could hardly be ginn supreme authority 
at the start, disregarding or overriding other bodies which have the 
final word at present. As over against these older bodies the new 
one would have chief authority, if it could, largely by virtue of the 
soundness of its work. 

2. If this program is to be carried out during major crises, it will! 
call for fairly far-reaching measures of fiscal preparedness, such as 
have already been discussed in other chapters of this study. At 
such times even this minimum program can hardly be carried out 
without Federal aid to State and local budgets. 

At this point serious questions of wisdom and eA-pediency will 
arise, and the outcome "ill presumably be a compromise rather than 
a complete and unqualified carrying out of a program of absolute 
stability. Since these major emergencies come at comparatively 
long and irregular intervals, each is likely to be treated as a new case 
by the Federal, State, and local administrations which are in office 
at the time. But so far as a general rule can be laid down in advance, 
it seems proper to grant Federal aid in serious major emergencies to 
localities whose fiscal systems meet appropriate tests of soundness 
as judged by whether they are adapted to bring the budget into 
balance within a reasonable time, but not necessarily to balance it 
while the emergency is in full force. 

To such localities, aid should surely be granted to the amount that 
may be necessary for the maintenance of the more essential current 
services. Even this represents a compromise rather than a literal 
carrying out of the principle of stabilized expenditures. But the 
situation is one in which some compromise of this sort is almost 
inevitable. This program, then, of maintaining a stable rate of 
expenditures up to the point at which fiscal considerations are bound 
to force a compromise, may be considered as representing the smallest 
program which could consistently be advocated. 

D. A Sample Program of a more Adequate Sort 

Most serious students of the question would not be satisfied with 
a program which leaves public works in a neutral position, but would 
call for a program in which they would render some positive service 
toward industrial stabilization. The program which is outlined 
hereafter is a program of this sort. It involves some increase of 

\public works during mild depressions-a thing which can be com
paratively easily done-but it reserves the largest effort for the 
occasional major crises. So far as concerns these two main features of 
the program, they seem to be essential, if anything at all is to be done 
beyond the minimum program already suggested. As to the detailed 
mechanisms suggested for carrying the plan out, some of the chief 
features of these mechanisms appear to be almost equally essential, 
being dictated by the main tasks which must be done in order to carry 
out the program. Beyond this point, however, details of organization 
and procedure are nonessentials. What follows is a fairly specific 
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....61ltline of the program, the mechanisms, and the main procedures 
involved in carrying it out. Needless to say, these are not meant to 
be final, down to the last detail. In fact, they are presented chiefly 
because the question has reached the stage of incipient action, calling 
for the formulation of concrete proposals, to be criticized and modified. 

This sample program presupposes the setting up of administrative 
organizations of the general types already indicated. It assumes the 
existence of a general planning and coordinating body, called for 
connnience the" National Planning Board", and of a Federal public 
works planning body; also bodies with similar general functions in the 
States, collaborating with regional and local bodies so far as these may 
be set up. The precise functions of these State and local bodies would 
be naturally somewhat different from those of the national bodies, 
insofar as K ation-wide policies would naturally originate with the 
Federal authorities, while many of the more specific matters concerned 
with carrying them out would necessarily be in the realm of the 
State and local bodies, rather than in that of the Federal Government. 

This program staTts with a long-range program of public works 
of grade A, precisely as in the case of the minimum program already. 
suggested; but it adds the proposal to shift the timing of these works' 
so far as practicable, postponing them when business is above normal 
and carrying them out when business is below normal. In addition it 
calls for additional works to be initiated, with the aid of Federal grants 
and loans to localities, on certification of the existence of a major I 
emergency. 

Assuming the carrying out of experiments initiated during the 
present emergency in housing, power production, regional develop
ment by watershed authority, relief work induding production of 
commodities for consumption of workers on relief, policy toward 
self-help organizations, and other matters best regarded as experi
mental, the pro~am includes a thorough assessment of results when 
these shall haYe become apparent, with a ,-iew to deciding on continu
ance, abandonment, or modification. The authorities engaged in 
these works will of course report on them; and the National Planning 
Board should probably be asked to make more impartial assessments 
and recommendations. The program also includes a number of other 
projects of research or inYestigation, to be carried out by the National 
Planning Board or under its sponsorship. 

1. PREPARATION OF PGBLIC WORKS PROGRAl\1 

The Federal, State, regional, and local Public Works Planning 
Boards should haw eharge of preparing basie schedules of works for 
6 years or other suitable period ahead. These works should be such 
as could properly be earried out if conditions remained normal, with 
allocation of the work to each year of the period on as nearly uniform 
a basis as practicable. 

For the projeets named in the schedule for 2 or possibly 3 years 
in advance, designation should be made of those which could with
out material ill effects be postponed or advanced or both (the same 
projects might not be equally susceptible to shifting in both direc
tions). Those not designated as capable of postpomenent would 
become the minimum program for eaeh year. The others woula 
then become primary supplementary projects for the year in question, 



164 ECONOMICS OF PLANNING PUBLIC WORKS 

and those available for the coming year or possibly 2 years should 
be listed as secondary supplementary projects for those years in 
addition to the basic schedule. The schedule would be revised each 
year, including minimum and supplementary items. 

If, in any year, the minimum program only were carried out and 
the supplementary program postponed, the postponed items would 
naturally become parts of the supplementary program for the suc
ceeding year, when the annual revision of the program was made. 
Some of these might become sufficiently urgent, after being post
poned a year or two, to take a place among the products constituting 
the minimum program for these succeeding years. In this way the 
minimum program might grow larger in proportion as the supple
mentary program had been postponed, although it would probably 
not increase by the whole amount of the postponed items. 

Supplementary projects for the current year should be so pre
pared for during the preceding year as to be so far as possible ready 
for immediate initiation. 

If continued prosperity should result in the postponing of the 
supplementary part of the program for several years in succession, 
the total amount of postponed works would naturally increase 
cumulatively. It would be necessary, of course, to set a limit on 
this cumulative postponement. One natural way of doing this, 
would be to provide that, when the volume of primary supplementary 
work which has been postponed comes to exceed half of the normal 
yearly program (minimum plus primary supplementary) the excess 
shall become part of the minimum program for the succeeding year. 
On this basis, a continued period of prosperity would result in the 
accumulation of a reserve of postponed works equal to half of the 
average yearly amount of the whole grade A program, but no more; 
and after this reserve should be accumulated, work would go on at 
the normal rate (minimum plus primary supplementary program) 
until a depression should call for an increase in the volume of works 
through putting into execution the reserve of postponed projects. 

In the same way, if a continued period of mild depression should 
lead to a cumulative anticipation of the works scheduled as primary 
supplementary works for future years, a limit would need to be set 
on this cumulative anticipation in much the same way. It should 
probably not be allowed to become larger than half of a normal year's 
program, after which the work should go on at the normal rate until 
there is some change in business conditions. This condition is not 
lilmly to come about since mild depressions are usually short, and 
do not continue for years without ceasing to be mild depressions and 
becoming major crises. 

From projects submitted but not accepted as part of the basic 
(grade A) schedule, a further schedule of grade B projects should be 
made up, but not necessarily assigned to particular years. When the 
initia tion of supplementary grade A projects is determined upon, 
preparatory work should begin in the preferred list of grade B project§} 
possibly to a designated amount such as half a billion or a billion 
dollars. At the same time, State and local bodies should be invited 
to submit for examination projects in their schedules on which they 
may apply for grants or loans or both in case a major emergency is in 
future certified to exist. This procedure should not act as a bar to 
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the submission and consideration of fresh projects, Federal, State or 
local, when the emergency arises. For this purpose, projects for 
emergency use should also be chosen from among grade A projects 
scheduled for a time too far ahead to place them in the list of supple
tary grade A projects for the year in question. 

Similar procedure should be encouraged on the part of States and 
localities, with the stimulus of some current Federal assistance to their 
work of planning, and the propsect of qualifying more promptly for 
Federal grants and loans in case of a major emergency. 

2. FINANCIAL MEASURES 

For the Federal GOY€'rnment, once the financial effects of recoY€'rl 
are sufficiently felt to establish some margin in the budget above 
current needs, the mechanics of financing the elastic public-works 
program should not present difficult problems. As already noted, 
there is a large amount which must go to ultimate reduction of the 
national debt; and variations in the amount so used from year to year 
would be sufficient to take care of discrepancies in the movements of 
revenues and expenses during most of the minor fluctuations, without 
much need of resorting to actual increases in debt to meet the costs of 
expanded public works under the grade A program. Professor Bowley 
has suggested for England a uniform budget of national debt repay
ment plus loans to local governments for public works, the one to de
crease as the other increases. The proposals here made would auto
matically produce a somewhat similar effect as to the total of debt re
ductions and Federal public-works outlays. 

For each year there should be avail::!ble unconditional appropria
tions for the minimum public-works program for that year, plus con
tingent appropriations, to become effective on determination of 
conditions calling for the supplementary grade A program, equal to 
1 year's normal program of public-works outlays. Or, as an alter
natiY€', the contingent appropriation might be enough to cover the 
supplementary part of the current year's program plus one half-year's 
normal program in addition. Borrowing sufficient to finance this 
program, if necessary, should also be authorized. On initiation of the 
supplementary grade A program, the President should trnnsmit to 
Congress a request for additional contingent appropriations and con
tingent borrowing power, to become effective on determination of 
the existence of a major emergency and sufficient to finance the grade 
B program for 1 year. At the same time tlle President should request· 
a grant of contingent authority to the Public "'orks Planning Board 
to make loans and grants to States and localities to finance their 
grade B projects. 

State and local bodies should be stimulated to adopt financial 
measures of similar effect, including elastic debt limits for localities. 
No proyision is included here for Federal aid to States and locnlities 
in miDor depressions. Time should probably be nllowed to see 
whether sufficient cooperation cnn be secured \\ithOl,t this stimulus; 
and whether the results of efforts in the Federal field in di(' tl te that 
anticyelicnl timing can be successfully carried out to a sl!fficient./ 
extent to be of important benefit. 
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3. SYSTEM FOR DETERMINING EXISTENCE OF 
MINOR DEPRESSro~S AND MAJOR EMERGE~CIES 

IndE'x('s of generld business conditions and of conditions in the 
construction industrie., should be mnintnined, both for the Nation 
as a whole and for regions. The X a tional Planning Board should 
be responsible for such indexes, being free to use material compiled 
by the Bureau of Labor Statistics, the Federal Resen-e Bourd, or 
other bodies, or to compile indE'xes of its own. 

A minor depression should be certified to exist when the general: 
index fl111s definitely below normal, with due nllowunce for t1li 
uncertaintv of a normal-trend line canied forward to the current 
moment; provided the construction industries are not at the same 
time dE'fiEitE'ly above normal. 

A major el~ergency should be certified to exist when (a.) l!rrmrJoy
ment becomes so lnrge as to threaten to impose a burden of reli"f too 
heavy to be successfully borne by the regubr local I"rsources; or (b) 
when depression is so seriolls as to threaten a wide-spread credit 
collapse, or (c) when it threatens a period of unusually prolonged 
prostration with absence of normal power of private business recoyery. 

These proyisions place gren t discretion on the planning Board, 
but seem preferable to a purely mechanical rule. However, such a 
rule, in terms of the percentage sho\\-ing of specific indexes, is an 
alternatiye possibility. 

The K ational Planning Board should also keep in touch with the 
Public Works Planning Board, keeping it informed of current moye
ments of the indexes, and of any indications of what may be expected 
in the near future. 

4. EXECUTION OF PROGRAM 

One problem arising is that of possible exclusion from supplemen
tary grade A program of works located in regions in which busine~ 
conditions are normal or better at the same time that business in tlie 
country at large is below normal. Probably the K ational Planning 
Board should haye authority to recommend such exclusion to the 
Public Works Planning Board, and the latter should have authority 
to put it into effect. 

