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PREPACE 

Thi8 Tolume preeents a part of the research work carried on by a 
.t.a1J ~ under the National Planning Board Oater incorporated 
in the NatJ.onal Reeoureee Board). The National Planning Board 
.. AI aetup under the Public Works Administration but distinct from 
the work of carrying out the current Public Works program, and 
consisted of Mr. Frederick A. Delano, chairman, and Profs. Wesley 
C. Mitchell and Charles E. Merriam. Under this Board a number 
of distinct but related researches were carried out. A study of the 
generall.roblem of economic and social planning was made by Dr. 
Lewis • Lorwin of the Brookings Institution and Prof. A. F. 
lIinricbl of Brown University. In the field of Public Works, recent 
experience WAI .urveyed by Dr. Arthur D. Gayer of Barnard College

il physical aspects by a panel of planning engineers under Mr. RUBBe 
V. Black, administrative aspects by Mr. Frederick Powell who suc­
ceeded Dr. Leonard White after the latter was called to other duties, 
and economic aspeeta by the preeent author, with the assistance of 
Dr. J. Wilner Sundelson on the financial angles of the problem. 

This .ketch of the organization of the resear$ may serve to ex­
plain what ia left out of this volume, as well as what ia included. 
Detailed history and statistics of the recent experience in this country 
will be found in Dr. Gayer's studYI to be published by the Nation8.l 
Bureau of Economic Research; anel only such basic facts are included 
here as are necessary to an understan~ of the problem. The 
physical possibilities of Publio Works in thIS country are dealt with 
m Mr. Black'. study. Administrative problems are dealt with only 
incidentall.Y. What remains affords a sufficient.range of problems, 
centering m the one which ia most vital for the country today: How 
may Public Works be so handled as to contribute as much 88 they 
are capable 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 
study and furnished much valuable material. Mr. C. R. Chambers 
of the Division of Economics and Statistics of the Public Works 
Administration has cooperated whole-heartedly, and placed his 
records at the author's disposal. On financial conditions in State 
and local governments Mr. Lent D. Upson of the Bureau of the 
Census and Mr. Wylie Kilpatrick of the Public Works Administra­
tion have furnished both data and suggestive discUBBion. The 
chapter on the cumulative effects of Public Works expenditures has 
been read by Prof. J. W. Angell and Alvin H. Hansen; and their 
criticisms have resulted in 'materially improving the treatment· 
though needieBB to say they are not responsible for the views expreBBed 
or the conclusions reached. As for those who have contributed by 
conference and conversation, the author can only express a general 
debt of gratitude to them for the help they have rendered. 



IV PREFACE 

The conclusions reached in this study will naturally not find uni­
versal agreement. The author holds that it is possible for Public 
Works expenditures, rightly handled, to furnish a real stimulus to 
business in a depression; and some will object to that view in any 
form .... He also concludes that there are limits to the possibilitv of 
lifting ourselves in this way, that this method alone cannot haUl us 
out of a serious depression, and that some ways of attempting it 
may very easily resUlt instead in imbedding us more firmly in the 
slough. And some will reject such counsels of caution and moderation. 

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 probabilitiest 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 ne.eds to be taken. 

JOHN MAURICE CLARK. 
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I. THE 8ACltGROUND or THE AMERICAN PROBLEM 

A. IDtroductloD 

For the purpoeet of this Itudy there is no need to enter into elaborate 
definitiona of what is meant by "plannin~" as applied to economic 
life in general. The field of public works 18 one in which planning in 
the narrower and more literal aense of the term is appropriate, possible 
and even necesaary, because the authority that does the planning is 
the authority under which the works are carried out; namely, the 
gavenunent. Whoever haa a piece of work to be carried out under 
hi. direction must 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 does plannin.~ mean that one 
mind or one committee must determine every 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 have to be fitted in with 
what other bodiel mey be doing. 

Those who are talking about planning for economic· society as a 
whole naturally face a problem in which central authority has a still 
narrower field, and the various bodies, organizations, and interests 
whose activities have 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 "plaaning," without a thoroughgoing socialistic system, to use 
the word "coordination" in place of the word "planning." 

Another phase of the attempt to make the economic machine 
work aa • planning wnd might want it to work without putting 
it under completely socialistic control, is expressed by Walter Lipp­
mann in the term, ". compensated economy." This means that 
those things which business does within its sphere of liberty, which 
result in evils or disasters, but over which government is not ready 
to take direct control, may be made up for by things which govern­
ment does and which have 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 business is spending too much. Thus the literal 
planning of public works, necessarily carried out by the Govemment

i may be asked to playa part in bringing about a coordinated genera 
economy, and in that scheme one of its principal functions (though 
not the only one) is to act as a compensator. 

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 PUBLIC WORKS 

effects resulting outside the territory or jurisdiction of the local unit 
whose activities 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 appears that the quality of education is a general interest, even 
a national one, and should not be left wholly 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 which 
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 unwilling to invite wanderers from other 
communities by offerin~ 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 contributory 
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 ovel' the country. 

These local governmental units as they stand do not comprise within 
their boundaries all the interest which are materially 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 just such coordination between the 
policies of State and local agencies. Its planning must be directed, 
not toward determining for the localities 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 such as fit in with a 
program in the interest of the Nation as a whole. 

As for the definition of public works, there seems to be no reason 
for departing materially from the customary idea of what this includes. 
It consists of durable goods, primarily fi.."{ed structures, produced by 
government. It does not include, ordmarily, the rendering of intangi­
ble services, although here the dividing line between tangible and 
intangible becomes shadowy in spots, as many such lines do. Under 
pressure of the current crisis there has been a strong compulsion to 
extend the conceI?tion of ,Public works as far as possible into the field 
of intangible serVIces, 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 reduce expenses in 
order to balance budgets. And this difference in fiscal policy did not 
coincide with 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 mi~ht be f;lntrrely 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
cerned with durable goods or perishable servIces. 
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The general background of the American situation consists in the 
main of three part.a. One is work reliefl in which there has been a long 
and batHing experience. One is the iaea of using public works as a 
remedy for busin8118 fluctuations. In thia we have not had a long 
experience, and auch experimenta as are now being tried have not 
gone far enough to ahow whether their resulta 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 \>arta of the idea which are concerned 
with the planning of auch efforta m advance have never been effectively 
tried on any considerable scale. The third element in the background 
of public worla plannin$ is drawn from the growth of city and regional 
plana and planning. .In ita modern form this has not had a long 
hiatoryl neither is it a mere theory, but a movement well under way­
young Dut thoroughly establiahed and destined to grow. 

These three elementa make up the background for public works 
planning-a background which is far from unified and involves some 
definite conflicta. To understand the problem and to interpret the 
attitudea of persons approaching it from the standpoints of different 
parta of thia multiple background, one must understand something 
.bout each of the parta. 

B. Work ReUef or ReUef Work 

Both of these terms are used, and both are probably appropriate, 
with differences of emphasis. The early English workhouse was 
elearll work relief, while the more successful operations in the 
Amencan Civil Works Administration of 1933-34 seem to deserve 
the name of "relief work. II The background of work relief which is 
most pertinent for ollr purposes includes the whole history of the 
English poor laws.' The poor laws have gone through a number of 
different stages, and in construing what is said about them one must 
be on one'a 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 system in application, 
IOftening ita worst rigors when these were most extreme. 

The medieval church had encouraged rather indiscriminate alms-
. ¢vin~, and although thia tendency was reduced by the Reformation, 
m Ehzabethan 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, around 
1700, a "plague of sturdy vagabonds. II 

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 through 
the negligence, the inefficiency, or the humanity of local officers. 

Under the impact of the Napoleonic Wars, 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 

• Cf. BJdD07IUl4 a.1rIee Webb, EIIIIIIII Poor .... HIIIar7. 



4 ECONOMICS OF PLANNING PUBLIC WORKS 

of individuals ls 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 
involving 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 described as one of undue and indiscriminate liber­
ality. 

In 1834 there came another reversal of policy involving two basic 
principles. The first was the principle of "less eligibility", or the 
rule that relief must be made more undesirable than the conditions 
of self-dependence. The second was the principle of the workhouse 
test and the rule that there should be no outdoor relief, with some 
insignificant exceptions. Under this system the poor were set to 
work at picking oakum or breaking stone and the product of a work­
yard cost from five to ten times what it could be bought for. Condi­
tions in the workhouse were made deliberately 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 directed at the ~hronic unemployable who 
had reached a stage of utter destitution. For unemployment result­
ing from an industrial depression, which falls upon reasonably compe­
tent and willing workers, these methods of treatment 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 special permission for the giving of 
outdoor relief.· During the same period there were also intermittent 
experiments with outside relief works. These were, on the whole, less 
useless than the workhouse ·labors, although even that conclusion 
may be doubtful! 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 special needs, and their defects are summed up by the Webbs 
who conclude 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 fraud than in ordinary 
poor relief.' Relie~ works on this basis of speciallocal.funds ~e~e 
mtended for the" elite of the unemployed", the sober and mdustrlouS, 
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 work found were various. Sometimes 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 thiE! 
wav. Much of the work was of secondary importance, which ordiJ 

naiily would not have been considered worth doing, although som~ 
of it was of a sort which would be classed as normal economic producJ 
tion, such as potato growing, and some of it represented an anticipol 
tion of regular public works, such as roads and sewers. There Wljt 

I Davison, The UnemploJ8d, p. 10. 
I Ibid., pp. 13-1 .. 
• Sidney and Beatrice Webb, English Poor Law HIstory, pan II, pp. &tIHI43. 
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tree planting, foreshore and swamp reclamation, cleaning of town 
water COUrBN, grooming of parks, etc. 

Through the nineteenth century, spasmodic resorts to this method 
of relief continued. Some of the most useful forms of work appear 
to have been devised after the Unemplayed Workmen's Act of 1905 
brought about a considerable enlargement of work relief. This 
Ipecial effort wu brought to an end by improved conditions of trade 
in 1909. ThUi there was a long period marked by no basic change in 
the official theory of the workhouse system except by incrensing use 
of outside relief work, and also by increasing freedom in the use of 
outdoor cash relief. Naturally, the whole spirit of the system was 
gradually changing with the growth of industrial unemployment as 
distinct from individualjauperism and with the general change in 
the lOCial attitude towar the problem. 

In the meantime France had tried a rather spectacular and much 
misrepresented experiment, following the Revolution of 1848. Louis 
Blanc had been responsible for the issuance of a proclamation of "the 
right to work"; by which the provisional government was committed 
to doing lOme thing though apparently it was not ready to give the 
principle ita whole-hearted support. The result was a perfunctory 
performance destined to failure from the start. Davison estimates 
that probably Dot over 6,000 were ever employed, and these largely 
at quite futile "work"; but 120,000 received a dole of 1 franc 50 
centimel a day, which was sufficient to lure 12,000 into Paris from 
the provincel and to attract 20,000 away from existing employment. 
The end of IUch an experiment was inevitable; the riots and blood­
abed which attended it were hardly to be wondered at, once these 
thousandl 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, 
Louis Blanc hUnaelf had been establis~ some actual cooperative 
workshops, mostly outside Paris, 20 of wruch were still in existence 
10 ~eara later.' 

This French experience points out one of the more elementary 
things to be avoided in a system of relief work, namely, employment I 

at task. which are obviously so much waste motion. More particu­
larly, it pointe to the danger of paying people more for doing nothing 
than they can eam at their regular work. These would seem to be 
dangers which men of sincerity, intelligence, and" foresight should be 
able to avoid without the need of lurid lessons from history. 

In Ireland, for some 50 years following the potato famine, relief 
Was necessary at inte"als. Those who attempted relief work here 
encountered the difficulty that they could find no work to relieve the 
unem'ployed or destitute which the majority of the people would 
Dot gladly do. This illustrates the generiU difficulty of relief work in 
• situation where the~onditions of the private economy are so bad 
that a humane relief administrator can hardly avoid making the condi­
tions of relief more attractive if he is to meet simple human neces­
sities. Even in lUI economic system which is far less poor than Ire­
!and was then ther~ may be a great many situations in private 
mdustry where earnmgs are so extremely low as to raise the same 
difficul,ty for ~e relief worker. Even outside the 8<?-Called "sweated 
trades " and 1D trades where wage rates are not morqinatelylow, 

• Da ...... GPo aU.. pp. .". 
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short time may disastrously reduce earnings during a severe depres­
sion ",ithout the possibility of the workers escaping into other 
occupations affording fuller time and better earnings. 

At the time of.the American Civil War, 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 
themselves, not merely as a moral exercise to certify their worthiness 
to receive relief, but because a self-respecting worker wanted to 
produce somet.hing 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 United States in the 
third year of the current depression. 

The officials in charge of finding" test work" 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 paving 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 
piecework, with the prospect of discharge for inefficiency, while 
efficiency meant a chance of a continuous job. Naturally, the num­
bers employed in this way were limited, not more than 8,000 in all, 
many of whom became competent to do the new work and permanently 
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. Nevertheless, 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 
"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 1886, there 
was a considerable increase of relief work under a circular issued by 
Mr. Jbseph Chamberlain, which "rejected the only points worth 
having in the Lancashire scheme.'" The work was to be given out 
by the Poor Law Guardians in the form of short periods of unskilled­
labor. projects on wliich 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 who devise the relief works have commonly fallen on the other 
hom 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:­
ing words, referring to the difficulties of low-grade casuals: 8 "To 
give them relief work on conditions as attractive as their ordinary 

• Davison, op. cit., p. 32-
, Davison, op. cit., p. M . 
• Sir William Beveridge, Unemployment, 1009, oited In Davison, op. cit., p. 36. 
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life is to leave no incentive/to return to independence. To make the 
relief leu attractive than ordinary life is to make it bad and degrad­
ing • • •• All these attemJlta • • • have substantially failed 
to make assistance lese eligible than independence-simply because 
of the bad conditions of independence. A nation cannot treat ita 
dependenta lese badly than it treata ita citizens. Only when it has 
humanized industrial conditions can it safely humanize the poor 
law." 

One phenomenon which has appeared frequently has been sabotage 
on the work, with the result that work which should have had some 
value, even though of secondary grade, was reduced to substantial 
futility. Instances are cited in which tools were buried and time 
.pent looking for them. Apparently, the attitude of the workers 
toward the work was colored by the tradition of the old workhouse 
test. 

It. is from the background of this experience that the present 
En~lish attitude toward relief work must be judged. It. is a very 
different experience from that which we have so far had under the 
Civil Works Administration and the subsequent relief work carried 
on by the Federal Emergency Relief Administration. Whether these 
differences are due to difference& in the American situation and in 
the traditions of American workers, or whether they are simply due 
to the fact that our experiment haa not continued long enough to 
develop the problema faced by the British administrators, can only 
be surmised. At present the English are inclined to rely on the 
.ystem of unemployment benefita, rather than on public works in 
any fonn, for the relief of unemployment. 