Another question is the use of three magnitudes of grade A pro
gram-minimum, normal, and normal plus supplementary-instead 
of two-minimum and normal plus supplementary. The National 
Planning Board would then have to define a zone of normal conditions. 
as well as conditions definitely above and below normal. This seems 
of doubtful expediency; and it might lead a conservative board to 
defining almost everything as normal. The problem of varying the 
amounts of work set in motion under the grade A. program could 
probably be taken care of by the yarying degrees of executive pressure 
exerted by the Public Works Planning Board, according to the seri
ousness of the situation. According to the system already suggested, 
the minimum program would automatically expand up to the amount 
of a normal or ayerage grade A program, as soon as prosperity should 
have lasted long enough to bring about the postponement of a reserve 
of supplementary projects equal to more than half of 1 year's normal 
program. In the same way, after supplementary works have been 
anticipated for a certain length of time, the expanded program would 
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come to an end and work would return to the normal rate. This 
would, in effect, bring about much the same result as if the original 
program were divided into 3 grades instead of 2. 

The problem of wage and price policies may become serious. Here 
the Public Works Planning Board should keep in touch with the 
National Planning Board and through them with any other agencies 
dealing with these problems. A first line of defense might be to in
clude in the discretion of the X ational Planning Board power to 
determine whether prices and costs in the construction industries are 
being maintained at so high a level as to constitute an obstacle to.' 
private recovery of demand in these fields, with the result that for 
the Government further to sustain these lnels of prices and costs by 
an increased construction program would tend to defeat the end of 
priva te business recm"ery. If it is so found, it should withhold its 
certification that conditions call for expanded public works. 

A second line of defense would be power on the part of the Public 
Works Planning Board to order the rejection of bids if they are too 
high by the same test-not all bids to be so scrutinized; merely after 
determination that costs in genernl are too high. This would inter
pose a serious element of possible delay in the program, where one of 
the great purposes of advance planning is to remon the baffling delays 
now holding back any such policy and reducing its usefulenss. It 
is only the conviction that the usefulness of the policy is in danger of 
being seriously undennined in a different way, by bidding up prices 
and costs against private buyers or by stiffening the resistance to 
needed deflation, that makes it seem advisable to include such checks 
as this. 

5. PROGRAM OF RESEARCH AND INVESTIGATION 

It is taken for granted that study will be given by the National, 
Planning Board to unemployment insurance, health insurance, old-age: 'j 
pensions, and other questions only indirectly affecting public works 
policy. 

The Public Works Planning Board should cause to be made such 
studies as may be pertinent, including studies of the extent to whiCll 
the time of carrying out public works can be altered without serious 
results, the effects on costs of minimizing use of machinery, and other 
problems of importance. 

The National Planning Board ~hould, of course, have a free hand 
in conducting studies of any issues of importance, using investigations 
made by other bodies, supplementing them, making t~dependent 
studies under its own direction, or sponsoring studies oy research 
foundations or other bodies. Among the pertinent topics bearing 
on public-works policy are the following: 

\Yage and price polic~; 
Savings and capital f6rmation and the field for productive invest

ment, with a vie,,, to the possiOle effect of oversa\"ings as a cause of 
economic dislocations. 

Work relief: The results of experience and its place in a scheme, 
both with a-n.i'l without unemployment insurance. 

State and local finance, their relations to Federal finance and to 
the problems of public works policy; e. g., the problem of Federal 
~raiN~.~n. ai~ of educatio!l, or to maintain local current services gen
era y III maJor emergenCIes. 
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Self-help and the production of goods by the otherwise unemployed 
for their own and each other's consumption. 

Possibilities of regularized capital outlays by public utilities, and of 
anticyclical timing of such outlays. 

Coordination of transportation. 

E. Program of Permanent Expansion of 
Public Works to Absorb Oversavings 

It is not e\'ident that such a permanent expansion of public works 
has sufficient prospect of practicability to be a wise thing to adopt 
at the present time. The program already suggested includes an 
investigation of the theoretical basis underlying the proposal for such 
a permanent expansion; and under existing conditions this is as far 
as it seems wise to go. 

F. Conclusion 

The writer has bern reluctant to appear to make specific recom
mendations, especially in the administrative field. But it appeared 
that the requisites and implications of at least one program should be 
made fairly s\Je\·ific. In the writer's judgment, some program of the 
general ('harnetr!' indicated in D aboH"! should be adopted. On the 
purdy e"onomie side, this conclusion seems reasonably clear. As to 
the precise character of administratin bodiE'S, scope of administrative 
disC'rrtion, and precise points nt whi('h matters should be referred to 
the ultimate le~,'i.slati\·e authority, the suggestions above are to be 
taken as illustratiye only. 

Stich a pro~rnm in the public works field alone will not cure the 
evil of business instability. If successfully carried out, it should result 
in mitigating these disturbances, but it ean hardly do more than this. 
The general character of this program is one of compensating for the 
flwtuations of private husiness by counter-fluctuations in the field of 
public expenditures. This can be done only to a limited extent, and 
leaves the basic causes of the private fluctuations still to be dealt 
with. ~Iore thorough-going remedies for these causes rest uponaltera
"tions in methods of conducting business and industry in general. 
The hope of a desirable outcome is intimately bound up with the 
question whether adequate changes of this sort can be brought about 
without too much delay, by evolutionary methods. On this question, 
confident pl'edietion would be rash but the problem represents the 
greatest single task facing American industrial statesmanship at the 
presen t time" 
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rISCAL ASPECTS OF PLANNED PUBLIC WORKS 
, 

By J. Wilner Sundelson 

(These Preliminary Findings and Conclusions were prepared during June 1934, 
and were r;evised in August. The research on which this report is based, was 
being pursued in conjunction with a more-extended study planned for submission 
in the fall :Jf 1934. Howe\'er, the writer was compelled to devote the major por
tion of his efforts to other work and was unable to carry out the more-extended 
study. The appended report represents preliminary findings and conclusions 
which mir;ht have been amplified.) 

In order to clarify the relationships between fiscal activities and 
the gep.eral economy, it is essential to bear in mind that these rela
tionshi·;Js have only recently been recognized as significant. The 
great :nass of public finance literature does not concern itself with 
the problems that these interreactions raise. This is explained by 
the fact that in the past the size of Government expenditures, both 
in their relative position to the national economy and in their abso
lute amounts, have been considerably smaller than they are at present. 

Fiscal scientists were aware of the steady growth of Government 
outlays and formulated these tendenl'ies into laws. 'yagner spea~ 
of the "law of increasing State actiYities" while Adams arrIves at a 
"general law of expenditure for progressive pelJ15fes." However, 
these authorities naturally did not concern themselves with conditions 
which would be expected to arise after the laws had continued in 
operation for some time. Furthermore, the laissez-faire body of 

i economic theory with its emphasis on the indiyidual did not encoUl"
~~age a study of the problem. ~\dditional reasons are found in the fact 
""that money was not the medium with which the political economists 

operated and was generally considered to be insignificant. The 
attributes of permanency, compulsion, and a nonprofit incentive were 
considered as distinguishing the public from the private economy. 
A theory of dichotomy between the two so-called separate economies 
arose. 

The public finance theories which have been influential in moldiqg 
fiscaflegislation have protrayed the relationships of the individual 
to-1:he state but have failed to analyze those existing between the, 
state.a.nd the economy. "-e have studied taxes from the point of \ 
view of cost, benefit, minimum sacrifice, or ability to pay. It is 
seldom that a tax is criticized or defended because of the effects of 
such a tax policy on the general economy. Single tax advocates, 
led by Henry George, or Socialists, exemplified by Rignano, have 
tended to place an unorthodox stamp upon the more comprehensive~ 
concepts. of fiscal proh.le.!lls. 'It is on .. ly rec.ently that sy.cle ~~nsitivit~1 v 

and natlOnal productlVIty liave--Deen -used as taxatlOn norms, thtt. 
fo'f'trre:firi Germany.and rnFhrtter in ItalyJ· j ",;.- }!f~ {"/-.,,A f'~' 
"]'rhe abore-mentIOned -growth of Gon!rnmertt finanoos may be 

\lttributed to social theories, wars, and economic factors such as the 
current depression. The expansion of gOYernmental functions has 
been translated into actiyities and expenditures. The monetary, 
banking, and credit aspects of the expenditure and tax policies have 
become increasingly important as the bulk of the fiscal items repre-
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sent transfers of money magnitudes. (Money outlays or transfers 
are not required for the execution of a numher of import~nt govern
mental functions. The economic regulatory acts of t e Federal 
Trade Commission, Interstate Commerce Commission, and the 
National Recovery Administra tion are in this group. K el~ertheless, 

III fairly constant relationship between the growth of G~nrnment 
functions and public E'xpenditures may be assumed.) Iq extreme 
cases, exemplified by Russia, the Gonrnment is almost\ identical 
with the economy. The Sm-iet budget mirrors the entire \economic 
picture; it is considered an economic program rather than ia project 
for the public finances. I 

We can reali::e the influence of the fiscal system on our .~conomy 
by recalling that our annual tax bill is at present appro:(imately 
10 billion dollars. The Federal debt of 27 billion or more is accom
panied by a State and local debt of some 20 billion. At oresent 
(August 1934) some 6% billion of authorized but unexpended icederal 
funds, still to be covered by borrowing, are recorded. Though these 
figures may be subjected to criticism as being related to an abnormally 
small national income, it is difficult to expect it decline in the trend 
of these magnitudes. Existing tax legislation will reap into the 
public treasuries a substantial part of any future increases in the 
national dividend. Social and economic programs now being planned· 
will easily absorb these additional funds. ". e may expect no de
crease in the share of the public finances in the nationaJ economy 
unless an entirely new economic orientation is pursued. ..' ' 

The budget is one of the greatest dynamic institutional instruments' 
available in economic life. In countries possessing centralized forms Of 
governmental m!tchinery it would be possible to exert efforts toward 
furthering economic welfare through conscious and planned control 
of fiscal affairs. In federated governments, particularly in the United 
States, the set-up is such that it is difficult to expect unified action. 
The diversity of dominating ideas and practices in the many political 
subdivisions make it imperative that attempts be made to measure 
local fiscal problems in terms of broad economic needs. Centralized 
activity may assist in the solution of what now appear to be unavoid
able local difficulties. It is unfortunate that all fiscal affairs are sub
ordinated to administrative jurisdictions based on political bound
aries. A national planning board, thinking and measuring prob
lems in terms of national and regional economic aspects, is offered a 
major field of activity in relation to nonfederal finances. The scope 
of possible action in relation to economic stabilization in general, and 
planned public-works programs in particular, is here under discussion. 

Part I 
! 

v Economic fluctuations are one of the most pressing problems with 
which fiscal systems must cope. Denying for the present any casual 
relationship between the fiscal system and business cycles, it is evi
dent that depressions disrupt governmental finances to such an ex
tent that unbalanced budgets and disordered fiscal affairs eventually 
become directly associated with the further development of the cycle.<, 
In the interest of economic stabilization it is therefore imperativcy 
that steps be taken to eliminate any contribution of the fiscal systems 1 ./ 
toward the accentuation of a depression. This is in addition to the 1 
fact that unless the public finances are relieved of a greater part of . , 
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their cycle sensitivity, their ability to carry out essential governmen
tal funchonS11rfhreatened. Political and social stability has been 
seriously disturbed as a result of the fiscal collapse in many commu
nities. Furthermore, any use of the fiscal systems as an active 
agency in recovery efforts is predicated upon their ability to com
plete successfully their normal functions. 'Yith respect to problems 
raised by emergencies of a noncyclical charncter, economic and other
wise, it is important to note that the federal finances must take them 
into account and retain reasonable margins of taxing and borrowing 
power. The "Cnited States is subject, by virtue of its physical geo
graphical characteristics, to natural catastrophes. Our willingness 
promptly to alleviate the incidence of disaster is illustrated in the 
current drought situation. 'We must anticipate the potential costs 
involved. The recent trends of expansion in public expenditures 
give to this emergency financing question a vital importance. 
,I The fiscal systems haw, by means of bud-Eetary techniques an~ 
rprocedures, short-term borro\,ing, and otner de\;ces, been able to 
loffset the effects of seasonal fluctuations. Their success in this 
field encourages belief iha t the fiscal systC'!ll!Un.ay _be equally fortu
nate in coping \,ith cyclical problems. It is necessary at thIs-point 
to no1;{fthaCsevere limifations on efforts for cyclical adjustments are 
imposed by the inadequate body of knowledge and by the absence 
of uniformity of opinion concerning major cycles. This places an 
'emphasis on planning for flexibility rather than for specific problems. 

Minor depressions present no extraordinary reactions to, or burdens 
on, the fiscal systems. 

1. Lags in the reaction of economic monments on the public 
finan~reyent the minor depressions from being mirrored in most 
tax receipts until after the trouble has passed. • 

2. The mildness of such reactions which do take place makes it 
unnecessary to adjust the public finances to them. • 

3. Attempts to denl "ith minor depressions through the slow 
processes of fisca'! machinery (through public works or otherwise) 
"ill result in accentuating the following booms rather than in assist-
ing in recovery. . 

4. The limited territorial scope of the incidence of minor depressions 
gives rise to strictly local problems. • 

These conclusions point to the advisability of abandoning further 
consideration of minor depressions. 

It will be necessary to discuss at greater length the questions 
raised by major depressions. These are charncterized by long dura
tion and extreme intensity. Because of the infrequency of their 
occurrence and the d.\-namic nature of the economic system, which 
is responsible for broad structural changes between major depressions, 
it is impossible to· formulate any specific characteristics applicable for 
all declines. It \\ill be necessary, therefore, to concentrate on this 
depression and its background. 
VThe war affected the Federal finances in senral ways; the most 
qt!tstanding results being a new hjgh leyel of expenditures, a heritage 
91 public debt, additional war liquidation costs and a tax system 
containing several powerful new fiscal engines. Because of these 
factors which dwarfed the other fiscal items in the Federal Budget 
it may be truly said that pre depression Federal finances were pri-

141661-35--12 
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marily war finances. Wars, past and future, are estimated to have 
motivated 87 percent of the expenditures during the 1920-30 decade. 

It is important therefore to remember the basic reason for the 
expansion of the Federal finances and to judge the nature of the 
economic and social elements involYed. The States and localities 
were not directly inyolyed in the financing of the war nor in the 
liquidation of its costs. They underwent an expansion independent 
of direct war elements. Aside from yeterans' relief and institutional 
care, only the price inflation and the general industrial expansion may 
be said to be war influences on State and local finances. 

The general economic conditions were so fayorable during the post
war decade that maintaining the new high level of Federal outlays be
came a relatiyely light burden. Our taxes returned handsome surpluses 
to the Treasury. It was not necessary, therefore, to introduce leyies de-

~gned to search out the most elusive public dollar. Such a tax system 
might hl1;ve shown a decreased sensitiyity to an economic crisis. 
The rapid debt retirement did grant the Goyernment a greater nomi
nal borrowing capacity during the current depression and reduced 
debt service requirements. Howeyer, the economic effects of public 
debt redemption with reYenues from taxes may be such that the re
demption policy may act as a factor accentuating the boom. Pm'ticu
lady the concentration of GOYel'Illllcnt securities in the hands of insti
tutions and high-income recipients may mean that debt retirement 
accentuates" over-sa yings." The propert ... ~ tax underlay local finances 
to such an extent that the expansion in State and local budgets may 
be directly linked to the pre depression real-estate inflation. It is 
fortunate that a few States dropped the property tax and that many 
others added income, inheritance, gasoline, and motor-vehicle levies. 
In the absence of the last two aboye-mentioned taxes there would 
undoubtedly have been an even more serious disruption and collapse 
of non-Federal finances. It is probable that those who supported the 
elimination of the property tax or advocated the adoption of the other 
levies did not think in terms of flexibility, In addition to the fact that 
local revenues were being collected with apparent ease, there was 
pressure for the abandonment of the property tax from the real-estate 
elements in the community. With perhaps the exception of the public 
utilities, these are the most powerfully organized group of militant 

",taxpayers in the country" This particular phase has been singr€d 
out to illustrate the nature of the motivating forces in financial 
affairs. 

The maintenance of the fiscal systems w~s therefore closely linked 
to a permanent high rate of activity in business. A superstructure of 
activities and expenditures built upon prosperity gave no recognition 
to the possibilities of a recession. 

During the depression the major problem has been that of uphold
ing (especially in non-Federal finances) the structure of education, 
roads, hospitals, and other social services. These represent a financing 
issue of major import. In the face of the collapse of the prh·ate 
economy, the Government was confronted "ith the further problem 
of adding growing relief expenditures, to the inherited burden. The 
resulting breakdown find the ultimate assumption of the strain by the 
Federal Government is not difficult to trace. 

In general, the private economic structure has shown distinct defla
tionary trends since the initial crash. The public economy matched 
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these trends only after a lug of almost 2 years with a similar defla
tionary tenor. Attempts were then made to meet the decreasing 
reyenue yields with poorly maintained expenditure structures. By 
the time the incidence of the depression added new demands on the 
treasuries for work, unemployment and welfare relief, the first really 
unfuyorable reactions on tax receipts \yere making themseh"es felt. 

It is necessary to differentiate between Federal finances and State 
and local finances. X'o two incliyidual States or counties ,,,,ith their 
multitude of cities, towns, school districts, etc., have been faced with 
the same conditions. Few, if any, ha,"e met their problems with the 
same policies on borrowing, expenditures, and taxation. Occasional 
similarities with respect to steps taken are the basis for such general
izations as are made in this studv. 

Prior to 1 ~):32, poli tical und other pressures made it difficult (assum
ing attempts were even considered) for the Federal administration 
to recognize the depression and to take actiye steps regarding the 
fiscal system. Lags in the falling off of receipts did not make any 
action imperative; the political subdivisions absorbed the first relief 
demands. Howewr since 1931 ren'Il1W collections (measured against 
estima tes) have fallen sharply; the Federal income tax especially 
showing itself to he extremel~" sensitiY<'. The capital I:!ain and loss 
proyisions have played a large role in the shrinkage of income-tax 
receipts. 

Increased Federal highway aid to the States and budgetary economy 
/ measures went alongside of each other, while the public debt began its 

big upswing. 1 Deficit financing invoh"ing billions of dollars, carried 
on at that time;has aid"d in gi.-ing subsequent borrowing un excessi,:e 
character. The Reconstruction Finance Corporation outlays, carried 
directly to the public debt without appearing in the Budget, may be 
considered to haye opened the expenditure program and to haye 
anticipatcd the prescnt status of affairs. 'Ye now have a multiple 
budget policy allowing a nominal balancing of current outgo and 
income while all expenditures not financed through current taxation 
are linked to specific reconry borrowing. 

The reaction of the depression on the finances of the States and 
localities shows about the sume time lag as it does in Federal experi
ence. It is e'''ident that biennial budgets in many States concel.lled 
the situation in cases where annual budgeting might have called atten
tion to matters at an earlier date. Furthermore. some States and 
localities entered the depression with weakened or disordered finances 
and it is difficult to differentiate cyclical from other causes. Arkansas, 
Mississippi, and ~orth and South Dakota among the States and 
Chicago among the large cities, are outstanding examples. It is 
interesting to note that the lags enabled some States (including 
New York) to take actin steps in the direction of make-work policies 
in 1931. Others had been able to build up general fund surpluses 
which enabled them to staye oft' the crisis in their finances until 1933. 

Since the middle of 1932, State and local finances haye been charac
terized by many different features. The stronger States took Hie 
burden from the localities. 'Yisconsin, which has displayed a stabre 
revenue system; Xew York, which is one of the few remaining States 
with an excellent credit standing in the fourth year of the depression, 
and Xorth Carolina are in this group. In Georgia, Iowa, ).Iassachu
setts, ).1ichizan, and Pennsyh"ania, the burden rests in one form or 
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another on the localities. Such borrowing us was permitted by the 
States and localities either for deficit financing or, more recently, for 
relief, has not been of any great significanre in terms of the magni
tudes involved and, excepting Federal purchases of municipal obliga
tions, borrowing at present is minimized. It is claimed that the long
term borrowing of States (R. F. C. and P. 'Y. A. loans omitted) has 
not exceeded $248,000,000 in anyone year since 1928 and was only 
$192,000,000 in 1933. 

Only a few of the States. notably New York, ~lassachusetts, and 
Pennsylvania, have any real credit standing There is, however, an 
artificial market for State and local securities existing by virtue of the 
fact that obstacles have bcen placed in the way of the flotation of 
nongovernmental issues. Large underwriting houses are eagerly 
scanning the horizon for public flotations in order to keep their dis
tributing units occupied. It is not improbable that a boom in State 
and municipal bonds will take place. Such a boom may develop 
because of the inactivity in the private long-term investment market 
and may be unrelated to the fiscal condition of the localities. Fur
thermOl:e, Federal spending to relieve property owners will react 
favorably on property tax yields and on legal borrowing capacities. 

Expenditures present a particularly unfortunate history. It!s 
questionable whether economy programs which mean curtailment of 
services are desirable. K evertheless, our cumbersome machinery of 
State government and the jealously guarded powers of the executives 
and legislatures have made it almost impossible for States to formu
late and to carry out sensible retrenchment policies. Budgetary 
systems in mnny States nre highly inadequate and it lws been difficult 
for States in any way to maintain actiyities within the scope of de
creased money expenditures. Procedures and techniques built with 
regard to considerations of political safeguards and liberty have 
been notoriously inadequate in terms of administra tin efficiency. 

A major portion of the State expenditures nrc for goods and sen"ices. 
It would have been feasible, in view of fnlling price levels, to ma0-
tain activities with decreased funds. Instead, we find both mon~ 
expenditure decreases and curtailed activities. There were cases 
where the government received goods and sen-ices and then did not 
pay for them. States are also known to have paid excessive prices 
for materials nnd foodstuffs at the same time that school teachers 
lind other employees were unpaid. In geneml, inelastic budgetary 
procedures made it impossible for any national economy program to 
be carried out. 

North Carolina, Ohio, and Virginia put economy programs in the 
hands of the executive and had much better results than those States 
which attempted to work through slow legislative machinery. An 
outstanding exnmple of the breakdown of a State finance system is 
found in Georgia where a budgetary Inw, enacted during the depres
sion, required that all expenditures be reduced pro rata with the 
falling off of re,'enue yields as compared with estimates. It is 
superfluous to point out that such steps as were taken in Georgia 
were bound to interrupt the proper functioning of government. 
State and local outlays vary in many cases 50 and 35 percent below 
1931 figures. Vital services such as education, hospitals, and fire and 
police protection have been curtailed in addition to unemployment 
created by wholesale dismissals. 
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The Stutes and localities have not been inactive with tax legisla
tion, although, strangely, some of it, especially with regard to property 
taxes, has been of a restrictive nature and hns further complicated 
matters. Outstanding has been the general sules tax, of which 17 
examples are now in force. Eleven of these '~re put into efIect in 
~933 and 6 since then. Gasolj.re tax yields ha\"~ ?ecreased but slightly 
III some States and have usually borne addltIOnal burdens. (The 
widespread specific assignment of fuel-tax receipts has kept highway 
funds from collapsing and in more than one instance the highway 
fund has been made available for general purposes.) Now beer and 
liquor taxes have added to the march of consumption levies which are 
beginning to become a feature of State finances (and with the spread
ing of State-local sharing provisions, of local finances as well). A 
general me1l'ectin and lax tax policy on the part of States, except for 
sales taxes, can be seen from the following quotation: I -

In terms of taxes rather than States, it may be said that there has been a fairly 
widespread willingness on the part of legislators to pay the personal income tax, 
but yirtually no inclination to increas2 the rates drastically aboye the levels 
pre\'aili!1g iIi m05t States in 1929. Gasoline tax increases ha"e been fairly com
mon. Comparatiyely little has been done with selective sales taxes on tobacco, 
etc. Taws Oll busine% have becn revised upward (and not greatly so) in only a 
few States. Death taxes haye been called upon for almost no additional revenue. 
Special-rate intangible taxes haye been used but rarely. The property tax has 
been greatly reduced in many States and temporarily increased (for State pur
poses) in ollly' a few. Automobile registration fees ha\'e in almost no instance 
been increased and in several States have been sharply cut. 