One of the outstanding examples of a public works policy directed to 
achieving far-reaching purposes and improving the character of the 
economic development of the country in general, is the Italian develoJl­
ment under the present Government. There as in England, the 
Pllriod in which these works have been carri;{ out has been one of 
more or less continuous emergency, rather than of intermittent cyclical 
depresaioDl 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 aa socially desirable 
without very direct reference to their financial ~t. One interesting 
but incidental feature waa the setting up of a supplementary fund in 
addition to the substantial expenditures otherwise rrovided for, to 
be used at any time or place where the situation 0 unem{lloyment 
might threaten to produce disorders which the legal authorities might 
find difficult to handle. 

Among the outstandin~ features of the Italian public works pro­
gram have been ambitious road developments and reclamation 
~rojects for agriculture, inclu~ the draining of the Fontine marshes. 
Excavations of Roman remains nave also been carried out on a large 
scale. 

Perhaps the outatanding feature of the American experience with 
relief w?rk in the current depression haa bee~ the temporary experi­
m~nt WIth large scale employment. a.t very liberal.wages, judged by 
relief work standards, under the Civil Works Admmistration. 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 emJlhasis 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 1.933-34 
at a time when the program of expansion in regular public works 
had not/et had time to get under way on a large scale. This experi­
ment di at least accomplish one thing which the English relief works 
have generally failed to accomplish; namely, it did attract regular 
workers of high grade, inclu<li.ng engineers, writers, painters, . and 
other white-collar workers. Needless to say, it also attracted the 
chronic casuals. The subsequent relief work carried on by the Federal 
Emergency Relief Administration 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 minority 
who especially deserve 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. Under 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 class; 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 been 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 be6Il 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 demoriilizing effects on the unemployed 
make it difficult to draw the line between the worker who would be & 
chronic casual, even under good conditions, and the victim of economic 
dislocations. We have not repeated the mistakes of the English 
experience; rather the National Government at least, in its initial 
experiment, made its mistakes in the other direction, of undue liberal­
ity. However, the English administrators in their more recent efforts 
found it difficult or impossible to maintain wages below the prevailing 
rates in private industry, while the American experiment in 1934 was 
apparently moving 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. 

It appears impossible to provide relief work for all of the unem­
ployed in a major crisis, and probably impossible to do so in any 

• In 1934. Tbe Work RelIef Act of 11135 provideil for twice that number. 
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faiJ:ly pro~onged ~riod of chronic unemployment. The best service 
whic.h relief work 18 capable of rendering can be rendered only to a 
few 10 0':'1' present state of knowledge, namely, to provide industrial 
reeducauoJl!l for thoee whose old jobs are likely to vanish permanently 
and who will need to find new plaeea. The next best thing which 
can be done is to carry over workers who are fairly sure to find jobs 
upon revival on a self-respecting basis which will prevent them from 
suffering permanent demoralization. This, again, is a service neces­
aarily limited to a 1181ected portion of the unemployed and is enor­
mously difficult to render successfully, even on this limited basis. 

C. Public WorD .. aD Aptldote to DepreMl0D8 

The minority report of the British Poor Law Commission of 1905 
marked a new staG"e in the discussion of jlublic 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 time. when private business was less active, and a smaller amount 
when private business was more active, with the idea that this would 
I18rve as a re~ator and stabilizer of the total economic activity of 
the nation. 'the work was to be done under normal conditions, the 
labor being I18lected 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 
and 1900 urging public bodies to reserve works for this purpose, 
and in 1902 had been officially adopted as a purpose to be striven 
for.' In 1911 a permanent committee was appointed to study the 
forecasting of unemployment and to inform the Minister of Labor 
so that he might allocate public works accordingly. Further decrees 
were issued on October 17, 19181 and on January 18, 1919, and at 
present an attempt is being mMe to e&!lY out this type of policy, 
but with results which are as yet doubtful. The recently established 
Inatitut de Rkherches tconomiques is engaged in investigating the 
results which have actually been acComplished under this policy. 

In England, little was done until the depression of 1920-21, when 
$125,000,000 were granted for public works.1e The subsequent period 
in England was rather one of chronic unemployment than one of 
recurrent cyclical depressions, with the result that the original proposal 
of holding back public worb 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 United States has 
been made. . 

The theory underlying the proposal has been developed by Sydney 
and Beatrice Webb, the Prevention of Destitution, 1911, also by 
Bowley and Stuart, Is Unemployment Inevitable. The condition 
contemplated by this theory, in its original form, was one of relatively 
mild c:rclical fluctuations in which not more than one-sixteenth 
approXlIDately, of the wage earners were out of work during depres.: 
Slona 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 

• IDtenIaIloDaI Law om ... Report 011 Uaemp""""t, III:Q. Po 1111 • 
• 0"" H. MaIIar7.11l B_ C7Olol_ VDOIDJ)io1mea, pp ... _ 



10 ECONOMICS OF PLANNING PUBLIC WORKS 

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 generally 
operated by Government than in this country, with the result that 
there is at its command a large volume of capital expenditures for tele':' 
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 depressions; and, further, that the program con­
templates an increase at such times in all forms of public purchasing, 
not merely public works in the narrow sense. 

The list of expenditures suggested as available for such a program 
included half the yearly budget for post offices, parks, and Govern­
ment buildings in general, half the annual J?rovision 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 raad 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 publication.u 

The theory contemplated also that the necessary funds could be 
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 secondary effects of the expenditures were not for­
gotten, and it was pointed out 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 11l31. 

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 many 
local projects of housing and other works, largely financed by loans 
from America, but no concerted program. After the end of the orgy 
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 special 
efforts were made from 1930 onward, but at first 'their effects were 
probably neutralized by efforts to balance b!ldgets. A special tax, 

II SydneYlUld Beatrice Webb. the Prevention of Destitution, pp. 116-18. 
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part of which had been used to st.inru1ate housing, was in 1930 put at 
the disposal of . local governments to meet general fiscal needs. Its 
benefite to hOUBlDg were replaced by a subsidy from the general govern­
ment, but a small one. Some relief work was carried on, but the general 
policy w .. one of liquidation. 

In 1932,. a large program was instituted, financed by credit inflation 
under which the banks became holders of some 1~ billion marks of 
construction bills in about a year and a half, while some three-fourths 
billion of paper currency was issued. II Tht. 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 
Itovernment, former fears of inflation are no longer expressed. There 
18 some pflichtarbeil connected with the receipt of relief, but the main 
effort appears to be in the field of regular public works. 

In the United States, the general idea of increased public works as a 
stimulus to business was endorsed by the President's Conference on 
Unemployment (1921). In the early sta~es of the current crisis, 
President Hoover urged both public authonties and private industry 
to expand construction work as a measure to counteract the depres­
sion. Various States have adopted plans looking toward the schedul­
ing of public works in this way (for example, the California act of 
1921) with few tangible results. Under the Federal Employment 
Stabilization Act of 1931, a 6-year schedule of Federal public works 
was drawn uP. with the idea that it might be utilized as a bUBiness 
stimulUB. This 6-year program has undoubtedly been of some 
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-:rear program drawn up by the Federal Employ­
ment Stabilization Board, and has had to re~ to a large extent on 
projects not recommended by that Board. The present emergency 
has had to be met without the previoUB accumulation of postponed 
projects, and it seeIDS probable that major emergencies will always 
go belond 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. 

The size of the present emergency goes BO far beyond the Inild 
fluctuations contemplated by the original theory that it raises a 
totally different problem, and one to which the methods advocated 
by the Webbs and by Bowle1 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 b&lance their 
budgets, with the result that it is no lonfer possible to assume that if 
government does nothing in the way 0 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 BOrts while contracting expenditures and employment of 
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 harmoruoUB and con­
sistent budgetary program. 

'" !'aPR nad bT Carl LAIIdaaIr. befan _ ..... of z.....-JcllocletT. BerteleT.l111111l11M. 
107701 O-a-I 
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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 natura.lly receive the greatest stimulus in dull times. 
This is appropriate, since it is in these fields that by far the largest 
shrinkage occurs in private demand. And it is largely from these 
industries that the cumulative effects of the depression spread to 
industry in general, through the effects of the resulting shrinkage in 
purchasing power. 

One phase of the theory which has undoubtedly not been adequately 
dealt with is the question of the ultimate effect of public spending on 
the conditions governing the revival of private demand and private 
activity. The tacit assumption commoD.ly made seems to be that 
private revival will come at much the same time and in much the 
same way in which it would have come in any case, if the government 
had done nothing. This assumption ~ht be justifiable in dealing 
with the mild movements which the onginal 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 the 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 actua.lly become an obstacle to private recovery.13 

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 and has been 
animated by a tota.lly different set of purposes,. having nothing to do 
with the ironing out of cyclical fluctuations in industry. It has 
centered around the movement for city and regional planning and 
concerns itself with the general advantages of drawing up an organic 
plan in which the development of a given area will be forecast or 
guided, or both, and a consistent scheme of public works will be 
projected and carried out to bring about the desired organic develop­
ment. The Chicago plan and 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 physical 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 lmder the Tennessee Va.lley 
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 municipal areas. The outcome of this 
experiment will write a new chapter in the history of regional planning. 

I. ADVANTAGES INHERENT IN THE LAYING OUT 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 term of years, makes possible the setting of larger 
goals than would be visualized as attainable under piecemeal methods. 
The development of the waterfront of Lake Michigan in Chicago is an 

.. Thla will be taken up In Chapter X below (Nulllfylnll InlIuences). 
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outstandm~ example. Single unrelated projects would never have 
been sll;fficlently a..mbitioUi to achi~ve ~he connected system of parks, 
occupymg the entlrelake front, which lB coming to be one of the great 
&BBets of the city of Chicago. . . 
. In the second pl~e ~e service. value of constituent projects may be 
mcreued by coordinatmg them m the general scheme. A single dam 
on the Tennessee River could not develop the amount of power nor 
~mb~ne it wi~ Bood control as effectively as does a system of dams 
m which the UDlts farther upstream serve to regularize the Bow through 
the lower ~am and to make po~ible ~ore regular power development 
as well .. m themselves furDlBhmg additional sources of power at times 
when the Bow ill large, and at the same time regularizing this spasmodic 
~e Bow sufficiently to avoid danger of Boods. 

ft is commonplace that disconnected navigable waterways, with 
depths of channel and dimensions of locks unrelated to each other, 
do not afford an effective 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 with other means of trans­
portation which are necessary to serve as feeders. 

In the municipal field, systems of communication, parks, and other 
facilities/. coordinated with a developmcnt and location of civic centers 
and public buildings and the designatioft of particular areas for indus­
trial useR of various grades, and for residences, schools, etc., serve to 
bring into beinf a much more effective whole, as well as preventing 
different uses 0 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 legitimate, but not in residential 
areas, and residential developments in areas naturally destined to 
these other uses are an invitation to the destruction of values which 
have been built up by legitimate investment. 

Over larger areas, public works need to be coordinated with .plans 
for land utilization, and for the withdrawal of land from particular 
uses. And it is obvious that withdrawals of land from agricultural 
use should be correlated with policies of reclamation which aim to put 
more land into agricultural cultivation. In some cases, the With­
drawal of certain areRS from farm use and turning them over to forests 
makes possible a considerable economy through reducing public roads 
expendltures serving sparsely settled areas, and also the actual con­
solidation of town and county governments and the reduction in the 
number of governmental cstahli.8hments which have to be maintained. 

The greater 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 improvements which 
are destined to a 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 even possibly, worse. 
In general, public works must adapt themselves to th6 necessities 
of 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 
misdirect.ed planning which has increm;ed rather than reduced the 
difficulties of future generations. With 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 secure 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, however. 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 value becomes public 
property. 

2. OTHER GAINS INCIDENTALLY MADE POSSIBLE 

Other improvements not so definitely inherent in planning may also 
be made possible. Planning may be made to serve as an effective 
antidote to some of the wastes which arise from the system 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 are 
going to get a fair share of the total expenditures, without the r..ecessity 
of insisting that they shall get what they consider a proper share of 
each y-ear'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 
ineffective fragments of all the projects at once, with the result that 
none of them is carried through to fruition in a reasonable time. 
This applies particularly to our national waterway expenditures, 
but the same principle is found at work in many other cases. 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 of urgency" 
for public works, of which a simple illustration would be the cutting 
thrOugh of a street 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 ill 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 modem 
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 th/l.t 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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aD the altematives before them. In the present emergency many 
p~jeeta ~ave b~n taken up beeaU84J they belonged to a class ~f work 
WIth which offiCIals were accustomed to deal and which could be 
qui~kly ,!u.t into exe.el!tion without ~ much time spent in making 
basIC dec:l8lo~, acqu~ .necessary 81tes, ~nd d:awing elaborate plans 
and sp!'Cifications. T~ IS, of course, an infenor and faulty principle 
of ChOice, and one which can be aVOided by adequate planning and 
preparatory work. 

Furthermore, a well-coordinated plan covering an entire State, for 
example, may have an opportunity to avoid the evil of throwing into 
the scales of choice between classes of projects wholly irrelevant 
considerations of a purely fiseal80rt such, for example, as result when 
States make grants of highway funds to localities, leaving it to the 
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 their areas at a cost of only $1 to their local constituents. Natu­
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 
haa in numerous localities been carried too far in terms of the altema.­
tive purposes for which the money might have been spent, such aa 
schools and sanitation. 

In its broact aspects, such planning should make possible a more 
rational apportionment of the total expenditures of the community 
between public and private channels. In come cases, the community 
may avOid certain public expenditures because it is enabled to see 
more clearly the whole budgetary situation in which these expenditures 
would involve it, both as to the ultimate cost to which it is committing 
itself and as to the altematives which may arise in the future. Un­
planned bud~ets frequently carry items for the first stages of a project, 
such as acqwsition of land, which might never be passed if the whole 
cost were known. And communities frequently commit themselves 
to projects which they have reason to regret afterward when more 
vitally necessary ones come up for consideration after their financial 
resources have been virtually pledged. On the other hand, the 
effect of such planning may not be to reduce the total amount of 
governmental expenditures, but to increase it by showing ways in 
which the funds mar be used to promote the interests of the com­
munity and even to mcrease the values of the taxpayers' property. 

Another advantage which may be gained in connection with such 
planning is the advantage of more systematic financing. When large 
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 
considerable 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 
such a large and growing portion of the financial burdens laid upon 
State and local taxpayers. ' 
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3. SOME BROADER PURPOSES OF REGIONAL PLANNING 

In the case of such regional experiments as the Tennessee Valley 
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 d,epends upon 
the character of the development toward which the planning authority 
is directing its efforts, and may be used as one of the instruments, but 
only one, for influencing economic development and causing it to 
follow the lines which are planned for it, Planning of this sort may 
be limited to forecasting normal future development within the limits 
of conventional types of productive organization. For example, it 
may be a question whether staple farming or cultivation of miscel­
laneous produce is more suited to the agricultural areas of the region, 
and at what point manufacturing will find its most natural and 
favorable development. Problems of this type are difficult and far 
reaching enough. They become still more so when there are malad­
justed industries or industrial groups to be taken account of, and 
their future development guided into new channels of a different sort, 
with a view to cunng the maladjustments. 