.. ·With few and isolated exceptions, the tax systems have shown them
selws to be extremely sensitiw to the influence of the depressioh. 
The ability of some income taxes (,,'isconsin) to remain stable while 
some sales taxes nYest Yirginia) show considerable decreases indi
cates that a portion of the sensitivity may be due to administrative 
factors, to structural features, and to minor loophole provisions not 
inherent in the tax itself. It is obviolls, however, that unless a tux 
base includes within itself some balancing provision i. e. (averaging 
income over a period of years) the tax yield can, after the elimination 
of time lags, behan' no better than the tax base. 

This assumes that rntf'S rf'mnin constant. The raising of rates, 
especially in the C:lse of indirect taxes, is often insufficient by it~f 
to prevent yif'lds from falling. In the highest income brackets the 
rates were raised on nonexistf'nt bases. The belief that direct taxe~ 
are inadequate during depressions ma~: be partly due to the fact thl! ../ 
insufficient attention was paid to the broadening of tax foundations. 
This is evident in comparing our Federal income and death taxes with 
those of Great Britain. Lnder the British system, minimum exemp
tions are nl"y low. .:\bny people in this country who were exempted 
from paying income taxes would merely huve fallen into a lower 
bracket under tlif' British schedule. 

Benefit taxes or those levied on large masses of people regt1,rdless of _ 
equity notions, or on consumption, were considered reliable revenue 
sources. Of all the indexes, the sales volume and prices of nondurable 
consumption goods (retail) hgye fallen least during this recession, and 
the progress of events has seen frequent resort to this base for tax 
purposes. 

1 Haig and Shoup: The Sales Tax in the American States. p. 15, Xew York, 1934. 
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In the light of traditional concepts of justice, ability to pay, and 
progression in taxation, the choice becomes one between a good t~ 
system and a tax system displaying a small degree of cycle-sensitivity. 

~fany of our States and localities are extremely unfortunate, since 
they haVE! tax systems which are both bad and sensitiye to fluctuating 
backgrounds. Efforts to improve the tax systems will res111t in less
ened cycle-sensitivity, eyen though the cycle criterion is ginn only. 
minor consideration. A well-rounded system comprising income, 
death, nnd business taxes, combined with a property-tax administra
tion which does not tolerate needless delinquency, would pron to be 
of relatively low sensitivity. 

In all events it is difficult to conceive of a government with a sound 
tax system which can rely on maintained reycnue yields during all 
varying phases of business acth-ity. Cnless we discard all our theo
retically ideal norms of taxation and abandon the taxes built upon 
them, reserves or some variation of borrowing must be employed to 
help maintain current sen-ices. Furthermore, the maintenance of a 
nonsensitive tax system may have undesirable economic reactions 
during booms which outweigh any :ldvantages accruing during 
recessions. 

Part II 

~. The ideal goal of economic stabilization efforts in relation to the 

(

fiscal systems is primarily the elimination of fluctuating revenue 
yields, the maintenance of expenditures, and a bnlanced reiationship 
between income and outlay. 

Effo~ts 'tit gsIe-sm??thing. s~l?uld t~ke. into consideration ~he 
expanSIOn of governmental acttntles winch IS to be expected dunng 
recessions. The question of calling upon the fiscal systems for cycle 
preventative efforts as well as for the support of recovery measures 
must await a satisfactory solution of the problem of maintaining 
ordinary as well as reasonable emergency services. 

The latter category includes the type of expenditure known as 
/ minimum_relief. These social requirements take precedence over 

economIC Or-OHler ideals. 
The specific objectiyes of stabilization efforts may be summarized 

as fOllows: 
"\Vith relation to booms, the control of expenditures yolume is 

desirable: r-

(a) To discourage unsupportable structures impossible to 
maintain during depressions. -

(b) To prevent governmental expenditures from accentuating 
private economic inflationary tendencies. -

(c) To leave ample current revenues tlllcovered in order that 
the liquidation of depression policiys may be assured. These 

/are chiefly debt-service charges. VIt is necessary to abandonl 
V private-capital productivity and solyency notions for deficit, 

financing. The use of general rennues for debt sen-ice rather 
than sperific-income crenting sources introduced through the 
initial expenditure of the capital outlay is implied. 

(d) To encourage (as fur as financing limitations permit) the 
retardation or postponement of capital expenditures in order to 
concentrate public works activities and expenditures during 
depressions. 
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The <:LlllllitatiYe control of e~penditures is desirable in order that: 
v Car Goyernment outlays ma~' be prennted from entenn.g 

channels likeh~ to accentuate booms. 
(b) Reasonable depression economy efforts mlly permit actiy· 

ities to be m'lint:lined eH'n with decreased expenditures. . 
It is essential that tax policies be directed toward: 

, (a) The maintenance of high lenls of current reYenues. 
(b) The prenntion of economic reactions of tax policies whi~:t 

I might accentuate inflationary tendencies. 
The objectins with regard to debt policy during prosperit~~ periods 

are contradictory though. it is reasonable to assume that within our 
institutional [r1111w\\orlt it is more desirable to reduce public debt as 
rapidl~' as possible though it is necessary to ayoid any oyer-inyestment 
tendencies ",-hich are assullled to accompany the retirement of public 
debt. 

The objectiyes of boom tax policies are less concise. It is desirable 
to support all expl'nditures, but at a certain point it becomes necessar}' 
to consider the inj urious economic reactions of tax policies.> It is 
well nigh impossible to formulate the policy to be pursued with respect 
to the choice among tnx t~~pes. In many instances we know very 
little of the economic cffpcts of taxes. 

~l surny of the teclll~ues for achieving the yarious objectins leads 
to the following results:--

1. During booms it is possible to aid in cycle-smoothing efforts py 
the conscious use of the nonreyenue aspects of taxation. In addition to/ 
the Tact that taxes aid in redistributing income, there are certain uses 
other than the collection of reyenues, to which tax policies may be put. 
It is possible to prevent the building up of excessively large corporate 
surpluses, to divert consumption to specific channels, and to encourage . 
or discourage sa\'ings. A change in our tax exemption arrangements 
might lessen the likelihood of tmdesirable borrmving by go\~ernments. v 

\ It is chiefly with income tuxes, death duties and business levi~,s 
~ tllat nonfiscal designscan The achieved. These levies rank high witli 
. 'respect to cvcle sensitivity when their rate structure is aimed against 

the higher brackets, and we must take into consideration the fact 
that an e~tremely sensitiye tax structure will be built up. Also if we 
may assume that borrowing to maintain expenditures during depres
sions can be justified, our tax concepts can be considerably revised. 

Conclusions regarding expenditures are that political and social 
factors wiII make it impossible to achieye any qualitative or quantita
tive control of them during booms. Expenditures usually denote, 
benefits to particular elements in the community and it is not a likely 
occurrence for the flow of funds to be turned on or off at will. Cer
tainly the cutting of expenditures is most difficult when the motive 
is preYenting some future danger. 

Because of the accepted concepts regarding the fixity and constant 
expfi,nsion of expenditures it is likely that appreciable stabilization or 
cycle-s!llOothing demands of any appreciable size must look elsewhere 
for assistance. Theories using classifications of expenditures on the I 
criteria of urgiIDcy or postponnbility, are not convincing. 

2. During depressions efforts to increase tax yields are possible but 
undesirable. A nonsensitiye base often implies a disregard for equity 
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considerations. Attempts to "lOrk with schemes of added tax struc
tures during depressions appear eeonomically objectionable in addition 
to offering severe practical tax administrative difficulties. It does not 
appear likely that we can eliminate the regrpssivc sales taxes but we 
should tn'oid levying them only during depressions when thev are 
most objectionable. • 

Expenditure programs offer no real leeway other than the possibility 
of the improYement of administrative efficiency. Budgeting- pro
cedures, coordination of functions, elimination of waste, graft and 
corruption, and the reduction of artificial rigidities maintained through 
assignment of revenues and specific usc-fund policies, oirer particu
larly favorable grounds for reforms in State ancllocal finances. Even 
with expenditure policies calling for minimum outlays. inefficient 
administration defeats any desired purpose. 

The coordination of boom and depression finances ha,'e been repeat
edly offered as a means of achieving fiscal stabilization and cycle
smoothing goals. Those ad,'ocating reserve policies assume that it 
is possible to tlw?all~~ze the unneeded boom surplus to aid in depres
sion financing. - The general theory states that over the course of a 
complete cycle, it is possible to find sufficient good and bad effects to 
compensate each other. 

J Reserve plans which involve specific assets available for conversion 
during depressions have come into prominence because of the feeling 
that prosperity finances might have been" held oYer." Unless the 
reserve assets consist of cash, it will be necessary to dispose of them 
by sale. This would signify large gOYernmental support to the 
undesirable liquidation movement, largely through the medium of 
the sale of securities. 

Such action would be decidedly deflationary and antagonistic to 
1 recovery efforts. Losses to the fisc because of depreciation are possi

ble in magnitudes large enough to destroy the validity of the plan. 
Furthermore, the political aspect leads one to assume that funds of 
any magnitude will hardly remain untouched during boolll years. In 
general, asset reserves decrease the flexibility of the fiscal systems, 
pledge the State to a particular course of action, and offer few ad
vantages not inherent in straight borrowing. ::\finor funds have a 
definite place in State and local finances but offer merely minor as
sistance toward the solution of basic problems. Rather than striving 
for the development of fund technics, localities should attempt to 
revise their borrowing capacities. 

The problem of "hidden reserves" requires mention because of tbe 
fact that during the current depression they have played such a r6fe 
in saving lllany fiscal systems. These Ilids are seldom planned or con
sciously related to cycle fmances, but their existence during boom 
years is known and a policy not to disturb them implies some positive 
action. The English refer to these fiscal devices as "hen roosts." 
They are usually obscure funds which might otherwise be raided. A 
classic illustration is the French scheme of relating the revenue of 1 
year to 15 months' expenditure. Subsequently, through a change 
of dates for fiscal period during the depression, 1 year's revenue was 
called on to cover only 9 months' expenditure. 

Another type of hidden reserve is found in lax tax administration. 
Tightening collection procedures Ilnd plugging loopholes helps to in
crease the yield of taxes. It is needless to add that no policies along 
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these lines need be suggested but they do show that the fiscal systems 
adjust themselves to some extent to the "hold-over" problems. 

Cyclical budget balancing is a frequently advocated policy. It is 
clear that funds must be available and in the absence of tax and other 
revenue yields, cash funds or convertible assets, governments must 
engage in some form of credit operation. The particular techniques 
for calling forth increases in the long- or short-term debt are of minor 
significance alongside the basic problem of pay-as-you-go versus 
credit financing. Favorite borrowing devices are tax-anticipation 
warrants, intergovernmental transfers and unpaid bills. Even tax
delinquency toleration is often a credit operation since the com
munities will not be able to collect back taxes and penalties which 
they consider as assets. There is ample experience available in 
American and foreign fiscal histories, both national and local, to 
prove that tax-anticipation financing and balancing over a period of 
years are pure and simple deficit financing. Furthermore, none of 
these devices offers the advantages of conscious and planned bor
rowing policies, wherever these are possible. 