Here there is need of a great deal of expenditure for a<ltivities of a 
kind not ordinarily classed as public works, and these activities must 
be hlghly experimental in character, involving some uncertainty as 
to the outcome, Among the experiments with whicll we are now 
engaged il!l 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 novel kinds of 
economic units. The so-called "subsistence homestead" on which 
small-scale se1f-sufficing cultivation 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 or~anizations 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. Low-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 ic; intended, some ways must be found of 
furthering that end which are different from what has 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, with the control over such basic factors 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 a position to 

. control, more far-reaching results can be obtained than heretofore. 
Where urban land values have already been built up on 8. 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 
carry on the work more systematically and on 8. large scale, and so 
obtain economies in actual construction and operation. These are 
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only examples of the types of experiment&! :{>ioneering which may be 
involved in the more far-reaching IOrts of regJ.onal planning and which 
represent untried possibilities, and opportunities for evolutionary 
development toward a better economic system. 

These three major elemental then, relief work, anticyclical timing 
of re~lar public works anel expenditures, and general regional 
plannmg are all parts of the background with which the United 
State. approaches the problem of planned public works at the present 
time. These three elementa have never been thoroughly integrated. 
In lOme respecta they are likel)' to be mutually helpful, and in some 
respecta there are inconsiatenCle8 or antagoniama to be harmonized 
as beat 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, a sudden attempt to mak~ 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 affords a schedule of well-considered 
and coherent projects. 

One positive advantage of a program that combines these various 
elements lies in the fact that while interest in planning to avoid 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 strongest 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 raining 
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 revival. 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 9reating 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 organ!zation set up to carry out purposes which the public 
does ~o~ and docs .support and which have nothing to do 
necessarily WIth preyaration for depressioDB, then the depression­
insu~ance features 0 t~e program may have a better chance for 
.~rnval .. Naturally, this presupposes that the organization set up 
will genumely serve both purposes. What this meaDB in practice IS 
that it must. contain in4lviduals who arproach the problem from 
both st~ndpomts; otherwISe, regardless 0 the purposes stated in the 
law settmg up the organization, one purpose is likely to be sacrificed 
to the other because the personnel itself is prellonderantly interested 
in one or the other. If a planning orgaruzatlOn were solely in the 
hands of re~onal planners of the usual type and background, the 
probability IS that measnres for the timing of public works with a 
view to controlling depressions would largely be allowed to go by 
deCault, while if the personnel consisted solely of individuals interested 
in the theory of anticylical timing of public works as an antidote to 
depression the reverse would be true. 

As haa ;tready been pointed out, the natural form in which regional 
planners cast their programs is that of a fairly uniform schedule of 
works with expenditures which do not fluctuate materially from year 
to year. To be asked to stand ready: to increase this program or 
decrease it at comparatively short notice, for reasons havmg nothing 
to do with 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 the regional 
planner) or pr08ecutinl; them at the most economic rate. It might 
lDvolve J>ostponin~ projects until after the community has developed 
to a POlDt at which the:r would be worth carryin~ out, and thus 
sacrifice some of the services they ~ht render, or It might involve 
carrying them out before tbe commnruty has reached that point and, 
therefore, incur a burden of interest and maintenance on works wnich 
were not yet fully ripe for construction. Thus there would be elements 
opposed to economy, as well as opposed to the neat and orderl, 
carrying out of the program. However, from this standpoint it IS 
DO more disastrous to speed up the program during depressions and 
curtail it du~ prosperity, than to curtail it during depressions and 
speed it up dunng prosperity, which is what happens under ordinary 
conditions. Systematic planning is at least no worse than no planning. 

On the other hand, there are possibilities of taking advantage of 
the reduced levels of coDBtruction costs and the cheap rates OD bor­
rowed capital which prevail in times of depression, and thus actuall,. 
increasing the economy: of the whole program through carrying It 
out in part as an antidote to business cycles. These possibilities, 
however, are Dot large, and may easily 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 consists of (a) 
the purpose of ma~ the expansion of expenditures in a depression 
large enough to afford real relief, and (6) the purpose of seemg to it 
that the expenditures promote private revival rather than retard-it 
and do Dot spoil the market by bidding up costs in such a way ~ 
actually to deter private investors from resuming their own capital 
expenditures. 
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More serious, perhaps, is the probability, amounting to a moral 
certainty, that no practicable amount of shiftin~ of works from year 
to year within a lO-year program such as regIOnal plljJiners might 
draw up, can possibly be sufficient to create a large enough reserve to 
handle the needs of the occasional major crises in our economic 
system. Thus, if the J?rogram of expanding works in dull times is to 
be carried out when it IS most needed, in times of really serious crisis, 
it seems inevitable that it must take in works of inferior importance or 
inferior urgency, or works so far ahead in point of time in the regular 
schedule as to amount to the same thing. Such emergencies, it 
seems, must always disturb the plans and ideals of the regional 
planner, 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 unwelcome to the planners, but whether it will 
involve less disturbance if it is planned for than if it Qomes without 
previous planning or preparation. Judging by recent experience, 
major emergencies can be counted on to bring with them a demand for 
large expansion of public works. And if this demand falls upon a 
system of Federal, State, and local governments which are not pre­
pared to meet it, it will inevitably produce worse confusion 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 war came along and 
spoiled it. Orders for Government supplies were limited to a few 
concerns who handled the business regularly apd in sufficient volume 
to give the Government bett.er and cheaper service than if it had been 
distributed in smaller amounts among a larger number of concerns; 
but the result was that a sudden and large expansion in the orders for 
equipment faced almost insuperable difficulties. This was a case in 
which efficiency in meeting the emergency when it came could be 
brought about only by measures involving some loss of routine 
economy during the intervening period of peace. Since the purpose 
of a peace-time army is to be ready for possible war, the answer to 
this problem seems obvious. 

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 the 
necessity for 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 
govemment 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 
erises, but that necessity, as we have seen, cannot be avoided, and the 
public credit would be in a much stronger position to meet it, in 
proportion as it had previously approxinIated to the ideal of pay as 
you go. . 

There is an incongruity, which may not amount to an actual conflict, 
between 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 involves BOme conceeeions to 
the principle of need in selecting employees, and usually the payment 
of leu. than th~ m&r~et rates of . wages. II relief works take over types 
of P~J.ecte 1!"hich nught othelW188 co~e under the regular public works 
administration, there may be a feeling that the government is prof­
iteering on the needs of the employee and getting work done cheaply 
which it would otherwise have to pay regular market rates for. 
POlIIJibly one doubtful consolation in this matter is to be found in the 
fact that relief works, despite low rates of pay, are proverbially 
expensive in proportion to the resulte obtained. 

It would clearly be difficult to have the two types of work carried on 
limultaneously 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 
laid to have been solved. In general, it seems inevitable that relief 
works will be confined more or less to projects of inferior grade of 
importance, but if the organization is sufficiently ingenious to discover 
forma of work not taken over by other organizations and yet of high 
value t it would seem impertinent to borbid them to carry on such 
valuable projecte. 

In general, it appears that the purposes of regional planning can 
be made to subserve the purposes of mitigating industrial cycles, 
and that regional planning furnishes one of the basic prerequisites 
to plannin$' 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 effecte which major 
industrial crises are certain to bring with them, whether they are 
planned for or not. At least, the orderly progress of a regional 
program would not be more seriously interfered with by a moderate 
mcrease in the volume of work done during a depression, than it is 
already interfered with at such times, by the decrease of work which 
resulte 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 without 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 main­
tained by the Federal Government. The great burdens imposed by 
the depression were met by the localities as best they might be. The 
problem naturally was on a scale of magnitude in which the traditional 
poor farm me~nt nothing. Moreover it involved a totally different 
kind of need from the destitution due to personal causes, with which 
the poor farm was adapted to deal. Large amounts of out-door 
relief (to use the British term) became absolutely necessary. In many 
localities, this was combined with the idea of letting the unemployed 
do some work in exchange for the relief received, with the result that 
there was a considerable amount of relief work locally carried on, 
which was, for the most part, at low rates of pay uniform for all. In 
short, it was on a relief rather than a wage basis. 

With the Roosevelt administration, relief work became a national 
policy. The first l~e item of this sort in the program of the admin­
istration was the Civilian Conservation Corps, representing a special 
kind of treatment for a special class. Youths and young men, many 
of them ju&t reaching the age of self-supp-ort 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 this situation, particularly "to a group who would under 
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, eq,uipped with suitable clothing for out­
door work, and set to work building forest roads, making fire barriers 
and trails, and generally doing a large variety of out-door work which 
was useful, although not of the sort which would have found a place 
in ordinary budgets at that time. They were handled by military 
officers, paid $30 a month and subjected to a certain amount of 
discipline intended to counteract the demoralizing effects of their 
previous irregular mstence. The total cost of this type of employ­
ment has been in the range of magnitude of approximately $1,000 
per year per worker. While 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 coming winter was to be an unusually serious one. 
While unemployment had somewhat decreased, under the operation 
of the National 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 reli!lf was the greatest yet faced. In the meantime, 
the program of ~ublic works had not gotten under way in sufficient 
,:ol~e to COnstItute a factor of major importance. To meet this 
altuatlon, an avowedly temporary program of relief work was institu­
ted under the Civil Works AdmiDistration, aiming _at the employment 
of as many as 4,000,000 unemployed workers. This number was very 
ne~ly reached at the !Ieight of the program. Average rates of pay 
vaned somewhat, but m 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 existin~ local 
work-relief projects. 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 endin~ of the experiment, and 
it was· brought to an end earlier than origmally intended. Never­
theless it carried some millions of workers through the worst of an 
unusually severe winter. 

On termination of the Civil Works Administration's activities, 
relief.work was taken over by the Federal Emergency Relief Admin~ 
istration, under the same Administrator, but on a less elaborate scale. 
One of the most interesting phases of the new :program is the proposal 
to Bet relief workers at work on the productIon of commodities for 
their own consumption and that of others on relief. 

This brief sketch of the American experience serves to indicate that. 
relief work may be a thing of varying character; in fact, that there 
are fairly distinct typetj of such work. It may afford special treatment 
for a special segregated class under conditions separate and different 
from those of ordinary employment, or it may select particular 
superior groups of individuals and attempt to find work which suits 
their capacities, or it may simply attempt to afford a more self-respect­
ing Bubstitute for relief for the better grades of the unemployed in 
general, or it may be another form of relief, applied 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 a fair wage for the type 
of work done (in which case it is likely to be more than actual earnings 
in many trades where hours have been heavily curtailed) or it may be a 
relief stipend based upon something like bare necessities, or it may be 
something intermediate. In this countIy, 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 thew<!rkers would prefer 
work to idle relief if they had the option. ~n sh;ort, It was ~ased on t.he 
ass~ption that they had self-respect w¥~h did not !eqmre penalties 
or disciplinary treatment, but only conditions afford.ing some oppor­
tunity to maintain it. The civil works experiment was definitely 
aimed at providing" real work for real wages II and therefore it was 
in intention as far removed from outright relief doles as the circum-
stances permitted. . 

One other condition giving rise to a special need for relief work 
consisted in the fact that there were many unemployed, often of the 
highest grade mentally and socially with sp.eci~ed ~ and 
attitudes, who did not belong to the construction mdustries ana who 
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 was 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 that it lended to produce nervous 
br~akdowns or other psychological conditions which might be fairly 
senous. 

The production of mural paintings and of calculating machines of 
the most elaborate and complicated sort are only two interesting 
examples illustrating the vanety' of high grade workers for whom 
occupation was found. To unemployed artists and high-grade 
technical workers, this employment was a godsend, 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 
m'illions who are unemployed in a major crisis and that many of the 
others are of types for whom doles are 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.' 

Enough has been said to indicate the general advantages of relief 
work. And enough has also been said to indicate that it cannot be 
given to everyone in a major, crisis. In this respect, Mr. Walter 
Lippmann's proposal for affording everyone an opportunity to do 
some kind of useful work at relief wages, 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 naturally 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 difficulties and disadvantages of relief work start with the 
difficulty of finding worth-while things to be done which are not 
otherwise provided for and which would not mean displacing a 
worker on regular pay by a worker in receipt of relief wages. This 
necessarily limits the choice largely to works of inferior importance 
of urgency. Moreover, while the Federal Government might be 
willing to carry 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 value naturally and obviously available would be ruled 
out. Largely by disregarding or circumventing these restrictions, 
muc.h 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 W&S no prospect of 
its being able' to finance for some years to come. 
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H was at once u adTutage and a disadvutage of the Civil Works 
jdmjnj'tration that it was looked upon in a different light from relief 
work in general, with little or DO ltigma attached to it. This was in 
harmony with the purpose of the administration and had DO disad­
Tant",. 10 far as the worken eoncerned were of a luperior type, but 
in the cue of othen, drawbacks appeared. The fact that white­
eollar worken registered in large Dumbers under the Civil Works 
Administration but many of them failed to transfer registration to the 
lubeequent relief work indicate that the Civil Works Administration 
met a need for thiI luperior cl&88 which ordinary relief work did not 
meet. On the other hand, it ill testified that NeJ?O domestic servants 
in the Dittrict. of Columbia gave up private Bltuations in order to 
"work for the Government", with a feeling of added dignity. This 
was, of eourse, an evaaion of the purpose of the enterprise, an evasion 
of a IOn which eould Dot be wholly prevented under the circumstances 
of quick action and the handling of large numbers of applicants, which, 
under the 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 adminis­
trative unitt. Such differential treatment it Dot easy. Every addi­
tional unit gives rille to troublesome and time-consuming wastes in 
the proceel of determining where a given applicant belongs, with 
frequent pOllaibilities that a worthy applicant may be passed from one 
unit to another and fail to get prompt relief when it ill urgently 
Deeded. 

In general, it seems that the advantage of relief work, from the 
ltandpojnt of the morale of the workers, tends to disappear as the 
work becomel too obviously improvised tasks of little inherent value 
and aa the wagclI are too obviously relief in a thinly-dis~ed form. 
When the point it reached where the value of the work 18 obviously 
Dt'gli;pble, or hearly 10, and it appears that the worker ill conferring 
a favor on those who employ hin1 by making the job last as long as 
pOBBible, 10 as to save them the difficulty of attempting to find some 
fresh work, it. ill time to consider whether the advantages of work 
relief aa compared to outright doles has DOt completely disappeared. 

These difficulties and disadvan~ all tend to become greater as 
the work ill continued for a longer ume and as it ill done on a larger 
scale. It it 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 montha. For example, the Civil Works Administration art 
project seems to have been justifiable as far as it went, but the paint­
mg of murals in school buildings could not go on indefinitely:. 

Moreover, the farther it went the more glariilg woUld be the 
inconsiltency between murals Dot urgently needed and the inability 
to pay teachers to keep reJn11ar classes going. The reductio ad 
absurdum would of course, De the painting of murals in a school 
which was ct;;;;{ for lack of funds. This presumably has not hap­
pened and ill only interesting as a suggestion of the inherent difficulty 
of the aituation, p-owing partly out of the idea of balancing the regular 
budget while gomg 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 such work should not be done but 
rathe~ that current regular services should not have to be injuri~usly 
curtailed. 
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Another disadvantage is the fact, already mentioned, that such work 
is proverbially expensive in proportion to the amount accomplished, 
in spite of low wages. It would be interesting to study the experience 
of the Civil Works Administration 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. Moreover, 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 ~orking 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 minimum 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 matter which desperately straitened budgets 
cannot undertake without 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, 1l.D.d that large masses of the unem­
ployed must come under some system of idle relief. 

The experiment, recently announced, of including in relief work 
the production of goods to be consumed by the otherwise unemployed 
workers themselves, is one which may prove to be of great significance 
and should be watched with the utmost interest. The logic of such 
an experiment is obvious. In fact, this is the only 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. We have not yet 
found methods of making effective 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 
:~hich they need, it is only logical that that opportunity should be 
'otherwise afforded . 
. 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 IMItting up aD eft'ectin aDd eelI~ufficient system for the produc>­
tion of all of the neceMitiee for the people concerned. The Govern­
men~ haa been giving lOme aid w theaeloeal organizations, and too 
policy Ihould clearly be continued, and both kinds of experiment be 
clOlely watched.' There are many difficultiee in the way of fitting 
aDYlystem of IMIlf~ufficing production inw the scheme of an economy 
whOile main j)rinciple ia that of busineea interprise, especially when 
a ia expected that. the aelf~ufficin~ form of production willaerve in a 
secondary or reserve capacity, gomg into operation only: as the sys­
tem of bUJIineea enterprise falla to keep the population fully employed 
and fully supplied. These questions will be somewhat more fully 
diaculllled in chapter XlV. For the present, it ia worth noting that 
thia form of production represents a field of great and unexploited 
pouibilitiee for enlarging the leope and transferring the character of 
relief work. 

B. Uaemplo:rment Inmnnee CII' R ___ 

Unemployment insurance, like relief work, is a thing which takes 
more than one form, and may be so handled as to increase or reduce 
the dift'erencel between it and outright relief. The government may 
or may not contribute to the regular maintenance of the system, al­
though if the Iystem ia to be maintained through major crises, the 
government haa to come to its IUpport in one way or another. Bene­
fita may be in proportion to wagee, or may be equal for alll or may be 
on the baaia of need. The right to receive a benefit may hinge merely 
on being out of work/• or there may be an additional need test. The 
Iystem may cover au forma 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 hia particUlar trade. There ia always a waiting period, before 
benefita begin, and thia may be longer or shorter. There ia almost 
neceeaarilr a limit of time beyond which the fund will not pay bene­
fits; a limit which mayor mar not vary with the amount of j)remiums 
which have already been paid in for time actually worked before un­
employment began. 

Some of theae dift'erences in policy go so far as to alter rather funda­
mentalll the essence of the s,Ylltem as contrasted with other methods 
of relie. For instance, where a need test ia established, or where 
benefits are paid in accordance with need, or both, the system loses 
its peculiar character and its peculiar advantages in contrast to out­
right relief. These advantages hinge on the fact that the support 
during unemployment comes as a matter of contractual right, based 
upon contributions in which the worker himself has paid a share. 

Germany haa relied on the principle of insurance for some time, and 
the Britiah bave gone definitely over to the system, to the extent of 
abando~ any considerable reliance upon relief work. Out of their 
long expenence with relief work they appear to have become con­
vinced of its disadyantages al!d to feel that th~ sys~m of unemploy­
me~t ~efits avOids these disadvantag!l8 while still preserving the 
mam d881deratum of a more self-respecting system of provision than 
outright relief. The stigma of charity is avoided, and the Englisb 
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appear to have found the payments less-demoralizing than the make­
shift attempt to find more or less nominal work. While evasion and 
malingering inevitably constitute a problem, the weight of testimony 
is 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 I?ossible disadvantages, from the standpoint 
of helping toward regulanzing private employment, is the probable 
effect of the benefits in stiffenmg 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 means of stabilizing purchasing power, seeing to it that it does 
not falloff to the full extent that production falls off in an industrial 
decline. In this way some of the cumulative effects of an industrial 
decline may be minimized or prevented by doing what amounts to 
transferring purchastng power from good times to bad times. But in 
this connection the administration of the reserves faces a very diffi­
cult choice. If it invests the reserves in various forms of income­
yieldip.g securities, of long or short term, as it would naturally do in 
the attempt to make possible larger benefits in proportion to contri­
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 contracti,m of investments in short-term paper, 
would both have effects tending to increase the 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. Where 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
sumers' incomes and expenditures. These difficulties can be met by 
a wise experimental policy in which a proper proportion is found be­
tween ordinary investments, governmental investments, and possible 
outright maintenance of cash balances.s 

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 should 
be studied, together with the experience of other countries. Ij 
appears clear that the system can be made far more satisfactor;1 
than outright charitable relief and better in its effect on the peopliJ 
concerned. It also seems that a well-managed system of this sort i" 
superior to the forms into which relief work of a general and lonf 
continued sort is likely to degenerate. On the other hand. it seen 

I cr. Alvin H. Hansen; Tile Flow 01 PurcbasiDa Power ill Eoonomio R8OODStruCtion. N. Y., 11134. I 
2l~237, OIp. pp. 219-236. 
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to be definitely inferior to th. best and most successful forms of relief 
work, especially those which succeed in finding work of a sort for 
which the worker is particularly suited, or those which are able to 
bring about definite rehabilitation of the workers. 

It clearly makes .. vital difference to a policy of relief work itself, 
whether there is also .. system of unemployment insurance in force, 
and what its character is. A system of insurance would remove the 
urgent need which leads to the cruder and less successful forms of 
relief work. On the other hand, it might still prove practicable, 
where .orne clearly useful form of relief work is available and also 
worken who are clearly suited to it and willing to perform it, to work 
out lOme kind of combination in 'which workers entitled to benefits 
might substitute relief work and thus possibly reduce the burden on 
the insurance fund. Of course, workers employed on regular public 
works would have the same status as other employed persons, and 
would be contributing to unemployment reserves, not drawing upon 
them. This has, in lOme cases, led to the practice of taking workers 
into public 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 are 
evident problems to be met in fitting together" public works, relief 
work, IUId unemployment insurance. 

But so long as the system of unemployment insurance is not uni­
versal in its coverage, there will undoubtedly remain scope fer 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
tio~1 .should be thoroughly inv~tigated in the ligh~ of ~he experience 
of tlU8 eme~ency, and also WIth reference to fitting mto a system 
where there 18 unemployment insurance as well as a system in which 
this does not exist. 

C. Outrlaht Rellef 

Aa in the case of insurance and relief work, there is more than one 
system of relief itself. The system of grocery orders hbS 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 virtual )lecessity, 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 with 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 beneficial 
of all the ways of handling the problem. And in spite of this it 
becomes necessary to fall back on It to care for the many cases wh~ do 
not fit into the other schemes for handling unemployment. N aturall 
a fairly comprehensiv~ unemployment-insurance system would obvia~ 

- the greater part of this need. 
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D. Conchlsion 

The probability is that in the near future we shall see some con­
tinuance of all these measures and shall have a chance to adjust their 
relative place 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 
does or does not apply heavy pressure in that direction, and that the 
field of work relief will dwindle unless experiments in the direction of 
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 or ECONOMIC DISLOCATIONS 

A. Importance of the Queltlon 

It should go without saying that any program for the utilizing of 
public expenditures in such fashion 88 to furnish an antidote for 
buaineu dislocations should be based on the clearest possible under­
ltanding of what those dislocations are and so far 88 possible, the 
C8UI8I to which they aTe to be ascribed. Not merely the kind of 
dislocations, but their size is important. As already noted, early 
English advocates of this kind of 'public expenditure policy had in 
mind fairly regular ups and downs In ~eneral business, which were so 
mild that unemployment in a depresSIOn W88 not more than some 5 
percent greater than in prosperity. At present we can only envy the 
simplicity of the problem 88 it appeared to these early writers and 
the ease with which they were able to show that proper timing a 
minor part of the regular government expenditures could neutralize 
luch mild cycles without great disturbance to government work or to 
government finances. 

It is obvious that the kinds of disturbances we have been witnessing 
in the last 20 years are of a totally different order of magnitude 
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 tinung of such outlays 88 could be shifted without great incon­
venience. The amount of shifting possible under this type of program 
would be totally inad~uate to combat the more recent and violent 
disturbances. If anythlDg 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 actuallJ 
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 88 we can diagnose them. Further, 
it is important to know whether or not a public-works policy actually 
tends Co neutralize the causes of disturbance or whether. it is a mere 
palliative which may even/et in the. way of the natural remedies, 
such 88 they may be, an make the underlying condition worse 
rather than better. 

B. General Character of BUllae .. Movements 

Invaluable 88 it is to draw on the results of the statistical laboratory 
in analyzing business movements, it is equally necessary to be fore­
warned 88 to what the statistical laboratory does to these various and 
heterogeneous movements of men, steel, concrete, wheat, credit 
instruments, and all the rest. The laboratory makes a composite 
picture of things which are actually separate-interdependent but 
never merged-and then having made this composite picture which 
it may express in a single line on a chart, it then examines the move­
ments of the line and separates out different components of the move-
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ments which are never separated in reality.l Thus the statistical 
laboratory makes both mergings and separations which represent 
abstractions rather than the facts as business originally experiences 
them. 

The general business curve is made up of records of different 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 reacts 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 this report, seems to show some tendency 
to move in longer cycles than general business while at the same time 
showing some rise and fall in response to the general business curve, 
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 as they 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 the problem of using public expenditures as a 
remedy. . 

1. OUTSTANDING GENERAL CHARACTERISTICS. 

First and most obvious is the movement of prices. Here a thing 
which may be hard to remember at the present time is the fact that 
the ordinary cyclical movement of pnces is comparatively mild, 
almost negligible for ordinary consumers' goods of the perishable sort. 
The main fluctuations come in wholesale prices and especially in the 
prices of durable producers' goods, and consumers' goods of the most 
durable sorts. These comparatively mild ups and downs are super­
imposed on fairly long and fairly slow upward and downward move­
ments, broken by an occasional cataclysmic change which is usually 
traceable to war. . 

These price movements illustrate very well the way in which every­
thing in this picture is at once a result and a cause. The price move­
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 Tbia statement appUee only to a slight extant to the studlee of the National Bu_u Of Economic Re­
search. This B~u has refrained from construotlng Its own curve of general hw.lness conditions, using 
tbis composlta ooncept only In determing tbe datee 01 the turning points marking .-Ion and recovery •• 
Its serlee for speclfto factors, such as pig-Iron production, eliminate eeasonal movements but not secnJar 
ti'ends, and are tbua closer to the UDIDOdiJled facta than the uaual curvee employed In hUSlness-cycle analysis. 
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turbanCIJI, it alao appelLl'll that attempts to keep prices rigid in partic­
ular caaee make the disturbances worse rather than better. Where 
there is a tendency for prices of construction materials to fall, that is 
a .ymptom of weakened demand, and a policy of keeping prices rigid 
in lace of that weakness does nothing to help demand revive but 
rather prevents it. Thus, while prices help to transmit disturbing 
influencea, they are symptoms of more underlying causes; and a 
policy whIch aims to go to the root of things will have to deal with the 
more underlying factora. 

2. 8HIFTS IN THE RELATIVE DISTRIBUTION OF INCOME 

Along with the movements of prices and the corresponding move­
ments of volumes of production goes, of course, a change in the 
total national income, but this change affects different groups of 
.harea differently. Business profits show very intense changes, 
while on the other hand, the actual distribution of this class of income 
in the form of interest and dividends payments is steadied, with 
the help of reBe"e8, to a rather remarkable extent. It is natural 
that interest payments should remain fairly steady, {!ince so many 
of them are on long-term obligations and a heavy shrinkage in this 
cl ... 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
lion in business, and for about a year did not fall below the level at 
which they ltood when the recession firat appeared, in midsummer 
of 1929. Thul the movement of distribution of interest and divi­
denda is sluggish and retarded. Mild or short depressions do not 
register fully, while a lon~ and severe depression, which exhausts 
corporate rese"es and bnngs about defaults and reorganizations, 
makel heavy inroads on this class of income. Wages do not fluctuate 
as much as business profits, but ordinarily fluctuate much more 
than the actual distribution of interest and dividends. While both 
wage rates and volume of employment respond to expanding busi­
ness, the ,. .. age earnera' total income at such a time does not increase 
as fast as the total income of industry, with the result that the per­
centage share going to labor decreases. 

The effect-OJ of these shifts in the distribution 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 ground for con­
lidering, at least tentatively, the proposition that the growth of 
profits during the boom represents an absorption of purchasing 
power which will not be fully spent, of which much less than the 
general average 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 total dollar 
magnitude of 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 is 
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 represents such a stabilization 
as far as it goes. Perhaps the chief criticism of it is, first, that it 
reaches the class of consumers whi~h, on the average, needs it least, 
and secondly, that it is done at the expense of increasing the insta­
bility of investment expenditures. Thus the management of the 
financial reserves results in aggravating rather than mitigating some 
features of the industrial disturbance.2 It has been argued, for 
example, that liquidation of reserves in order to maintain dividends 
aggravated the slump in security values which began in 1929 and 
which went so far that it became a source of secondary and cumula­
tive effects, weakening the credit structure by shattering the values 
of collateral. One may conclude that while changes in distribution 
and corresponding changes in the· proportion of income actually 
spent play an important part in business cycles, attempts to control 
the cycles through altering the distribution of spending power are 
not easy or simple and may have effects tending to defeat the end in 
view. 

3. INTENSIFIED FLUCTUATIONS IN DURABLE GOODS 

Both in terms of physical production and prices, the most intense 
fluctuations occur in the field of durable goods, including construction 
and all forms of fixed capital investment. The possibility of this 
sort of intensified movement is inherent in 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 chan~ed demand, the current output of these 
durable structures and eqUIpment must change much more intensely 
than the output of the ultunate product or service. Thus, in this 
field of durable goods, there is a tendency to concentrate, let us say, 
2 years' expansion in I, when demand has started to ~ow beyond its 
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 
fact that it brings about a corresponding expansion and contraction 
of general purchasing power, resulting in increases and decreases of 
the total demand for goods of all sorts, durable and perishable alike. 
In this way the effect is transmitted cumulatively, multipl~g itself 
and spreading to business in general. Thus it operates to bnng about 
the well-known vicious spiral of decreased production and decreased 
spending power in times of depression. ~he figures do n?t see~ to 
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 ~ain, a re~ult 
of a decline in incomes, resulting in turn from a. decline m production. 
From this standpoint the movements in the production of durable 
goods, following as they do a more fluctuating course than the move­
ment of consumers' spendings for the ultimate products concerned, 

'. see~s to be a peculiarly strategic source of disturbance . 
• Of. dIsoussIOD of unemployment Insuranoe In chapter II. 
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The field of construction is of coune a large and important sec­
tion of tw. durable-goods fi~fd, and public works constitute a con­
lliderable and increaain~ part of it. Construction, in general, not 
only ahowa the kind of mtensified fluctuations WhiCh have been dis­
cuMed/ but also showl a definite tendency to lead the general curve 
of bUlIDeee. It also showl some tendency to move in longer cycles 
of it. oWD'bfor eXAmple, in the period between 1922 and the present 
there hu een one long cycle of construction reaching its peak at 
approximately the time of the mild depression culminating at the 
end of 1927. Thil fact may account for the extreme mildness of that 
particular depression. Thus there may be cases of mild general 
depression in which the construction industries are not depressed. at 
all, but are above normal. 