In ~ite of the numerous plans, programs, reforms, or devices which 
may be"institutoo, the conclusion is reached that there can be no 
equalization of budgets oYer a period with current revenues. 
Although-rrillch can be expected in a planned economy which may 
reduce the amplitude of fluctuations, the maintenance of fiscal 
equilibrium will inevitably involve borrowing. 

There is usually no attempt at coordinating taxing and borrowing 
policies; when the actual choice is made during depressions, the 
question is usually solYed on the basis of negative reasoning. Bor
rowing is made when taxation is impossible and equally taxation is 
resorted to when borrowing is impossible. In terms of recovery 
objectives, a creation of new purchasing power generally, and the 
stimulation of heavy durable goods industries specifically, seems to 
be desirable. Taxation can at the best result only in a shifting 
around of available sums; it cannot exercise the same type of influence 
which borrowing, financed by credit expansion, can exert. 

The Federal Government acknowledges no limitations on borrow-
'ing. In the States and localities the body of debt-limiting legislation, 

often embodied in constitutional provisions, may prevent these 
jurisdictions from following a rational deficit financing plan. The 
alternatives are therefore a change in local borrO\\1ngcalYacity (which 
appears highly inadvisable for the present because of their tax systems, 
their administrati\'e machinery and their poor fiscal condition) or a 
shifting of the burden to the Federal Government. With respect to 
deficit-financing, and also in connection with the specific problem of 

/financing puhlic-works activities, it is interesting to note that there 
is a growing interest in a Federal corporation or financial institution 
to discount or otherwis~ facilitate State and local borrowing. A 
coordination of non-Federal with Federal borrowing would be highly 
desirable because of the regulator~' elements involved and because of 
the deflationary effects of much of our State and local financing. It 
is difficult under our present arrangements to achieve financing by 
me!Uls of credit expansion for non-Federal activities . 
.fu~tifica tion. for. defi~i t finnncing caI!. be found ~nly in a neg~ tion 

v1:~mrWrc_tprr:atecapltal solvency notlOn~}Partfcular emphaSIS 011 
money rentabIhty of the Governnienrloan 'expenditure, on material 
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asset security, and on self-liquidity, will not justif~T deficit borrowing. 
Still, a valid case for this type of credit opera tion (for financing cycle 
deficits of sound fiscal s~Tstems) can be made by using a revised set of 
principles. These do not stress the finnncing aspect (rel<lting borrow
ing to a specific expenditure) but seek limitations through the impo
sition of strict amortization rules. Safeguards to assU1'e~debt service 
can have no ulterior effects on the fiscal system . 

. The problem of the effects of borrowing on the finnneinl system is 
dIscussed herenfter. In general however, the emphnsis has been to 
·disregard the economic effects of Government loan operntions. The 
future incidence of a public debt-retirement program or the question 
of the total or per capita governmental debt burdens may han some 
bearing on tIle problem but greater attention should bc ginn to the 
immedia te effects of the loan~ £lota tion. ' 

Quantitative analysis is not possible to the same extent that the 
old money productivity criterion allowed, but according to a recent 
study,z it is considered possible to maintain" sOllnd" national finances 
as long as the borrowing is related to the maintenance of current 
~nd essential services. Apparently fiscal systems have no alternative 
If there be any attempts to preserve fiscal balance. Borrowing by the 
jurisdiction best suited to do so points to the conclusion that planned 
deficit financing by the Federal Government is desirable. (1Ve are 

! assuming throughout that no serious consideration need be granted 
. to the possibility of a resort to fiat money operations as a means of 

expenditure financing.) --- .. 
Part III 

Keeping in mind the above-mentioned conclusions, the problem of 
financing a major planned public-works program may appear in a 
revised light. It is impossible to rely on the normal tax system for any 
support otllE'r than that which public-\yorks (>xpenditures and their 
effects contribute. This necessitates a careful approach to the 
financing problem which is essentially the basic problem of public
works programs in general. .hsuming the desirable economic stabili
zation effects of haying public-works expenditures, adjusted to cycles, 
it is a question of justifying the financing measures. 

Portions of major public-works programs which replace essential 
current sen-ices or which take oyer reasonable relief requirements 
may be absorbed into the normal scope of fiscal stabilization efforts. 
The decision to maintain normal services and to assume necessary 
depression relief allows for the inclusion of a portion of the Publ[c 
Works program. This means: 

1. The assurance that no contraction will take place other than 
that caused by cost decreases. A minor group of normal public worlffi 
will be accelerated if cost and profit items are taken into consideration 
while another group might be retarded because of poor profit outlook. 
Decreased labor and material costs might allow some projects to 
appear attractiye while on the other hand, decl'l'ased consumer pur
chasing po\\-er may mean that rentability of some self-liquidating 
projects may be lessened. 

2. To the extent that the public works programs support essential 
work-relief, they might be absorbed into a loan-financed budget. 
Conslusions based on expenditure per labor-hour, point to the fact 

'Myrdal, G.: Finanspolittikens Ekonomiska Verkningar. Stockholm, 1934. 
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thM only the "raking-Ien;,es-back-and-forth" category of public 
works projects should be considered here. The purpose in limiting 
the projects to these work-relief categories is to assure that the major 
portion of the expenditure will accrue directly to the laborers employed 
and not to material and dumble-goods costs. 

This policy of maintaining preclepression budgets and of financing 
minimum work-relief Drognuns would enable our fiscal systems to 
a-osorb the 19:20-30 le,~el of public construction in addition to work
relief of the E. C. W., C. ,Yo ~\.., and F. E. R. A. type. Quantitatin)jy, 
this will easily reach billion dollar lewIs annuallv. This would 
represent the aIllount of public works financing which may be expected 
from the srcurity afforded by the maintenance of functioning fiscal 
systems. _A decision to continue boom expenditure leyels decidec!ly 
implies a "rcconry" expenditure elcn1f'nt. There is also the adiH
tional safeguard derived from the fact that our normal public works 
financing consists largely of current revenue financed projects. Funds 
for Federal construction and in many States for road building, were 
obtained from taxation. If a retardation scheme is adopted during a 
revival, while reyenue yields are recowring, there is some assurance 
that current funds for debt retirement will be available. This is 
based on tlle presumption that we will O\'ercorne the tendency to use 
surpluses as an eXCllse for tax reductions. By decreasing expenditures 
actual cash is made available. Otherwise only a more nominal relief 
in the form of dpcreaseci needs for bond flotations is afforded. An 
available legal borrowing capacity is less valuable, under any cir
cumstances, tban current revenues. 

It is e\-ident that the public works financing problem, if the numer
ous objectins which tllP program calls for art' considered, goes beyond 
this point. It is neCeSSal)' to think in tprms of a program inyoh-ing 
seyeral billions of dollars. It has frequently been claimed that the 
postponement or retardation of normal public works would cnp-ble 
It concentration of aetiyity in depressions. It is extremely unlikeTj 

\ :that it will be possihle to count on this feature. Several reasons for 
, this are ginn below. 

1. The conclusion must be reached that physical needs, presslEe 
on Government for expellditUl'es, and the unlikelihood of getting indi
vidual or social sacritices on n l,lrge ,;cale for possible future depres
sions, will make actual postponements problematical. Particularly 

__ \ armaments, a large Federal construction item, seem unlikely .to lend 
. thernselves to postponement schemes. Enn booms followmg de

pressions in whirh public ,,-orks ,,"ere carried out on a large scale will 
probably not witness an appreciable falling off of construction because 
of "oyerbuilding." On the contrary, the usual maintenance of high 
le\'els reached in puhlic finances lead to the conclusion that each boom 
will, because of the hangonr of the program of the preceding depres
sion, carry more puhlie works than the depression period itself. 

It is often stressed that "the regeneratin characteristics" of public 
works projel'ts will lead to further construction. It has usually been 
assured that this will be private construction although it is likely that 
further construction, if any, ""illlike,,ise be public. Social ucti\'ities, 
if any, tend usually to cease only when the iinaneial system coBapses; 
the oppositE' would be exceptional. 

2. Assuming, howe"er, that physical postponement is possible, 
failure to borrow will only assure a formal remainder of borrowing 
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capacity. Under our present local structure the falling off of real 
estate assessments may cut borrowing capacity independent of the 
size of the debt. There is no guarantee that the borrowing capacity 
will remain the same. Unless we assume new economic bases for 
governmental debt capacity, the failure to borrow during one period 
may not necessaril~T mean a hoarding of that capacity for a subsequent 
period. It is obvious that ability to levy and collect taxes and to 
float loans successfully is independent of any formal remainders, 
though this may determine the potential size of the tnx or debt 
increase. The fact that taxing is effectiw only when there is a 
substantial tax base and borrowing is possible only when there is 
a market for obligations, definitely leads to the conclusion that physi
cal postponement does not mean storing of a reserve of financing 
power. Specifically, during this depres8ion, potential taxing and 
borrowing capacity has proven useless for many governments. 

3.JThe use of reserve funds to finance public works projects is 
subject to much criticism when they are to be part of a postponement 
program. We plan to retard our normal works programs in order to 
benefit from the potential recovery elements in the financing and 
expenditure features of a tinled public works policy. A. reserve fund 
system, especially when aaopted by many States and localities, would 
involve the accumulation of large reserves. It has already been 
stressed that the conversion of these reserves into cash would involve 
the deflationary influences of large-scale liquidation or the depressing 
influences of a dumping of a large amount of securities. It would not 
be possible to assure that under a disposal of fund assets a method 
of financing which is most effective as a recovery measure, namely, 
credit expansion, can be achieved. 

The problem is not solved by assuming that the funds will have 
been invested in the Government's own securities. Debt retirement 
may not be a feature of the next depression. Conversion and refund
ing possibilities are hampered by reserves in one's own securities. 
The reserve fund is not supplied with any purchasing power to finance 
public works unless the Government obtains cash to retire its own 
securities. Cash for the payments of wages and the purchase of ma
terials does not grow out of any intragovermnental fund bookkeeping 
maneuvers. 

The conclusion may be reached that little or no support may be 
assured the financing of public works programs because of postpone
ment. For limited time and in small amounts, retardation may be 
possible. 

Undoubtedly there will actually be a cumulativil &xpansion of publi~ 
works with accelerations during depressions. A retardation tendency 
may result from over-building during depressions. It is easier, how
ever, to imagine the continued development and improvement of a 
program once begun than to visualize an~T kind of slowing down. 
There are also some indications that financial exhaustion or collapse 
may necessitate a retardation before the boom lwriod evef gets under 

. way. Another probability is that public works will end after a depres
sion only with respect to the changed methods of financing. After 
the transition from recovery efforts to prosprrity phase activities, 
the use of taxation or borrowing from real savings should be fa,Yored 
for the financing of public works. Popular support for such a policy 
would be easier to obtain than for a physical discontinuation or 
retardation of public works projeets. 
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Two minor problems remain to be discussed. One concerns the 
te~l!niques and devices accompanyi~ the financing J1rrapgeJU(llttS. 
TIle utIlization of semipublic corporations and authorities, the gua~ 
an teeing or matching of funds, or some system of Federal and local 
g!ants and loans, all have a basic bearing on the ultimate burden of 
the financing, and on the practicnl problems of carrying out programs. 
It is, however, evidE'nt that the problem of the source of the funds 
and the economic influence of the financing is not fundamentally 
altered by the existence of these techniques. A more comprehensive 
study of the problE'm will have to treat with these financing practices I 
and the related benefit and cost allocations. 