Aa for public work", they show a nry general tendency to follow 
the upa and doWDs of busincss prosperity, more especially the larger 
and longer movements. But public works in any given locality are 
likely to be governed by special conditions .\Dd may not follow tha 
general business curve at all closoly. The effect of minor fluctuations 
of bUlliness is so delayed and confused that it is sometimes hard to 
identify. The effect of business fluctuations on public revenues is 
Ipread 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 • 
.A. a result the milder fluctuations of business have little effect on 
public revenues for the current year and little discernible effect on 
public expenditures. Such effect as there is appears, in general, to 
be 11 retarded one. So far as public works follow the genE'.ral business 
cycle, they appear to lag, rather than to lead, as does private con­
struction. Thus they tend, as they are ordinarily made, not to 
initiate business movements, but to strengthen somewhat the cumu­
lative effects of these movements after they have gotten under way, 
especially the larger and more serious ones. 

4. MOVEMENTS OF CREDIT 

Monments of credit are probahly, in the main, not an initiating 
cause of business fluctuations, responding rather to the demands made 
on the credit institutions by expanding or contracting business. But 
they do constitute what is probably an indispensable enabling condi­
tion of the kind of expansions we hsve been I!peaking about, as well 
as an intensifying factor in expansions and contractions. Mention 
has been made of the tendency for the demand for durable goods to 
expand faster than ultimate consumers' expenditures during a revival, 
and also faster than incomes. If expenditures for durable goods were 
limited strictly to the funds which consumers have saved out of their 
current incomes, these cumulative expansions could hardly take place 
at all, or at· most, would be very much milder than the, actually are 
But the possibility of drawing funds from an elostic reservoir of 
credit means that expenditures can increase faster than incomes 
these expenditures giving rise in turn to increased incomed and so' 
for a time at least, to still further expansions of Bpending. ' 

This proposition has its bearing on any attempt to counteract the 
cycle by the use of public works. If the government simpl, takes 
funds by increased taxes of a sort which would reduce the mcomes 
availaole for spending, the result is likely to be, for the most part, a 
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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 have a stimulative effect on the total volume 
of business. 

5. CONJECTURAL MOVEMENTS IN RELATIVE VOLUMES OF SAVINGS 
AND INVESTMENT AND RELATED QUANTITIES 

Though figures are not conclusive on this point, it seems probable 
that, while savings increase during prosperity, capital expenditures 
increase faster, and while savings shrink during business recessions, 
capital expenditures shrink more sharply. Thus capital outlays dur­
ing a 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 is 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 this 
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 whether an increase in incomes would bring 
about an equally large increase in spendings, since in either case spend­
ings are not accurately governed by incomes. 

6. IRREGULARITIES IN THE CYCLICAL MOVEMENTS 

If these cyclical movements were perfectly regular, both in time 
and in severity, a p'ublic-works program could easily be adjusted 
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 the uncertainty on which the 
basic character of the problem hinges. Some movements are short 
and some are long, some mild, and some violent, some show a I 

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 temporary 
reversals which always give rise to some uncertainty as to whether 
the movement has reached its end or whether it will shortly be 
resumed. 

Thus it is never possible to predict with accuracy either how far 
., a current movement will go or when it will come to an end. For 

this reason it would be impossible to initiate a public works program 
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which would take, let us say, 6 to 9 months before work actually 
got under way, in such a fashion that the employment would b~ 
at just the time it 11'&1 needed. It is even impossible to determIne 
with &CCUl'8Cy in just what ltage of a cycle industry is at the present 
moment. One must wait lOme monthB before one can be sure that 
an upward movement is going to be sustained and is not merely 
one of those numerous false revivals which frequently punctuate a 
decline and are followed by still larger downward movements. Thus, 
even if preparatory measures were so perfect that contracts could 
be let and work could begin with an absolute minimum of delay­
I&Y in • few week&--1!till it would not be poBBible to start an ex­
pansion of public worb simultaneously WIth the beginning of a 
Clownward movement of the cycle of general business. Fortunately, 
perhapl, that is neither necessary nor desirable. 

More lerious, perhaps, is the fact that the magnitude of the effort 
made by the Government cannot be accurately g~ed to the magnitude 
of the depression in private business which it 18 aimed to combat, 
without a very serious lag. A public worb program· of uniform 
magnitude, put into effect mechanically whenever the existence of a 
depreBBion sbould be certified by the proper authorities, would never 
except by coincidence be exactly adjusted to the need for it. This 
difficulty will be dealt with later when we come to consider different 
types of public worb programs. 

D. The Dillereat Pha_ of • Cycle 

1. THE DECLINE 

Aa haa already been noted, the beginning of a decline is probably 
not 10 much traceable to an initial decline in consumers' spendings 
88 to the fact that industry haa reached a state of overcapacity with the 
result that the demand for further construction falls off. This state 
of overcapacity is often referred to aa if it were, in and of itself, the 
central cause of a depression. Certainly it does create difficulties for 
business management. The existence of excess capacity tends to 
develop cutthroat competition and to make it more difficult to main­
tain profits. Cutthroat competition of a sort may occur even during 
the later phases of an expansion, taking shape not in reduced prices 
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 farther 
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 activity under the prevailing profit system. 
But these difficulties would not be fatal in and of themselves were it 
not for the scondary effects in the shape of a decline in the volume of 
construction. It is this result of a condition of over capacity which 
furnishes the real reason why it leads to a general contraction of 
business. 

This principle has a direct and important bearing on what a ~ublic 
works program can and cannot do to combat a depression. Can it 
if promptly initiated, prevent a decline in private business or can it 
merely fill in the decline and tide business over until private sources 
of demand revive? This is an important question. The answer 
BeeDlS to be that while public works can fill in the decline in private 
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activity they cannot prevent it. They may, however, reduce its 
magnitude by reducing its cumulative effects. 

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 
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, first, to 
prevent a decline in the production of consumers' goods and secondly, 
to forestall the more extreme intensification of the decline in private 
demand for producers' goods due to (1) th~ 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 or 
quickly restored, but the bottom of the decline can be sustained 
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 prod,uction can be maintained 
on peak levels only on two conditions. One is that the Government 
not merely-shifts its expenditures from prosperous to depressed periods, 
but actually expands the total. The second condition is that the funds 
to finance this expansion shall be raised in such a fashion that they do 
not 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 this 
sort such as is needed for the purpose of sustaining business indefi­
niteiy 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 not.ed. 
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 ShOWIng, 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 goods, but with an especially strong ten­
dency to lead in the shorter business cycles combined with a tendencj 
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 positivf 
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decline on the down awing of the general business curve, but merely & 
ee88&tion of expansion, while general business is mildly contracting. 
h ia only the more severe business contractions which are accompanied 
by an absolute contraction in the volume of bank credit. This is evi­
dence,1O far u it. goee, that limitation of bank credit is not the crucial 
det.enninintt factor in a typical business decline. The indication is that 
luch a decline cannot be stopped or reversed merely by offering credit 
more freel,. Something needs to be done to make the market absorb 
more credit., to create an effective demand for it. In other words, the 
way to proouce industrial expansion is to expand industry, since it is 
from expanding industry that effective demand for credit comes. 

A public-works program fits into this picture in that it tends to 
neutralize one of the central causes of contraction; namely, a shrinkage 
in construction. It doee this, not by giving rise to larger private 
demand for construction, but by substituting a public demand. And 
it. is probably not poBBible 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 remedies, 
acting directly to increase the flow of purchasing power into precisely 
the field where the shrinkage is greatest. And the Government is in 
a position, at such a time, to use its credit to raise funds for such & 
purpose, and so, in part at least, to make up for the failure of private 
mdustry to use all the credit which the banking institutions have 
available at such times. Capital expenditures by government pre­
lumably have the same effect as capital expenditures by private 
industry, so far &8 concerns the increased flow of purchasing power 
which comes about when theleople who have received these public 
expenditures proceed to spen their incomes. Whether such public 
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 
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
plo,er and may then be shifted through price-raising mechanisms 
which may easily have the effect of limiting output rather than ex­
panding it. As far as it goes, the public works remedy acts directly 
to counteract that industrial shrinkage from which other shrinkages 
spread and 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 

One of the questions aLout which students are not agreed is wheth"r 
a depreBBion tends to cm .. itself or whether it waits for some outside 
impulse to start business moving upward. So far &8 the milder de­
pressions at least are concerned, it seems that there are certain 
curative forces at work. Stocks of goods in the hands of dealers 
have grown larger than the depressed condition of trade warrants, 
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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 
itself tends 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. Thus, if 
the depression is not too severe or prolonged, a limit tends to be set on 
the shrinkage of consumers' purchases and of the production of con­
sumers' goods. After a time, 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 some favorable event of an outside character has come 
into the picture. 

All this depends, however,' on the possibility of completing the 
reduction of dealers' inventories before consumers have exhausted the 
reserves on which their continued buying power depends, and also 
on a revival in capital expenditures due to obsolescence and post­
ponements before these consumers' reserves have been entirely ex­
hausted. A depression as severe and protracted 8S 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 a sort of stalemate 
seems likely to arise in which the usual forces of recovery from a mild 
depression cannot be counted on to operate, and an outside stimulus 
of some sort is needed. . 

Even in such a ease, 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 will actually be made. But it is by no means safe 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 

" disaster is too serious. 
'. A further factor arising from the more extreme depressions consists 
' .. of, a shattering of the basis of credit in the shape of the values of 
.securities used as collateral and the prospective earnings of business 
UIutS. Where the depression is accompanied and intensified by an 
exotlssively heavy decline in prices due to causes outside the regular 
course of business cycles themselves, trus difficulty is naturally inten­
sified. The burden of fixed debts increases as prices fall, and the 
aggregate burden may even become greater while industry is paying 
off large amounts of its nominal debt measured in terms of dollars. 
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The conclusion is that an outside stimulus, such as public works 
can afford, is peculiarly needed in the case of the more severe depres­
mOM. This suggests. a certain caution in the use of public works as a 
remedy for depressions in general. If it should prove, for example, 
that the efforts which government can make without exhaustin~ its 
financial power are no more than sufficient to counteract the milder 
depressions, and if government should follow 0. 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 
that the power of government, acting through a public works policy 
alone, does not appear sufficient to neutralize all industrial fluctuations 
and bring about a condition of complete stability. For this purpose, 
there is needed not merely the efforts of government, but also some 
eIJective 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 
ltoes 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 cripple the efforts of private industry more completely 
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 
lesller depressions which government nught by itself be able success­
fully to counteract, government should not assume the whole burden, 
but should use its utmost efforts to bring about such an organization 
of private l'fforts as max ultimately be relied on to bear the major part 
of the burden in the milder cases. 

E. Poulble Lonller Cycle. 

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 fairl, evenly balanced. And more serious crises 
are separated by longer mtervals than the ordinary period of a single 
shorter cycle. Thus various students of business cycles have found 
evidence of rycles of approximately 10 years, and even 20 to 25 years, 
underlying the shorter movements. These longer movements show 
some of the characteristics of the sborter 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 lon!;er movements bave any uniform laws and causes, it is 
hard to explam them in terms of a mere concentration of capitol 
ex~ansio~, fin&:nced largely by expanding credit, suc~ as a public-works 
policy nught d1rectly serve to counteract. If there 1S 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 amount 
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used for consumers' purchases is a much more pertinent one with 
reference to these longer movements than with reference to the shorter 
cycles. . 

Furthermore, it is obviously far more difficult for a public works 
policy to be systematically carried throu~h one of these longer move­
ments. Certainly the type of policy which proposes that we should 
not change the total amount we spend for public works, but merely 
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 
included in any regular 5- or 10-year schedule of ordinary needs. 

F. Noncydical 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 war tends to be followed, first, 
by a short industrial revival with a short recession 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 follow­
ing other major conflicts.8 But t.he 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!,olicy of :(Iublic spending, 
financed largely by credit, and accompanie by inflation. The argu­
ment is that a similar policy would be successful in what is sometimes 
called "war against deJ?ressions", if only we had the resolution to 
follow it. The companson is suggestive, but there are also many 
differences to betaken into account. 

One obvious difference is the fact that in 1917 the United States 
had. a 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 con­
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 StiLte and local 

• Col. L. Ayres: The Economics of Recovery. asp. p. 17. 
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debtA had balanced sucb repayments as the Federal Government bad 
made, and the total burden had remained approximately constant. 
Under these conditions any proposal to expand spendings on the war 
Kale 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
benaiveneaa 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 .. ffects of war is the conclusion that the disturbances resulting from 
the World War, both internal and international, are quite sufficient to 
explain why the depression which began in 1929 was so unusually 
.evere and prolonged. To mention only one major circumstance, the 
fall in prices which accompanied this depression was itself a post-war 
phenomenon and out of all proportion to those declines in prices which 
normally go alonlt with business cycles. This decline in prices, con­
centrating as it did with peculiar force on certain staple international 
commodities, resulted in complete prostration for agriculture, whicb 
had 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 a 
preliminary symptom of the final break-down of capitalism loses 
much of ita force, because there is another explanation so obvious 
and so apparently adequate. But it does not lose all of its force, so 
long &b war persists, and so long as its economic consequences appear 
to be increasingly serious. 

Another set of disturbing factors consists of changes in supply 01' in 
demand affecting particular industries. To a considerable extent 
these may neutralize each other, but if they se~ up serious disturbances, 
such disturbances are likely to spread cumWatively. The collapse 
of agriculture is a major example, but many lesser ones might be 
found. It appears that there has been a shrinkage in the demand for 
men'. clothing 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 rote it represents an unpredictable disturb­
ance affecting this particular industry. 

It may be that. the construction industry itself is facing some such 
downward tendency, relative at least to past trends of growth. No 
one can be certain, and counteracting forces may be disco~ered. It is 
generally accepted, however. that we are facing a period of declining 
growth of population. And if this is true, it means that the volume of 
construction needed to supply fresh additions 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 
by other tendencies toward more liberal housmg accommodations per 
family, larger productive equipment per worker, etc., it might mean 
an absolute shrinkage of a permanent and rather serious sort for the 
construction industry. At any rate, the future trend of population 
gro~h, and all the implications it c~rries with it, .are among the most 
baSlC factors to be taken account of m any long tIme planning either 
for our economy as a whole or for that section of it which come~ under 
the heading of public works. 

II17MO-3II-t 
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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 attem:pting 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 
shorter business cycles or of any longer ones which may be found to 
exist. And in the second place, these progressive changes may call for 
adjustments which our economy does not succeed in making as fast 
as they are called for, with the result that we may fall into dislocations 
of a more chronic sort than anything we have yet experienced. 

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 large increase, both absolutely and relative 
to goods of other classes. A larger and larger part of our national 
production consists of goods of a type whose creation can and will be 
concentrated in periods of active business, or postponed in periods 
of stagnation and the pessimism that goes with it. Thus there is 
reason to expect that, unless we succeed in finding 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 ~oods 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 renewal.' 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 these 
considerations is ~hat a relatively decreasing proportion of our pro, 

• Some pioneer work h .. been done In the anaylsis of this whole factor of the timing of replacements hy, 
Thom .. M. MoNieoe. See" Rhythmlo Variations In Industry," Meohanloal Engineering, Novembel 
1933, pp. 66~O. 
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ductiOD consist. of goods for which the Deed 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 depre88ion p&88ing 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 recognizin~ in this country, 
where the work of developing an unexploited continent has auto­
matically opened up 80 many avenues of utilization, and where export 
market. were always open for any surplus beyond domestic needs. 
Increases in our power to produce different goods do not automatically 
proportion themselves to the capacities for expansion in the demand 
for these different products; in fact, there are definite tendencies to 
the contrary. Agricultural productiVity in terms of output per 
worker haa substantially kept pace with productivity in manufactur­
ing-in fact, slightly exceeded It, during the period 1889-1925.6 The 
p088ibilities however, of expandina' demand are proverbially far more 
limited in agriculture. The reeuft was that the number engaged in 
agriculture remained stationary during this period, and since the war 
haa actually declined, while the numbers in manufacturing increased 
89 percent. More important is the fact that even this adjustment 
waa 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 since 
the World War and a source of weakn888 to the rest of our economic 
structure. 

The absorption of increased productive powers in manufacturing 
has been &88isted by the development of numbers of new commodities, 
some of them of mil'or importance. Thus the development has not 
had to depend who y on mcreasing the demand for commodities of 
familiar types. If it had been 80 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 societ,. 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 80 distributed among the population as to be IS 
blessing by lightenin~ the burden and strain of the economic strugglee 
Quite the contrary; It would be a specter instead of a blessing-tot of 
iaten888 coupled with total loss of income, forced on part of the peos of 
while the others worked very nearly as hard as befare. .And Itn a 
result, there would be even 1888 output of commodities than undege of 
supposed rational choice of "1888 goods and more leisure" beNings, 
the unemployed and those dependent on them would have iosJ;ted as 
power to buy the things they urgently needed. .ng the 

There.is no need. of labo~g the fact tha.t unemployment is :portant 
same thing as deSllable leISure. The pomt is that our mf be held 

• Leo WolDuul, III JleaoD& EcoDomIa C __ pp. ~ 
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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 simple 
and calls for more far-reaching adjustments the faster the rate of 
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 from this source, they might naturally be 
not cyclical, nor occasional, but chronic. There is, of course, no proof 
that such a thing must happen; merely adequate prima facie grounds 
for believing that it may happen. Mere technical progress seems 
capable, lacking the necessary adjustments, of brin~g on a state of 
chronic inability to use all our labor power. This IS something that 
goes beyond the labor turn-over that regularly accompa.nies progress, 
beyond the temporarY displacement of particular workers from par­
ticular jobs, and beyond even the difficulty some of these workers 
mar 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 ex­
perience of various countries after the W orId 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 
chronic 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. 
With regard to the bearing of this on public works policy, there are 
two possibilities, and two corresponding types of policy. One is that 
public works should be limited to dealing with strictly temporary 
emergencies, and the other is that a public-works policy of a different 
and more sustained sort may have a useful place in dealing with the I 

JUor6 enduring kind of difficulties. 
~he policy bein~ carried out by the Public Works Administration 

dunng 1934 was Clearly adapted only to the temporary emergency, 
and would have to be abmdoned if the emergency should prove to' 
be continuous over a long term of years, since no government can go 
on indefinitely borrowing billions for non-self-liquidating works. A 
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more enduring policy DlUSt neceaaarily be finAnced by ta.ution. 
ThHe two type.! of policy "ill be discussed later; for the present it is 
enough to note that the policy followed should have a rational rela­
tion to the cauaea of the difficulty it is aimed to combat. One possible 
caule baa been discUBBedj namely, growth in productive effiCiency at 
too flit a rate for industry to make the necessary adjustments. Other 
possible cauaea remain to be dealt with. 

I. OVERBAVING 

One theory holds that a rich and individualistic country tends con­
aistently to ave too much of its income, and spend too little for 
consumption, resulting in the piling up of a mass of productive 
facilities 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 
eections of the national income which would otherwise have been 
uved and invested in surplus facilities for private production. Ac­
cording to this view, the need of some such measure to rectify the 
balance between saving and spending is a continuin~ need, calling 
for a continuing increase in the average rate of public spending, in 
addition to any temporary increases 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. 

AI a full explanation of the present world-wide depression this 
theory does not seem adequate. This dilpression covers not only 
capital-exporting countries, especially the United States, in which a 
good case for 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 savings 
continued to be spent for tangible goods in ways that created employ­
ment and a corresponding distribution of incomes. The trouble would 
seem to be that when capital equipment reaches a certain state of 
surplus relative to demand for goods, further savings cease to be so 
spent. This might come about rather suddenly, bringing about a 
reversal from prosperity to depression, or it might conceivably come 
about rather gradually, resultiItg in a continuous or progressive excess 
of savings over investment. It appears, then, that the direct source 
of the trouble lies in a shortage of investment rather than an excess of 
savings in and of itself. In bringin~ about this condition, an elj:cess of 
savings mayor may not play an lmportant or decisive part. In a 
relatively poor country, normally importing capital, the shortage of 
inv('stment might easily be diagnosed as due to a shortage of savings, 
especially during the depression itself. And in a country situated as 
is t~e Unite~ States, an ~xcess .of savings, particularly during the 
prevIous penod of prospenty, might well have played an important 
part in bringing about this conditioD 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 bJ credit expansion. And there is at 
least a possibility that a reductIOn of savings 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 situation, it would not be sufficient to control savings alone; 
control of credit expansion would also be needed. 

Another 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 fall, 
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 actual yield of addi­
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 Jields 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. The 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 
eve~ .haye the reverse effec~ to th~ one that is required ~o bri~S' about 
eqmhbnum. For a lowenng of mterest rates results In raIsmg 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 insufficient reason for expecting the automatic machinery 
of the market to bring about the desired perfect equilibrium and 
prevent any possible oversavings. 

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 ideal use. 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 to make the difficult adjustments necessary to absorb it. If 
these adjustments could be speeded up, oversaving might be impos­
sible; but as things are there seems good prima facie ground for 
thinking that oversaving exists, relative to the power of absorption 
possessed by our economic institutions. The conclusion is that, if 
something like chronic unemployment should appear to threaten us, 
the remedies suggested by the oversavings theory would be worth 
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invN~ation and poesible experiment. Whether a permanent 
expaDalon 01 public works should be .tried &8 one of these remedies 
will be discl1ll8ed later . 

•• OTHER CAUSES-CONCLUSION 

Change in the rate of population growth, already discussed as a 
disturbing factor, might well have been discussed at this point as an. 
end~ trend to which our adilliltments may be inadequate or 
tardy. It may accentuate the difficulty of usefully absorbin~ a 
rapid increase m 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 change in the conditions of 
international trade and the mtemational division of labor. The post­
war period has witnessed a violent movement toward national self­
lufficiency{ amounting to a disruption of previous trading relations; 
but under ying this is rrobably a long-run tendency toward greater 
limilarity in the type 0 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 la~e amounts of inter­
national trade are probably destined to diminish m scope. Surpluses 
above domestic demand may become more serious matters; the need 
01 developing a domestic market for domestic products more imper­
ative; the penalty for neglect or failure more severe. 

To sum up, there are grounds for including chronic dislocations 
among 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 aluggish affair, and the hastening of 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 
ourselves to policies whose success or justification binges on the 
assumption that our difficulties are cycles or disturbances of a short, 
self-curing sort. There is always the possibility of troubles whose 
roots lie deeper. 

H. Preeent Proepec:" 

1. CONDITIONS UNFAVORABLE TO REGAINING 1929 LEVELS OF 
BUSINESS 

While prophecy is proverbially risky, still, if one must hazard a 
conjecture as to the immediate futureJ one way or the other, it would 
certainly seem safe to conclude that Dusiness will not quickly regain 
the levels of 1929-not in the first revival and very likely not in the 
one following. Chief among the reasons for this skeptical concllision 
is the fact that the wave of prosperity 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 Europe; 
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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 
in return for our exports. This probably afforded a greater stimulus 
to industrial activity in this country than if we had received payment 
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 
is probably no exact way of proving the answer to this question. 
But if the funds in question had been invested as capital in this 
country, the chances are that a condition of over-equipment would 
have appeared much more rapidly than it did and would have 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 necessity for 
us to go on exporting more than we imported for some time 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 export 
trade, together with a decreased field for the making of loans abroad. 
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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raiae the neceasary funds. Thus, unless there is a shortening of 
hours in industry which continues beyond the intended term of the 
N a tiona! Recovery Administration, there may be a considerable 
amount of unemployment even after the current revival has gone as 
lar aa 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 laarch who would not otherwise have been in the labor market--' 
,,1ves who have had to support the family because their husbands 
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 seeking jobs as soon as a revival becomes 
established. Thus there may temporarily be an abnormally large 
potential lupply of labor. If a system of general unemployment 
wllurance 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 sUPl?ly to 
become permanent. That is, people who were not normally W the 
labor market but had been temporarily drawn into it might find that 
they could draw out-ol-work benefits merely by keeping their status 
811 potentially em'ployable 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 mto industry by the war, have been kept on the rolls in this 
way, although they would not normally be among the gainfully 
emp oyed at present. 

To sum up, there is doubt whether industrial activity will quickly 
return to the 1929 level, while even if it does this rate of industrial 
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, il 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 lor 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 di~inish 
or disappear with revival of business activity. In terms of more 
nonnal 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 
cl~ of comparatively well-~-d~ or the more than well-to-do; and 
t.his class composes only a J.DlIlonty of the population. Other classes 
live to a very large extent m 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 levels of the manual working 
groups. For the great mass of low-paid laborers there is hardly such 
a thing as 'new construction. They live entirely in deteriorated 
properties, many of them close to the line of forced abandonment. 

In other words, new construction of housing is limited to a very 
small section of the total market. The reason is the very simple 
one that 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
mg 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 reason 
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 raIsmg incomes sufficiently to enable 
common laborers to pay the costs involved in new houses wi.th 
really satisfactory accommodations, so long as costs remain as they 
are. Wages and land values are stubborn elements of cost. High 
prices of materials and other elements may be attacked with some 
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 ~eat 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 are 
not likely to be any violent revivals or- collapses in the near future. A 
slowing down of the rate of growth of our population, the less favor­
able conditions of foreign trade, and the caution remaining from the 
experience of 1929 to 1934 all argue against any great exuberance of 
revival. On the other hand, unless and until revival does go to rather 
exuberant 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 phase 
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01 the poet-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 
Ayree, we have now gone through the secondary post-war depression 
and 10 completed the round of major disturbances which are normally 
to be expected aa the sequels of a serious war. This of course does not 
prove in itself that there are no troubles ahead. History never 
repeats itself completely, and there are plenty of economic difficulties 
remaining in the whole 8ltuation, whose potentialities have not by any 
meana been exhausted. All of which bnngs us back for consolation to 
the fact that the world haa not 80 far to fall at present as it had in 1929 
and, therefore, is not likely to suffer a great major crisis. 

Those considerations seem likely for some years to come to out­
weigh the effect of the increasing importance of durable goods in our 
economic system, which tends, as we have seen, toward making fluctua­
tions more violent. mtimately, 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 
lOme 80rt of a breathing space in which to attempt to save itj the 
.. final crisis of capitalism" is not likely to come within the next 5 
years. What may come during that period is a disquieting p'owth 
of chronic 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 things 
adaptable. It must include a choice of policies. to meet different 
conditions rather than one stereotyped program suited to conditions 
of one 8Ort, 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
Bible to tell bow much of the unemployment prevailing at any given 
time will vanish with the next c;r.clical revival 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 dunn~ a cyclical advance, and! after the decline becomes an 
lL88ured 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 measuring 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. The 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 conditions of peak 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 
commercial traffic whose economic value is easier to reckon, consisting 
chiefly of pleasure 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 
before-renewals will be necessary, 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 
: ~xperimenting 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 ~here 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 
include. investigation as to what types of traffic are responsible for the 
greatest damage to different types of road surface, and the adapting 
of the road structure to the traffic, as well as adjusting the traffic to 

. the economically practicable road structure by limiting maximum 
loads or by other forms of regulation. 

Another type of problem arises where it is proposed to reckon 
as one of the benefits of the highway the increase in value of lands 
along its route. The objection has been raised to this procedure that 

54 
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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 eernce 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 with additional traffic 
which has developed as a result of highway improvements and 
which would not have moved otherwise. This presents a still more 
difficult problem of measurement. In many cases it means simply 
that. things which would have been done in any case are now done 
in way. which involve the use of this particular roadway; in other 
words, it become. a question of competition between rival methods 
involving different means of transportation. In this case the whole 
value of eernce 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 
dolla ... on 8 road which diverts traffic from other roads or from rail­
way., although the actual saving on the traffic diverted is' not worth 
the expenditure of the million dollars. The criterion here is,. so 
far 81 poaaible, to bring about an even basis of competition between 
different methods of production, so that the one which survives 
.hall be the one which involves the lowest total cost, including the 
cost to the user of the ~hway and also the cost to the community 
of building and maintainmg it. 

In the case where new sernce is genuinely developed, the value of.." 
this eernce is sometimes reckoned at the difference between the cost 
over the new highway and the cost over older t:n>es of road.. This. 
involv81 too high an estimate. The fact that this sernce was not 
developed under the older methods of transportation means that it, 
was not )Vorth the cost involved in such methods, and, therefore, the. 
net ~ain, when the lower cost of the improvement makes possible the: 
movmg of new kinds of traffic is leas than the full difference in cO)lt by 
by the two methods. Half the difference has sometimes been taken as a 
fair average figure to rep~esent the net gain from genuinely ne", aerrice. 