The second minor problem relates to the role of the fiscal system 
in encouraging prin1 te constructioll. Tax exemp·tions for new con
struction, lllthoughthey mny-mer.n a nominal loss to the fiscal, indicate 'j 
a substantial gain to the general economy. The usual procedure is 
to grant tax exemption for a few years after completion of new build
ings. This enables profit possibilities necessary to encourage private 
construction activities, to appear more readily. 

A new dwelling exemption which was in effect as an emergency 
housing measure in sHeml :\1'''" York State counties for 10 years, 
expired in 1932. Italy has incorporuted a tax-exemption program, 
designed to encourage new construction, in its real property tax 
system and has coordinated thi:; with its general public-works program. 

Governments can, in genernl, through some medium, reduce. con
struction co~ts and can call into existence a large amount of buildin$ 
actIvity :vhich might otherwise nO.t.seem feasible. \ Num~rous devices 
are pOSSible to enhance profitablhty find to make projects appear 
closer to a self-liquidating oasis. Legislative support for measures 
designed to accelerate pri,-ate construction may be easier to obtain 
than funds for what some consider to be Government intervention in 
private business. 

The theoreti.cal plnJ?-s concerning the. mos~ d~sirable ~an~in.,.g 
met110ds are pnm:mly mfluenced by consideratIOns of the o_bJectlves 
or-pul.itic-works programs., In each case the expenditure must be 
financed by a method consistent with its purposes and one unlikely 
to destroy or nullify its desired economic reactions. Keeping in 
mindgenernl economic stabilization desiderata, it is doubtful whether 
taxes or reserves Cfln be warranted in any case. 

A primary objective of puhlic-works' programs is likely to be..Jl. 
direct increase of consumer purchasing Po\~ L'nless special taxes 
are devised wliich wilT act as confiscatory capita1levies, it is extremely 
difficult to see how any other method except credit expansion will 
avoid a mere trnnsfer of purchasing power in the community. It 
is commonly conceded that only inflationary borrowing can really 
create effective new demands. Furthermore, it is extremely doubt
ful whether sums large enough to materially affect new demand can 
be raised in a short period through tflxution. Several authorities 3 

have stated that increased taxation may become part of a compre
hensive loan-expenditure program because of the enlargement in tax 
bases due to the effects of the governmental spending. It must be. 
remembered that this does not deTr-act from'the necessity of financing l 

the original spending program through credit expansion. The oppor
tunities for increased or added taxation are offered to offset the infla-

I J. M. Keynes, "The ;\leans to Prosperity", London 1933. and O. ?JlT!!!l). "Konjunktur och otfentlig 
hushiliining ", Stockholm 1933, have stressed tbis feature of public·wo~financing in tbeir writings. 
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tionary tendencies created by excessive credit development. "'hile 
there can be no doubt that tax yields will grow, the time lags con
nected with most types of direct taxation may senolisly hinder the 
usefulness of the tax program as an expansion brake. Furthermore, 
the pouring-in of funds at one end of the funnel does not imply that 
yields at the other end will continue when the pouring-in ceases. 
\It>ther objectins are: \ 
.... I. Stimulating capital goods industries. : 
~2. Providing work relief. 

... 3. Public ownership. 
4. Carrying out elements in a more basic social and economIC 

program. 
With the exception of work relief, which is a welfare type of outlay 

to be guided primarily by social demands, it is probable that the 
conclusions about loan expenditures are applicable in these cases. 
It must be recalled that during depressions such It portion of the na
tional income is taken over by taxation (and may still be insufficient 
to coyer current and necessary relief sen'ices) that additional taxa
tion may not only nullify the public-works objectives, but may 
threaten collapse of the fiscal system. Up to a certain point taxpayers 
will consciously pay taxes, but beyond that point 0-direct taxation 
methods become necessarv. In addition to undeSIrable economic 
·reactions, taxation becomes difficult from an administrative view
point. Subsequently pressure from the commUliity for cessation of 

:tbe expenditure giving rise to the reyenue makes itself felt. 
In terms of the objectives, therefore, it is reasonable to conclude 

that borrowing alone can successfully finance a major public-works 
program. The conclusion about deficit borrowing, namely, that it is 
not practicable for the State and rocal gOYernments, is equally appli
cable here. The limitations on local indebtedness offer no basis for 
borrowing of this type. State debt limitations were largely formulated 
about 85 or 90 years ago and were aimed specifically against the repe
tition of wild-cat speculntive construction activities. It is difficult to 
adjust these limitations to encourage construction activities against 
which these prohibitions were specifically aimed. The constitutions 
do not make the fine distinction between beneficial or cycle-adjusted 
public works and other construction projects sponsored by the State. 
Finally, the conclusion is evident that the States and loealities cannot 
support the main burden of a public-works program because they are 
unable to borrow enough. Our problem thus far is primarily one of 
Federal borrowing. This is in addition to the burden of deficit 
fiI].UJlcing already recommended for shifting to the Federal GOYernnlent. 
• Before turning to financial limitations on public-works programs, 
Jcher obstacles will be briefly considered. 

There is no way of judging beforehand what the relation may prox~ 
to be between loan ex--penditures and returns based on the completea 
project. A large share of the types of public-works activities offer no 

\ direct or even indirect chances for money returns. They do not even 
represent an increase in Government shares in the ownership of produc
tive enterprises. The make-work group fill this category. Others, 
such as armaments, call for a dilution of the productivity notion so 
that a perversion rather than an extension is reached. 

Approaching closer to a direct return, we find road building (apart 
from the striking possibilities offered by tolls) definitely laying the 
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ground for the eIa boration of the property, gasoline, and motor
vebicle tax bases. It is conceivable, however, that new roads gener
ate the need for additional expenditures which may absorb funds 
flowing in from the freshly created tax bases. It is also conceivab1e 
that there \vill be no funds growing out of the road taxes which will 
be available for debts refi'rement. 

The most favorable kinds of projects insuring returns are those 
which are to be sold or those types for which adequ<1te security, even
tually convertible, is assured. It is theoretically possible, therefore, 
to conceive of a public-works program so constituted that, apart fro~ 
price changes, no ultimate financial incidence will be borne bv the 
fisc. To the extent that such a program is carried out, one t):'p'e 0 

limitation is absent . 
. ~ The possibilities for sueh a policy are remote, and it is reasonable 
to suppose that there will be strong resistance in the community to 
programs of that type. Furthermore, much of the supposed self
liquidity of the projects would disappear with the further deflation 
following an excessiw expansion. In this respect public-works 
projects fire subject to the same chances and certainties which threaten 
all business ent('rprises. To the extent, therefore, that self-liquidity 
does not form a feature of an expenditure outlay, the loan expenditure 
must seek justification in its general economic and social desirability, 
related more to the financing of the spendings and their general effects 
than to the project itself. ' 

The scope and size of public-works programs influence the problem, 
of financing. It is primarily through the reaction of the financing I 
methods on the economic structure that the size of the Government 
outlay makes itself felt and subsequently determines to what extent 
Government-loan expenditure is possible without harmfully diluting 
bank assets. 

During future depressions, the debt burden for the maintenance of 
current serYices is likely to grow. In relation to public works an 
additional borrowing quota must be justified. "'e are assuming that 
in the future no more absurd economy programs will be tolerated. A 
deflation of the general budget in order to facilitate the financing of an 
extraordinary budget is hardly a sound recovery measure. 

Closely linked to the size of the public-works program is its tirniJ1g .. 
The progress of the deflationary mm'ement is such at the beginning of 
the depression that deficit financing has not yet made its appearance 
and the absorptin capacity of the community for Government bonds 
is still ample. ~\. loan program may be more successfully launched' 
during the first stage" of the depression than any other period. How
ever, it is doubtful whether the business community will approve of 
such a radical step. Furthermore, in the early stages of this depression 
the political clements v;ould not encourage the defeatist attitude 
implied in such a program. It is possible that in a planned economy 
these resistances can be overcome. l'nless, however, the initial 
impact of Governmmt spending can stem the deflationary tides, 
it is reasonable to aSSUIlle that the pouring-out of funds will be a 
continuous need until such time as the private economy may re,ive. 
Apart from the desirability of keeping up the outlay, it is extremely 
likely that various types of pressure will be exerted by the community 
on the Government to maintain its program. Legislators are no
toriously prone to disburse funds which do not carry the onus of 
having taxed their constituents. There is continuity implied in any 
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public-works program regardless of its t.iming. This will militate 
against early depression efforts. 

There are two additional institutional factors which may determine 
financial policies. One of tnesel~the benefit theory expressing itself 

-in much of our fiscal and economic leg1Sfaholl.-· . 
This theory creatl'S a sentiment calling fbr tangible advantages to 

be derived from each sacrifice. It is no t difficul t to see how this 
will make itself felt in public-works programs. For example the general 
community may resent the concentration of aid to the construction 
industry. Groups in the community who feel that they are adversely 
affected by the reactions of the borrowing program or who feel that 
they will bear the burden of future deht retirrment without deriving 
immediate benefits, may create obstacles for public-works borro\c\,ing. 
Sectionalism thrives undl'r incl'ntives such as thl'se. The current 
depression has adequately shown that the"e difficulties l'xist. 

The greater thl' amount of self-liquidating projl'ds, the morl' the 
ideal of benefit financing will be ultimatl'ly approached. In ordl'r 
to compensatl' for the lag in relating benefits and payments, pressure 
will make itself felt in demands for the localization of projects all 
over the country. This is another fact which will tend toward 
expanding and continuing the program once hegun. 

Every phase of the program win haw to face administrative diffi
smlties. In relation to financing borrowing authorizations, spending 
appropriations, and a myriad of other questions must be dealt with. 
In view of the fact that more basic qUl'slions of policy place definite 
limits on the scope of major public-works programs, much attl'ntion 
has not bl'en givl'n in this study to these limitations of an adminis
trative character. A successful public-works program depl'nds never
theless on their satisfadorv l'limina tion. 

The result of the discussion up to this point indicates that a policy 
of borrowing through credit expansion is implied in a major public
works program launched during a depression. The writer believes 
that the results of such an expansion policy may be inimical to recovery 
efforts because they result in an undue disturbance of the banking 
system. The. course of events which lead to this conclusion are 
briefly stated, because on the basis of this reasoning the belief is 
reached that major public-works programs are severely limited by the 
possibility of undesirable effects caused by their financing. 

Following the initial stages of a deflation of trade and production, 
there is a cessation of new investment. Idle funds lie unused in 
the banks. -Nuttlral incentives for new private investment being 
absent, long-term capital market activities are restricted almost 
exclusively to Government financing operations. The absence of the 
risk factor and the support of financial institutions make the Govern
ment bond market attractive while priYate capital movements are at 
a standstill. 

The experience in this country has shown that when lnrge amounts 
of Goyemmental borrowing take place, private and institutional 

\ ¥tvestors do not absorb much of the new issues. The banking system 
/J.wns a major portion, estimated at three-fifths to three-quartl'rs of 
the new Federal issues floated since 1931. The common contention 
is that the purchase of bonds, either by individuals or banks, involves 
the" using up" of funds. This leads to the belief that a capital short
age, holding back recovery expansion, is created. It can be shown, 
however, that when individuals purchase Government bonds, deposits 
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in the banking s~~st('m are not reduced, since Goyernment spending , 
tends to create idle funds in a degree possibly equal to that in which • 
governmental borrowing absorbs them, Furthermore deposits in the 
bankiEg system ,lS a whole cnn be decreased only through a repa,vment 
of loans to banks, through bank failures, throl:gh cash hoarding or 
through payments by depositor:" to the Goyernment with the Gonrn
ment in turn \yithdrawing deposits from the commercial banks to the 
Federnl Resene banks. Tbe result of a loan expenditure progn~ml 
is, tl1erefore, nn incre,lse of Government bonds in bank portfolios andl'" 
an increa,:;e in member bank balances at the Federal Reserve banks. 
The lutter being crented by yirtue of the inCTensed individual deposits 
at member banks. A.n~~ of the conditions leading to decreased 
deposits would counteract tltis tendency. 