'So far as the new sel'Vlce reJ.>reaents travel for pleasure or .any-other 
ultimate consumption (tood, Its real value can be only imp~rfectly 
reflected in money estimates. Families on pleasure tri'ps are now 
able to cover more ground and to reach places formerly;maccessible, 
but, on the other hand, the fact that so many reople !lore abl.e to reach 
these places means that the very advantages 0 seclUSIon, pnvacy, and' 
wildness which made them attractive, are measurably reduced. 
Furthermore, the value of the roads for pleasure PW'Poses depends a 
p-eat deal upon the character of the road and its immediate surround­
lOgs. The road lined with billboards and cheap refreshment stands 
hB;B a v~ry dou~tful value ~or t~ese purposes, ~d one of t~e promising . 
thmgs m the highway policy 18 the efforts which are bemg made to 
improve this condition. . .' • 

Another difficult problem consists of the balancing of values as 
between those who use the roads for traffic pUrposes only and those 
who live on them, or the character'of whose environment is deter­
mined by the type of road existing'.· It is interesting to note how a 
strip of concrete highway may be favored bythos6 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-
; urableand immeasurable, depends not upon single roads, but upon a 
coordinated system of transportation in general. As to roads, what 
is needed is a system 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, this 
can be fairly definitely measured. Injury .and death to individuals 
also involve economLc 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.1 The cost resulting from the loss of a human life 
depends upon age, economic status, and the number of dependents, if 
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. However, 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 
'3uch 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 
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 Eoonomic Costs of the World War to the American People, 00. xm. esp. p. 220, IUld apP\IIldix B. 
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unemployed reeourcee to work and getting something out of them in 
place of nothing. Here the fiscal cost of the work hu to be balanced 
against the lIOCial cost of idien6S8, or at leut 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 effect-as it normally 
doee-resulting in increased incomes for the members of the community 
over and above the amount of the Government expenditure, thia is a 
further offset to the cost. However, these benefits do not accrue if 
the effect of the public worb is merely to substitute public spending 
for private spending which would otherwise have been carried out. 
Private spending hu just as many secondary effects u public and 
very likely more, under ordinary conditions. These diffused benefits 
of public worb may properly be taken into consideration, but they 
need to be taken with a proper view to the conditions that determine 
whether these diffused benefits would actually be achieved or not. 
If the public worb are paid for with borrowed money, the cost takes 
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 worb carried out. Such a debt charge, 
on a debt held by domestic bondholders, is not a net economic 1088 
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 throu~h the effects of 
levying and collecting the neceBBary 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 adjust­
ments should not be made unle88 sufficient cause is shown in the 
particular situation involved. Ordinary economic prudence should 
continue to take as its point of departure the calculations of whether 
the worb concerned are worth the amount of money spent, in the 
usual fiscal terms. 

In a general way, it seems practicable to divide public works 
according to their value into four main classes. The precise bound­
aries between these classes are naturally 80mewhat vague, but in a 
given case there is typically not too much doubt in what class a 
given project belongs. 

Grad. A.-Works which properly belong in a rational 5- or IO-year 
program, conceived according to customary standards of good 
Judgment as to the value of the works and tlie total amount which 
the community can afford to spend on them, may be classed as 
"grade A." It is with grade A works that the program of reducing 
busine88 fluctuations advocated by the Webbs and others would 
deal. Among these, distinction must be made between those which 
are ~nt, or whose timing cannot be changed without materially 
impairmg the usefulne88 of the results, and those which can be 
postp~med or a~ticipated relatively easily. The ~o~e urgent wor~ 
furrush the bulS for what may be called the "m.munum econOmlC 
program" for any ~ven year, while optional works furnish the basis 
for what is called, m this study, a "supplementary program." 

There are likely to be limits on the possibility of postponing works 
of grade A without too great a sacrifice of the values to be received 
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 
the other hand, if a given project is postp'oned past a certain critical 
point, conditions may change so that it will no longer be economically 
worth while to carry it out at all, 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 cOHnection 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 postponement 
and of possible anticipation 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 would not be 
included in a program of customary scope. In many cases the ques­
tion whether they 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 and 
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 pro~ects 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 sjlending according to 
budgetary Rrinciples during a term of years. Thus the line between 
grade A and grade B may be defined by a total amount of expendi-
tures rather than by a list of specific projects. ' 

Grade C.-This mcluded projects of substantially inferior value, 
justifiable only as a substitute for relief where a large burden of relief 
would have to be undertaken in any case. 

Grade D.-This includes projects whose value in themselves is so 
low as to be almost negligible, but which may be resorted to where a 
definite amount of relief work 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 surprisingly high. 

B. Particular Characteristics Bearlna on Project Choice 

1. 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 ordinag rates of prosecution of the work. Single dams or 
large public buildings may require 1 year or several years for comple-
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tion. The p:eater number of projects undertaken by the Public 
Worb Administration have been relatively small units requiring only 
& ahort time for completion. Where new projects are undertaken in 
the 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 eort. Otherwise, they would not be likely to reach the 
Itage of maximum employment. of labor until too late to render much 
help to the current. 8ltuation. In fact., they might. serve chiefly to 
give an additional ltimulus to the next. period of industrial prosperity 
at. just. the time when luch a stimulus will do more harm than good. 
On the other hand, where projects are already under war., which are 
likely to take 6 or 10 years to complete, it. may be pOSSible to speed 
up the current. rate of expendit.ure, or to retard 1t, without very 
seriously affecting the date of final completion and without. seriously 
increasing current. costs. 

2. RELATION OF PROJECTS TO AN ORGANIC PROGRAM 

Some projects stand by themselves to the extent that, if they 
are carried out at any_given 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 contemplated, there is no direct service value gained 
as a result. Choice of projects for emergency programs must be 
made with the charactenstics 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 community is committed to such maintenance 
for a long or short period ahead. If it is a question of anticipating 
future works, the cost is less if the maintenance expense is small. 
The type of program which aims merely to shift public-works ex­
penditures from prosperous to depressed I;leriods is best served by 
anticipating projects which have a low mamtenance cost, especially 
if the program goes beyond the scope of grade A works. It is only 
the type of program which aims at l?ermanently enlarged public 
spending wh1ch would welcome additional works carrying a high 
maintenance cost for the future . 

•• EFFECT ON PRIVATE EXPENDITURES 

Projects ma:r involve a reduction in future private expenditures 
through rendenng a service which individuals would otherwise have to 
pay for. The well-established example of this is the public school, 
while libraries, free public clinics and similar services belong in the 
snme class. Such services are often rendered free on the ground 
that they are necessary and that ml;>.ny persons, if required to pay foJ' 

IUii'tIioO--3fj·-5 







60 ECONOMICS OF PLANNING PUBLIC WORKS 

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 
private expenditures (public J?arks stimulate vacation trips), or they 
may call forth, and absorb mto the public pocket future private 
expenditures which would otherwise ~o into the pockets of private 
individuals furnishing competing servIces for a price. This is com­
monly the case, directly or indirectly, with projects classed as self­
liquidating, such as public housing programs. 

5. EFFECT ON PRIVATE CAPITAL OUTLAYS 

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

6. PROPORTION OF OUTLAY GOING TO DIRECT LABOR 

Projects may differ in the proportion of expenditure going directly 
to the laborerS 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 Works Administration has shown a much 
higher percentage of the funds going to direct labor-about 75 percent. 

7. RELATION TO FUTURE SELF-MAINTENANCE OF WORKERS 

The result of the work may be to afford future means for independ­
ently self-sustained labor. An example would be subsistence home­
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 workocs themselves. W Qrks 
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 classification of particular projects cannot be 
made by a general policy-forming body, but must be left to those 
acquainted with the charaeter 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 departmental agencies and to determine with good judgment in 
what respect their verdict should be taken as final (e. 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 char.acter 
of the board and the evidence on which its findings are based. 



VI. VARIETIES or TIMING POLICY 

A. The Cootnctloa Side of Tlmlnj 

Any policy of spending more on public works in dull times than in 
pl'08peroua ones naturiillY' presupposes that during prosperous 
periods work will go on at leas than the average rate j and any such 
policy of the grade A type presupposes that during prosperous times 
work will go on at leas than a long-term Dormal rate, in spite of the 
fact that these Are the periods when funds are most plentiful and the 
natural tendency is to spend liberally. Advocates of a planned pro­
gram therefore typicallv propose machinery for the limiting of expendi­
tures in good times, &Ithough one variety of program would make 
definite ,Provision 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 10-year program of works, 
involving a budget of 10 much per year on the average, and a provision 
that a certain percentage 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 
hody. Coupled with this is frequently the provision that appro­
priations for the full average yearly program shall be made and part 
of the monoy remain unspent, with a further provision authorizing 
any neceasBry borrowing to make such authorization surely effective 
it. would Deed to be reserved out of the debt limit of the govern-
mental unit concerned. . 

Some consider it hopeleas to expect legislative bodies (which can:­
not be authoritatively bound by any such program) to remain within 
the limitations of such a scheme. The political official is anxious to 
make a record of accomplishment for his administration, and to point 
to 88 many :{Iublic improvements 88 p'ossible which have been carried 
out during his term of office. Thus, if there are available funds, there 
is an almost overwhelming pressure tow8rd the using of those funds for 
public works during a current administration and against postponing 
any of them for possible use in conjectural future emergencies. This 
is one ~f th~ strongest reasons for thinking t~at anticipation of public 
works IS easIer than postponement. It remams to be seen ·whether an 
administrative machinery can be set uJ? which will be sufficiently 
devoted to a long-run timing 'program m the interest of reducing 
busiJlcss fluctuations, and suffiClentlY..J).Owerful in the whole adminis­
trative situation . to overcome this political obstacle. 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 expe!lditures during 
these years. • , . . 

The first method, ifl·racticable at all,seems appropriate to. a 
grade A program limite to minor depressions. Major emergencies 

61 



62 ECONOMICS OF PLANNING PUBLIC WORKS 

will always exh~ust 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 ill 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 pros­
perity. In terms of the proportion of the total annual dividend 
expended in this way, this would mean increasing the percentage 
from approximately 2 percent to approximately 6 percent.1 

In terms of employment, this would mean an expansion in the num­
bers directly employed, in the general 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.s Added to this is the secondary effect 
resulting from the spending of the incoml:' by the persons who receive 
it, the amount of which during the first year may be roughly esti­
mated at approximately three-fourths of the primary stimulus.s 
Thus we should have a total expansion amountin~ 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 fra.ction of the shrinkage. During the 
current crisis, actual employment has shrunk not less than 25 percent, 
not reckoning with the large amounts of part-time employment, while 
the national dividend has shrunk by a much larger figure. If we 
took a 25 percent shrinkage of the national dividend as representing a 
major crisis, such a public works program would neutralize so.mething 
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 sliill 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 
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 and Control of Public Works, especially pp. l08-11S; 
also on King's estimates of the total income of the United Stetes. 

I SlMrdiscllssion of cumulative effects of public expenditures in ch. IX. 
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B. The ~OD Side of Timin& 

Here the vital queStion at issue is not merely how far but how 
promptly public works should, or can, be made to expand during a 
busin_ rece&&ion. Obstancies to quick expansion are well known, 
including the legislative procedure of apyropnation-making, or author­
izing borrowing and carryinl; it out, 0 selecting sites and acquiring 
land, of drafting and examinmg plans, receiving bids and letting con­
tracts. Furthermore, on projects of considerable size, it frequently 
requires at least a considerable part of alear before the preliminary 
stages of the work are out of the wayan 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. Where bond issues are 
required, these may, u in the case of the New York State government, 
have to be submitted to a popular referendum, involving a further 
delar, although interim borrowing may be p088ible. W. N. Loucks 
has Itemized the steps involved in the starting of public improvements 
in the city of Philadelphia, with the time intervals involved. As an 
eXlUJlple of his conclUSIOns: 

"The usual or reaaonable time required to complete the joint I?ro­
cedure of authorizing a loan and authorizing and starting a prOJoot 
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 cue of a councilmanic loan, and 
about 257 days in the case of an electoral loan. These reaaonable 
times become 190 and 229 days, respectively, for projects.which need 
not be submitted to the art jury • • •. 

"The reaaonable maximum time interval for the completion of the 
joint procedure of authorizin~ a loan and authorizing and starting a 
project which has to be subDlltted to the art jury and which is to be 
paid for by that loan is about 464 days in the cue of a councilmanic 
loan and about 556 days in the case of an electoral loan. These 
maximum times become 404 and 456 days, respectively, for projecta 
which need not be submitted to the art juri. Such tame intervals 
would result only from a complete combmation of unfavorable cir­
cumstances at each of the steps! 

One of the great difficulties consists in the confusion of separate 
local governing bodies which frequently exists (Chicago being the 
proverbial horrible example) and often prevents any concerted action 
on a uniform plan.' Even centralized pt:.rehasing agencies hardly 
exist in the large cities, and thus opportunity is lost for systematic. 
planning in the field of purchasing or ordinary supplies, which con­
tains p088ibilities for the same sort of scheduling as a timed Public 
Works program. Where Federal grants and loans are part of the 
procedure, a further delay is involved for the scrutinizing of projects 
and the carrying out of the various steps involved in the issuance of 
the subsidy. 

Aside from all the obstacles to prompt expansion ~ from the 
mechanical nature of administrative machinery, one which is per­
haps equally basic is that arising from the attitude of local public 
officials, which in tum is very largely 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 

• WIWam B. Loaeb, TIle 8tabiUlaUoD of Employmeat III P~phla. 1m. pt. III. pp. 1BO-161. 
• Deopile &ilia baDclicap, &be clevelopmeD' of &be c~ IateIroD& piau iDilicaIeo IIIat _ is ~b". 
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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 their 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 vel1 fair expression of the actual interests 
of a single constituency in a smgle piece of public work to be carried 
out for the benefit of that constituency. Secondary effects on the 
state of business activity in general are diffused widely over the 
country, with the result that if a. 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, and it is very likely that comparatively little of this general 
business benefit will actually remain in the particular community 
making the expenditure. That community will have the public 
works to show for the money, and possibly not very much in addi­
tion. It is' only those officials whose responsibilities are Nation-wide 
who have a really effective interest in the timing of public works for 
the benefit of the condition of genera! business. Local officials must 
probably be reached, if they are to be reached at all, by definite and 
tangible financial incentives, such as cheap loans or grants. And 
this, as we have just seen, adds one more element of delay to the 
program. 
T~ can be done to speed u~ this process include advance finan­

cial authorization, advance selection of projects involving 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 uf blueprints and specifications for a sewage-disposal l>lant or 
a schoo 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 
b~n 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 engineermg work. 

With the best that can be done in these respects, new projects can­
not be gotten under way quickly on the arrival of a depression. 
Since !lome time 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 
more impossible to catch such a movement in its early 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 that the rate 
of prosecution of projects alreaddi:der way should be greatly speeded 
up.. This would involve spen' .existing appropriations at a rate 
which would exhaust them before their time was up and would, 
therefore, need to be accompanied by su~plementary ap~ropriations 
rapidly passed. The amount of additional work which can be 
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promptly IeCUJ"ed by this me&D8 may be a material help, but it is 
likely to be rat.her D&rI'OWly limited. 