The chief objection to banks holding excessiye amounts of gonrn
mental secllI'ities (<1S well as any other long-term investments) is that 
the liquidity of their portfolios has disaPPeil,red. Banks are ulti! 
mately forced to accept additional governmental issues because of 
variolls pressures and berause of the need for maintaining the yalue 
of obligations they already own. This condition may lead banks to .. 
stress tmduly the 'liquidit~- of their other assets find to prefer cash to ~ 
commercial loans. This tends to contract the debJ structure as well 
as the scope of industrial and commercial operations. This would 
nullify the effects of the expenditure program hy its income and price 
deflation influences and would delay the desired expansion. 

Another objection to excessin' holdings of Government securities 
by banks is the risk of depreciation in the yalue of the obligations they V 
own. In this country we han obviated the need for fearing this 

W factor bva general substitution bv the Gonrnment of its own credit 
for tha£ of (he biwks. The measlu'es achieving this include the new 
Federal Resen-e legislation and the activities of the Federal Deposit 
Insurance Corporation and the Reconstruction Finance Corporation. 
The possible effect of a polic~~ of gonrnmental support for the banks 
is a postponement of any difficulties. If a collapse of governmental 
credit should occur, the seyerity of the crash will, howeyer, be in
creased. 

It is not true that ownership of Goyernment securities by the banks 
necessarily involves it credit inflation in the sense that bank credit 
expands faster than production and encourages price increases. A 
credit inflation of this type might be desirable as a recovery measure, 
but it is not achiend by loading the banking system with Govern
ment pa-per. 

A potential danger to the economy is 1m-olnu in the building up 
of excessive bank res('n-es. In the present situation this resene 
expansion has been achiend not only by Federal Reserve bank pur
chases of Goyernment securities but by the monetary policy which 
is being pursued. Treasury disbursements out of cash, permitted by 
virtue of the gold increment and to n lesser degree of silver purchases, 
can add to the excess reserws. Gold imports are another factor 
leading to an expansion of reserns. "-hile the monetary policy nnd 
gold factors are not relnted to gOYel'Dmental borrowing, their coextis
ence places an lIdded obstacif' in the way of justifying such borrowing. 
The danger mentioned is that excessiye bank reserYes may lead to a 
s!.ron.,g bOOIll when normal bus~ activity is resumed, It is pos
SIble to lessen the infln tionary expansion due to these excess resenes 
by increasing the reserve requirements or by selling Goyernment 

141661-35--13 
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j securities in the open market. Such action with resp~ct to reserve 
requirements should be coincidental with the borwwmg program. It 
is precisely this kind of a boom, facilitated by high reserve balances, 
which many fear and which they associate directly with bank owner
ship of Government obligations. In the popular mind this idea 
expresses itself in the fear that the direct or indirect use of Federal 
Reserve credit in the purchase of Government bonds is the equivalent 
of a direct exchange of paper between the Treasury and the Reserve 
System or "greenbackism." 

It has already been noted that many of the difficulties encountered 
by our fiscal systems during the current depression were caused by 
factors in operation long before the economic causes started. Equally 
our banking system was not without faults in general and in many 
particular instances a highly unsatisfactory condition was present. 
Because of their unsound status many banks were in process of liqui
dation during the depression and could not successfully carry their 
share of governmental financing. Banks of a weak character were 
not aided by their purchases of long-term Government paper. 

With respect to the expenditures made, numerous studies have 
described the mechanisms radiating the effects of Government spend
ings .. EffectiYe demand is said to be substantially increased. Assum
ing a 'Work-relief program (though the exact routing of the outlay 
does not affect the ultimate conclusion) prices and wages ,,,ill rise. 
It is not difficult to see how a major spending program, supported by 
a monetary policy such as we haTe had in this country, can cause It 

cessation of deflationary courses in private industry. The point is 
reached where prices rise, profits reappear, tax bases expand, and 
public finances improve. To some it is evident that the continued 
functioning of the system is dep.endent on further Government loan 
expenditure. Others see the Government spending providing for a 
higher consumption rate than othendse and making it more feasible 
for industry to embark on a capital-expenditure program; the latter 
being essential for recowry. Equally there are cases where higher 
wage costs may retard capital expenditures. At present our spend
ing program has not started the desired increased capital outlay by 
priyate industry. Undoubtedly factors such as the N. R. A. and the 
high costs of building materials, have been obstacles in a capital
expenditure expansion through their profit minimizing effects. 

In all events no major changes in the financial system appears to 
result from the expenditure of the borrowed funds. Professor Robbins 
has indica ted that the depression consumption and durable goods 
market relationships may return after a transition period. 4 TIllS 
tends to support the conclusion that no additional disturbance of 
the banking system other than an increase in deposit and reserve 
magnitudes (primarily associated with the borrowing phase) results 
from the expenditure program. 

I The general conclusion appears to be that heavy governmental bor- , 

\
rowing d.oes not necessa~ily involve inflation~ry excesses. The com
mon belIefs about capItal shortages resultmg from governmental 
borrowing do not appear to be substantiated. The financing implica-
tions of a borrowing program do not contain elements which insure a 
rapid recovery. A retardation of the deflation may be more rapid 
with Government spending than without it. At all eYents, the ulti-

• L. Robbins-"The Great Depression" London, 1934." 
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mate success of a public works program and its financing measures is 
conjectural, ,and it is unwise to propose the adoption of a similar or 
related plan for future depressions until such time as the results may 
be viewed with a historical perspective. i 

The whole history of public works and their financing in this 
country offers no experience of any value in relation to major public 
works programs. Conclusions are valid only with respect to fiscal 
stabilization efforts to which normal public works must be refated.! 

'It snotild be possible to .coordinate Federal, State, and local construcJ 
tion in such a manner as to take advantage of the most economical 
financing methods., The activity of the State Advisory Boards 
indicate that major, programs are being mapped out, though little 
consideration, if any, is being given to financing aspects. The 
experience with public works since the depression culminates in the 
P. W. A.; the economic effects of the financing methods, as has been 
stated above, are not yet discernible. It is reasonable to conclude 
from P. W. A. experience that within the framework of local finances, 
as they are today, public works must remain essentially a $.ederal 
problem. Local fiscal systems lack the mechanisms and the flexi-' 
bil'ity'to deal with them effectively . 

. ~~ With respect to foreign P.ublic works programs, little conclusive 
.~vidence is available. Russia, with the biggest program, offers no 

experience which is appli'Cabli'to our type of economy. Of the other 
nations, Sweden has during this depression embarked upon a public-

~ w~:~!. pro[i:a~·to-·acc()mpll;nj its-monetary 'e:xperim~nt~. 4 U~i.ng 
~wed funas, both the N atlOnal Government and the mumclpahtles 
have been carrying on construction programs comprising chiefly 
self-liquidating and revenue-producing projects. The absolute and 
relative amounts spent are in all ways comparable with a major 

/progr,am. The entire scheme, furthermore, has been absorbed into \' 
the ~rl:)gular financial structure. The program is said to be based on 
arecent memorandum prepared for the Swedish Government by , 

)rro.f~s,s,or, M:V:S1ilJ. w.h.,ich concludes with the, recommendation that 
·tp'Ul)rlc~wor'ks programs should be expandl:)d during depressions. 
TIle-nature of their works projects, their industrial structure, and 
theIi'-1iscal system make the Swedish program inapplicable to our 
owii'·coriUitiori. It is also important to note that the Swedish pla~' 
is based on the theory that an encouragement of savings is necessary, 
especially during booms. The Swedish have an increase of produc
tive capacity as a primary desideratum. The problem of extensive 
public ()wnership in Sweden further obscures the app icability of the 
Swedish recommendation to our institutions. In all events,. empirical 
experience and conclusions are lacking. 

England's policy with public-works programs, neither during the 
post-war period, nor during the depression, offers a,ny relevant conclu
sions. Public-construction efforts centering in the road fund and in , 
housing have not been of any great magnitude. The road fund was~' 
withdrawn from the budget in 1929 by Churchill and the moderate 
expansion of the early years of the depression already has stopped. 
Housing projects financed by means of State aid to localities havEi . 
been common. The absence of the need for public works as an unem-' 
ployment and relief measure can be explained by the existence of pro
visions for welfare activities through other channels. In general, it 
may bl:) stated that any credit expansion for governmental public 
works which did take place was discontinued before large-scale bor-
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rowing resulted. In 1931 all public-works expenditures were cur
. tailed. The British budget now balances without any qualifica;ti:ens. 
'English monetary theorists nevertheless continue to advocate infla-
tionary Government loan expenditures as a recovery measure. 

In France the depression policy until very recently has been decid
edly aefiatibnary and offers no opportunity for a study of public-works 
expansion. Following the m~:mt:ltary stabilization, a short period of 
approximately bala,nced bungets has been superseded by years in 
which considerable deficit financing for current services has been 

~.n~.oossary. Because of colossal armament and fortifications work 
"'the ordinary expenditures may be said to comprehend considerable 
public works. This construction has not been related to recovery 
efforts. 'Tl}.e extraordinary public-works budget 1(" Compte Special 
du Perttchonnement de l'Outillage N atiotial") which began with 
funds of its own and which was not intended for financing by loans, 
has not been the source of any great activity. French opinion as a 
whole, influenced by post-war difficulties, is antagonistic to excessive 
governmental credit expansion. The recently adopted plan for works 

\ programs in regions where there is severe unemployment calls for go v
. ernmental borrowing and the raiding of several Government funds. 

There is no opportunity at this time to learn of the effect of this pro
gram on either the unemployment problem or on the financial system. 

In Germany and Italy experience is available to show precisely the 
basic deflationary tendencies involved in a cessation of private 
capital activities induced by excessive Government expansion. In 
both countries difficulties with the currency standard have grown 
out of the expenditure program. During early years when foreign 
capital poured into these nations, there appeared to be no threats to 
the gold base. During recent periods exchange disturbances, due to 
the fact that the public works programs involve substantial increases 
in imports of materials, have arisen. Though the influences are not 
measureable, there is evidence that public works programs on the 
continent, which have not been coordinated on an international basis, 
have resulted in a disequalibrium of prices and have added to cur
rency difficulties. 

In the Reich the severe post-war inflation, the subsequent foreign
financed expansion of communal public works and the economic 
events prior to the overthrow of the Republic, indicate numerous 
points. The projects launched during the early years of the recent 
depression, involved heavy reliance on taxation. This proved unsuc
cessf.ul and since the fall of 1932 borrowing has been relied upon. 
A scheme whereby the Reichsbank financed most of the projects 
was instituted. Exceptionally high rates of interest had been neces
sary to enable the governments to borrow in the open markets. The 
National Socialist Government has made a public-works expansion 
policy a feature of its general economic program. The ultimate 
outcome of the financial incidence is not known though there ILre 
indications that an unfavorable reaction is involved. It must, 
furthermore, be admitted that structural changes taking place in 
Germany may detract from the apphcaoiIitfor tlieIr experience. 

In Italy monumental public works have been a feature of the 
generaTecoilOmic policy rather than of specific recovery efforts. In 
addition to two semipublic corporations using small government 
capital contributions and subsequently expanding on the basis of 
government guaranties, the major "M_,!s_solini Plan" (Piano per la 
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Bonifica Integrale) has been launched. Another rural public works 
fund has added to the total of approximately 2.5 billion lire which 
was spent on public works from 1922 to 1932. The government 
is continuously expanding its program. _\gricultural development 
schemes have played a large role in the public-works projects. The 
borrowing of this program, combined with the recurring general 
budgetary deficits, has placed a seYere burden on the financial 
system, especially since the external credit, which helped finance 
the earlier projects, has disappeared. There is a capital shortage 
and a general deflationary program hns been embarked upon by 
the Fascist regime. There is nothing in the Italian experience to 
encourage the belief that public works, financed hy borrowing, have 
a salutary effect on the economy in general or the financial system 
in particular. 

Foreign experience, if conclusive at all, does not indicate any sub
stantial recovery benefits from public-works programs financed 
through credit expansion. Difficulties arising out of the financing 
methods are apparent. There is evidence pointing to the conclusion 
that the governmental borrowing programs exercise nullifying effects 
on the recovery efforts. In foreign countries ill2fic;it financinK has 
led to monetary inflation threats or has necessitated renewed de
lIationary activities. In particular, adherence to an international 
gold standard appears to restrict the amount of loan expenditure 
which can be made. 

Part IV 

The dangers im-oh-ed in financing a major public-works program 
point to the added necessity of insuring ~,m:;tximum of fiscal stabili
zation. The unemployment relief problem will undoubtedly make 
S'Oii'ie program , to be financed by borrowing, inevitable so that it is 
important to study, recommend, and take action on increasing the 
stability of the fiscal system. \Y e ma:v expect ill this country a new 
soc-WTand economic philosophy, culminating in a planned economy 
having economic stabilization us one of its primary goals. This may 
succeed in decreasi,ng the amplitude of business fluctuations. To 
the extent that deficit financing needs will be reduced, the scope for 
public-works expansion which will not involve credit operations, 
haying perhaps an objectionable reaction on the economy, will be 
greater. The objectiws for future policy should he in terms of fiscal, 
and general economic stabilization not necessarily linked with public
works programs. 

It is extremely difficult to measure, as well as to give any significance 
to the present condition of the fiscal systems. K orms, which concern 
themselves with the maintenance of sound fiscal operations and the 
avoidance of credit and currency expansion are hardly the proper 
criteria with which to measure the Federal finances. The policy 
of the administration in segregating the emergency credit-financed 
spending program has resulted in the retention of a considerable 
portion of the fiscal operations on a normal plane. The necessity as 
well as the desirability of such a policy may be eyident,5 but it is 
doubtful whether it will be possible to separate the two spheres of 
public policy with regard to future denlopments and reactions. 
Public opinion has recently been inclined to measure the entire 

• The present writer has treated this problem more fully in The Emergency Budget of tbe t;nited States 
American Economic Review, vol. XXl\', no. I, :\larcb 1934. 
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Federal finances in terms of deficit financing, regardless of the under
'lying different policies. 

In State and local finances, the crisis is still seYere because the 
bu-iden or relief efforts has not as yet been completely absorbed by the 
Federal program. Unless State and local credit improves, every 
added expenditure will fall back on an already burdened and defective 
tax structure. Particularly, the property tax dilemma is acute . 

. Tax delinquency threatens a major collapse which may not be averted 
long enough for the ameliorating effects of the Federal loan expendi
ture program to take effect. Other taxes are yielding added revenues, 
particularly the income taxes \\ith provisions added during the 
depression. The sales tax assures the States a direct link to any 
retail sales improYement. The general purchasing power expansion 
induced by the GOYernment spending policy directly affects this. 
Expenditures are, in most States and localities, still considerably 
curtailed and fiscal balance does in no way imply a properly function
ing financial system. It must be evident that with some seven million 
(not counting dependents) people directly receiving Federal support 
and the Federal outlay supplying a large portion of the national 
income, the State and local finances are not in a position to function 
independent of Federal support. The success of the Federal program 
in permanently (as far as this depression is concerned) arresting the 
deflation will insure a possibility as well as a probability that State 

v" ~nd lo~al finances \~'ill soon operate on a normal basis. It is, ho'::'enr, 
ImpossIble to conSIder State and local finances at present WIthout 
reference to the nature of the influences which are expanding the tax 
bases. The expansion of tax bases independent of Federal spending 
effects is, \vith the exception of the new liquor levies, not sufficient 
to warrant a conclusion that the improvement in the local finances is 
indicative of recovery. 

The structur.d changes and trends in the fiscal systems as a result 
of the factors operuti \'(' during the past few years which will influence 
future fiscal stahilization needs and efforts, may be summarized, as 
follows: . 

1. The new broadened sphere of expenditures, particularly in the 
Federal Budget, will necessitatl' much larger scope for Government 
finances. Apart from recoye~T measures which may show stationary 
tendencies, new social policies (uIl!'mployment insurance, old-age 
insurance, child welfare, etc.) and a trend toward puolic ownership 
(particularly public utilities) will necessitate diverting a new high 
level of the national income for financing these programs, The greater 
the interest of the Gowrnment in the national ~conomy, the more 
important the problem of fiscal stabilization. Ultimately, fiscal 
stabilization itsl'lf may influence economic stabilIzation. I "\ result 
of the trend in go\'ernmentnl functions indicates a particular need for 
fiscal stabilization because of the specific social nature of the activities 
and expenditures implied.,'-

2, ,\ deflnite trend toward new taxes and the overthrow of some old 
taxes is evidf'nt. In State and local finances, particularly, a. ~ecline 
of the property tax, is notable. Budgetary systems, tax legislation, 
and the entire fiscal systems are so interrelated with the property tax 
and its theories, that a continuation of the decline of the real estate 
levy will imply a revolution in State and local finances. The growing 
use of consumption llflSCS, in both local and Federal tax systems, I 
though more stron~ly in the fO;'mer, threatens to involve the dis- . 
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placement of ta..x philosophies which hf.YC been guiding for many years. 
The income tax as a major fiscal instrument has received a temporary 
'se1Oack and is momentarily in disfavor because of the inadequate 
yields. The existence of several important States including Cali
fornia, Illinois, 11ichigan, and !\ew .Jersey, without income taxes, 
shows a potential field for expansion. Other trends in taxation indi
cate a possible revival of benefit notions (prices, fees, etc.). 

3. With regard to ~l'owiDg, Federal policy is self-explanatory. For 
the States and locali leS, the need for new measures and limItatIOns has 
~~c'£"II!e evident. . :fumowing, for d~cit financing a!ld for relief threw 
over mllfiy old notwns regarding the scope of borrowmg. The dIfficult
ies encouptered as well as the fact that the older capacities have been 
used up, point to the conclusion that a new approach to State borrow
ing is probable. A striking example is afforded by the State of Wash
ington where borrowing for financing relief expenditures was possible 
only through the invoking of the" insurrection" clause of the Consti
tution. Wholesale municipal defaults and the break-down of local 
credit indicate that the property-tax base for borrowing may change. 

4. Budgetary procedures and the administrative aspects of finances 
will certainly benefit from the efforts to eliminate the g1aring detects 
Which have recently been brought into prominence. Particularly 
State and local finances suffered because of the prevalence of methods 
Which made a constructive fiscal policy impossible. Unfortunately 
the American practice of putting into the Constitution specific and 
detailed financial legislation and budgetary procedures, instead of 
general principles has added to the rigidity and cycle sensitivity of the 
local finances. The lack of elastiCIty, flexibility, clarIty, unitv, ana 
a150ve alr,"tlie presence of dedicated 'reyenues and specilicuse -funds, 

IE
ai:1etli~ effecrn of the depression on the finances of the political sub

"visions much worse than they should have been. Improvements in 
he direction of greater executi,'e authority oyer expenditures, revision 

of estimating procedures, and more wide-spread publicity haye been 
promising. Similarly, the difficulty of working with-J.2.iennial budg~ts f 

was clearly demonstrated. Almost eyery State legIslature held a 
regular or extraordinary session in 1933. This indicated the pressing 
need for frequent revisions of finances during emergencies. A trend 
for improvenient in these mechanisms may be absent but the ground
\'.rork has been laid and the need for further action demonstrated. 

5. Finallv, the further clarification and coordination of F_~<ieral, 
State, aQd"lO.c;).Lr.flatiQl}llhip"~jn finance achieveaaurfng' the depres:': 
Sion definitely indicates that steps to,vard a solution of this problem 
have been taken. The desirability for some integration has been 
clearly shown and much actual work looking toward this end has been 
completed. State and local relationships haye been furthered with 
respect to functions and especially with State-collected, locally shared 
taxes. No real economic policy can be imrsued by a community that 
subjects itself to the vagaries of one tax. Localities which depended 
almost exclusively on property-tax yields found it imperative to 
increase the number of levies and to diversify the risks from the. 
failure of yields to live up to estimates. Expanded Federal andJocal 
relationships have been a new feature introduced by the depression. 
Not only has direct Federal aid developed, but the nature of the aid 
involves supervision and further contact between Federal offices and 
local finances. A durable contact has definitely been established. 
Federal and State relationships have been extended with respect to 
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Federal outlay, but tax and borrowing policy coordina1ion (the latter 
practically impossible under our present lega.l system) have not made 
any actual progress. The break-down of many State systems and 
the difficulties encountered in the national finances have called atten
tion to the need for developing a new scheme for administering our 
federated finances. There are indications that positive action along 
this line will be taken bv the Federal Government and the States in 
the near futurl'. . 

In general, thc trends indicatl' a major rl'form movement in State 
finances, lllllch of it as a ;·esult of drpression experiencc, but not all 
of the trends are favorable to ideal fiscal stabilization requirements. 
There is evidence to support the contention that the States and local
ities are still further remoYed than thry were before the depression 
from the concept of fiscal system best adapted to stabilization needs. 

Summary 

The glaring need for taking actiye steps, in the interest of the 
general economy, toward maintaining fiscal stabilization along lines 
consistrnt with ~ycle smoothing efforts, cannot be questioned. It 
precedes a major planned public-works program in importance and 
is a basic prerequisite for any other use of the fiscal system for 
recovery or antideflationary purposes. 

The Planning Board is off Ned a field of activity along these lines 
which fits into the scope of its work. Particulnrly, under our insti
tutional franwwork, it is essential that a central coordinating ag('l1n-, 
llsing persuasin rather than cocrci\-c powers, should undPrtake the 
furthering of fiscal stabilizHtion programs. 

It has been a feature of planned economies elsewhere that fiscal 
reform lags far behind other economic changes. The pressure for 
revenue under which most fiscal systems operate all the time make 
reforms in the intere;,;t of any other but immediate revenue needs 
extremely difficult to achipve~ It is only through the actiyity of 
ag-ell/'ies not directly concerned with administering the finances t.hat 
efforts of the type here contemplated are possible. Specifically, the 
Planning Board should undertake the furthering of the integration 
of Federal and State finances. The pressure exerted by a body such 
as the Planning Board will matPrially aid those working for coordi
nation from other angles. It is possible to formulate plans at present 

, for working along these lines. 

i \ It is with respect to fiscal stabilization rather than to public-works 
f5i·ograms, that foreign experience and theories are cxtremely valuable. 
Equally, the States and localities cun contribute suggestions and 
devices ,,-hich han> proven successful and which are worthy of wide
spread attention. It would be advisable to encourage further study 
of fiscal experience in relation to fluctuating economic backgrounds.l\ 
, In striYing for fiscal stabilization, the Planning: Board will find 

'-Itself \\-o.rkin~ for t.he' g~neral fu:thering of sound ~nd o:derly finances. 
Depres~lOn financmg IS essentIally emf'l"gency fina.ncmg., In emer
~encies fiscal plans nnd ('Yen l('gi~lation arc usually only norms for 
fiscal morality. These are never rigidly adhered to. Specific 
planning for methods to meet emergencies cannot be achieved. Recom
mendations for fiscal stabilization, therefore, will denl primarily with 
sOlln(1 economic and equitable tax systems, flexible and efficient 
budgetary mechanisms, and enlightened leadership in Government 
fllnctions, activities, and expenditures. 

() 
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