Thia proposal baa been accompanied by the idea that even a rela­
tinly .man amount of additional expenditures thrown in with suffi­
cient. promptnese, might check the advance of a depression and prevent 
itl cumulative effectl from getting under way. This appears to be 
• more than doubtful hope. It eeems to imply that it is possible to 
maintain private businesa activity at something very close to boom 
lenla by_ a relatively unall public expenditure thrown in at the right 
time. We have seen in chapter III that a cyclical depression usually 
neultl from a eondition of ovel'-flxpanded investment in private 
productin eqllipment, which means that, even if the total volume of 
eolllUDlera' demand were maintained by adding public to private 
spending, private demand for further capital equipment woUld fall 
off until the excess should disappear through obsolescence or the 
growth of normal demand, or both. The cumulative effects of this 
shrinkage might be eountelacted, so far as eoncerns total employ­
ment, public and private both, by a sufficient volume of public spend­
ing, eontinued during the interval until the excess of equipment 
disappe..... This is likely to be at least 18 months in the case of an 
anra~ mild recession. Thus a prompt and small burst of public 
lpendm,18ems to have little chance for forestalling the progress of 
a l'8C8SSlon by a reaction which removes the causes of the private 
Ihrinkage and restores strictly private activity to its boom level. 
Larger and longer eontinued expenditures seem nece~. 

Another difficulty with this program is the fact that it mvolves the 
attempt to maintain business activity at a boom level which, for 
business as at preeent eonstituted. 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 {lroductive forces which still remain unused even at such times. 
But m 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 dee{M!r than an increase in public works or 
the prevention of a shrinka~ m the eonstruction industry as a whole. 
It beeomes, among other things, a problem of altering the distribution 
of ineomes in such a way as to increase the proportion spent by 
eonsumers. 

A permanent standard of living at the level repreeented by any 
of our past booms would call for a different distribution of efforts and 
e~nditures from that which actually prevailed during those booms. 
It 18 something we have never experienced. It is a paradox that the 
maximum eonsumption we have ever attained was only "ttained 
because we were at the same time diverting more of our productive 
effort to capital equipment than we eould possibly keep on diverting 
for that puropse mdefinitely. Thus a program which attempts to 
maintain something cloee to boom levelS of activity, without having 
!IOlved these lo~-run and far-reaching problems of readjustment, is 
probably impoBBlble for that very reason. 

Hence it seems sounder and more practicable to allow that 'part of 
the program which eonsists of expanded public works to Walt until 
buainese activi~ is shown to be below that somewhat vague level 
c:lassed as normAl. By this time the cumulative effects of depression 
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will be under way, though 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 forestallin~ them. 

In the period after a recession has begun and before actiVlty 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 con­
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 mmor 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 carried 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 
program can attempt to do is to hasten and strengthen a revival 
after a depression has reached its bottom.& 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 (b) that these 
cumulative effects are too strong to be neutralized by any public 
works policy which it is practicable to put into effect. This proposal 
means the abandonment of the attempt to use public works as a 
stabilizer of business. In fact, a~ applied to minor cyclical move­
ments of comparatiTely short duratIOn, it would be very likely to 
accentuate the fluctuations by initiating works which would reach 
the stage of large additions to employment at just about the time 
when private business itself was expanding too rapidly" Moreover, 
those minor depressions can be fairly well trusted to run their course 
and eventually end in a revival of the customary sort, without the 
aid of a public works policy" 

The real usefulness of such a program would come in cases where a. 
recession has reached unusually serious proportions and has gone so 
far as to paralyze the normal resources of private recovery. In such 
a case, Government spending may be substantially the only means 
left for initiating a revival and avoiding a dangerous period of pro­
longed paralysis. Thus, if Professor Slichter's view were adopted, 
the policy of expanded public works might best be confined to the 
occasional major crises . 

• 8. H. BUchter, The EconomiCS of Public Worts, Amer. ECOD. Rev., March 19H, pp. 17t-18S. 



This carries implications as to the t~ of program suitable to such 
use. :z'he grade ~ pr;ogram, so far as It hinges on the postponement 
of proJects embodied m a 5- or 100year schedule, would be unsuitable, 
for l'tlasons already pointed out. Projects of this grade cannot be 
held back as long .. would be l'8Cluired. Future projects of this 
8&Dle JmLde might be anticipated, but the amount of work so fur­
nishea would not be sufficient to handle such a very 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 mto effect. 

On the whole, it does not seem wise to adopt this point of vie.w 
unqualifiedly, nor, especially, to abandon WIthout a determined 
trial the hope of reducing the seriOUBDess 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 
one to attempt. This means that the initial stage of a recession 
would be occupied with final preJ>aratory measures for setting in 
motion the expansion side of a ~ade A policy, which should be "'put 
into effect as soon as business is defuiitely below normal. This 
might be so succ8BBful in reducinl; the minor fluctuations that they 
either would not constitute a senous burden, or could be handled 
br the help of stabilization policies carried out within the structure 
o private industry itself. This might be accomplished without 
exhausting the reserve powers of Government available for dealing 
with more serious emergencies when they ~ht arise. 

When the grade A program is actually put mto effect, preparatory 
work should be ,Pushed to enable a larger program of the grade B 
sort to be put mto effect promptly in case, despite the grade A 
program, recession should continue and reach the stage of a major 
emergency. 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 smous matter compared with the advantages 
resulting in the way of prompter action when the emergency does 
appear. It is analogous to military preparedness involving the 
drawing up of plans, most of which will never be used. 

C. Espanllon Without Contraction; A Progreealve Inc:reue In Public 
Spendlnll 

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, 
but rather to absorb permanently an increased amount of the spending 
and producing power of the country in order to correct an enduring 
tendency to maldistribution of effort. This view rests on a particular 
theory of economic dislocations which baa already been briefly dis­
CUBSed (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 'proceed in excees of current 
savings and are financed largely by credit expansion. This realsoUfCe 
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 forms of capital 
equipment, consistent with a stable and healthy industrial develop­
ment. As to this theory 1 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 productive processes carried on in the imme­
diate past. If this were the 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 
~eater than the ratio of normal increase in the circulating medium, 
It can hardly be financed by an endless ilupernormal expansion of the 
credit machinery. It must rest on a more enduring basis such as 
would be furnished by a slow downward trend in the price level. This 
condition might be favored by elimillating, if possible, the concentrated 
bursts of expansion in capital equipment and the corresponding 
bursts of credit expansion. But this '\Vould still leave the problem­
frankIyunsolved 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 II 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 II 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 expa.nsion of public works as a means of 
~etting out of the present depression, financed by inflationary borrow­
mg, 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 s:pent for consumption. It is the latter 
phase of the program which 18 here in question, and the crux of this 
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u the poesibility of raising large amounts of added revenue in the way 
proPQ8ed. 

For this purpose two 9pee of taxation have been suggested, one 
centering in more steeply progressive income taxes, the other in 
an attempt to tax saVlDgll directly. This latter proposal, in the 
only form which the writer baa seen, appear complicated, inquisitorial 
and unworkable, leadi.Iut to more and more difficult extensions in the 
attempt to atop the lew, eeeapes and evasions which would inevi­
tably apring up. Aa to the income tax proposal, it appes.rs that when 
one .tart. with an income tax which is as highly progressive as the 
.ystem in the United States at present, further l~e increases in 
revenue cannot be obtained without making the additional burdens 
regressive rather than progressive in their incidence. 

It is the individual income taxes which are in guestion; 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 h4zhest income 
brackets, it may be fair to assume that practically all 01 the income 
beyond that covered by the next lower brackets is saved. But 
the tax on these highest brackets could not be doubled~~d any prac­
ticable increase would yield relatively small revenue. 11 one proceeds 
to the more moderate income brackets-ilay from $10,000 to $100,000-
tax burdens could be very p-eatly increased and yield very sub­
.tantial added revenues, but It seems certain that only a minor pari 
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 pari of such taxes which comes out of consumers' spendings 
would have no effect in shifting the balance between consumers' 
spt\ndings and savings, which is the purpose of the whole plan. 

Under these conditions, there appears 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 which the taxes would have 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 above the predepression normal. 
The part of the proposed program bearing on this is the first part­
an emergency Public Works program much larger than the present 
one, and financed by expansionary borrowing. To achieve 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. Within these 
limits, it might be useful, but its effect would ap~arto depend more 
on making the revenue system more progressive m its incidence than 
on the particular forms of public spending to which the revenues 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 ~hools than 
on the salaries of teachers to carry on the work of education. 
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The crux of the problem, from this standpoint, appears to be a 
matter of redistribution of incomel!! rather than of a particular form 
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 involve some perma­
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 that public funds should be spent on 
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 aggrevate 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 products. The propo­
sal amounts to a large increase in free public consumption not paid for 
in t\le form of prices. 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 i~ paid for by prices. Thus, the base of taxation would 
be narrowed at the same time that the amount necessary would be 
increased. This fact accentuates the difficulty already indicated of 
raising large amounts of additional revenue in ways which would not 
defeat the purpose of the proposal. 

The limit on the percentage of our total national dividend which 
can go in the form of taxes without materially handicapping 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 War, have 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. 



VII. LIMITATIONS ON ALTERING NATURAL TIMING 
o JP PUBLIC WORKS 

A. General Llmitationa 

We have 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 
clements limiting the policy of timing have been indicated. The 
precise .amount o~ shifting that is possible within a grade A program 
18 elastic, depending on the degree to which the people are willing 
to eubmit to a postponement of desirable projects, or to bear the 
interest chargee 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 Bay, 
no actual experienceB 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

i 
carried out 

by engineers and others familiar with the problems invo ved in each 
particUlar field, and with an understanding view of the deBirability 
of adjusting the timing, so far as possible-even at some COBtr­
would yield a useful check on rough general eBtimates. Such a 
study has not been made, and the rule of thumb may be judged to 
be lLn optimistic estimate of the possibilities. 

Another possibility, not resting on changes in the time when proj­
ects are undertaken, consists of 8.J.terin~ the speed at which current 
projects are carried out. Here also there 18 a presumption that changes 
would involve some cost, because the natural Bpeed is presumably an 
economical one. Projects are naturally carried out as ra~idly as may 
be, to reduce interest during construction, up to the pomt at which 
costA 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 
lon~ enough to JUBtify 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 
fundB available, combined with the policy of distributing the expendi­
turo of theBe funds over different States and districts. For such 
projects, speeding up wo~d mean econo~y.. . 

Another limitation, which would sometllDes be llDportant, consISts 
in the limited available labor supply or available supply of l'!laterials 
of a particular Bort and in a particular localit, where constructlOn work 
mal not have fallen off as much as business m general. This condition 
is likely to occur chiefly in mild, rather than in severe, depre~sions. 
In a major crisis there would be no shortage o.f labor ~r mat!lna~. 

On the other hand, it is urged that constructio~ carried on ill tImes 
of dull business can be done more cheaply, owmg 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 
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margins on their bids. Attempts have been made to measure changes 
in construction costs, which mdicate 80ni~ lowering during general 
business de1?ressions, although the amount appears very slight. The 
possible savmgs are probably greater than the mdexes 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 deHation of wages is 
undoubtedly underestim&ted. On the other hand, a large program of 
Government works is morally certain to stiffen the resistance of these 
elements of cost to the normal forces of deHation. 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 
dull 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 deHation of wage and material costs, while 
still 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 
negotiations -and arrangements in which the construction industries 
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 1llso marked by the announcement by the National 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 deHated if the 
housing program is to be thoroughl¥ successful in achieving its end. 
This proposition may have very far-reaching implications. 

DeHation mlli!t be brought about. One method would be to 
break the power to resist deHation, which seems now to reside in trade 
organizations, systems of price leadership, etc., and restore a more 
thoroughly competitive situation. However, for other purposes, such 
as those of the National Recovery Administration, there may be a 
continuing need for organizations in the construction industries which 
are sufficiently powerful to control competition, including competition 
in prices. One obvious corollary is Government cQntrol of prices, but 
this is not a thing to be lightly entered into. It may be, however, 
that such organizations as already exist may be used for purposes 
of bringing together representatives of the trades, who may then 
be induced to make reductions in prices by agreement without going 
to the length of setting up permanent agencies for price control in 
general. Naturally, such arrangements would be very difficult to 
bring about. If successful, they could greatly increase not only the 
economy but the general usefulness of a Public Works program as a 
stimulus to private industrial recovery. They would avoid the 
very real danger of the bidding up of costs by a Government program 
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to a point at which they act as a deterrent to the resumption of 
private construction at a time when a stimulus rather than a deterrent 
.. needed. 

B. Polldcal aacI MmiDlatrad .. DUIlcultlea 

The greater p~ of public w~rka in this country is·carried out by 
Sta.tee and loc~ti8B, and the difficulty of bringing about concerted 
action on any uniform policy is obvious. Even if localities are willing 
to cooperate, many of them/. in bad times, are unable to collect their 
reJrulu taxes, and their crB<lit is in no condition to stand the burden 
oflarge additional borrowings. Even where their credit is eesentially 
BOund, statutory debt limite may stand in the way. As we have 
already Been, the regular procedures for the undertaking of public 
worb are time-eonsuming and cumbersome. The most avanable 
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 succees 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 starting 
of work dependent, so far as may be, upon a rather simple adminis­
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 m motion financial measures 
already available and engineering plans already either completed or 
carried some stagea toward completion. For meeting major emerg­
enciesJ 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 tbe 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, the'y 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 Statea had State planning 
boards, these boards for the most part had relatively limited bu<4!:ets. 
The members are largely unpald, technical &88lStance has 6een 
financed by the National Planning Board and subsequently the 
National Resources Board, and actu8.l studies conducted under these 
boards have been largely financed by Civil Works Administration 
and subsequently by F. E. R. A. funds or as relief wor.k. City, 
county, and regional planning 1 is in a very similar situation. qut 
of 739 city planning boards reporting to the National Plannmg 
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 10300 with applications involving several thousand more 
were pending' as ~f May 15, 1934.' This is only a small part of the 
total volumQ of relief work employed on Federal, State, and local 

• Tbe N .... England Reclonal PIaDnlnc OolllllllftoD IUId tbe Pacllle Nortb,...t ~0D81 J11annlng 
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surveys and statistical projects. The total number of white collar 
workers so employ-ed -was estimated at approximately 150,000 in 1934. 

Thus, in general, it may be said that most of the States and locali. 
ties which have introduced planning had not in 1934 assumed the 
financial burden it' involves. Reports to the National Resources 
.soard 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 money 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, Naturally, 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 standpomt 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 givin~ 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 measures needed binges on the 
character and objectives of the planning which the:y are to serve. 
If th~ sole objec;tlve.s are tho.se associated )Vith phYSical or regional 
plannmg. as ordmanl, conceived, preparatory measures will <enter 
upon seeU?g that proJects are cho~en such as will fit into an organi­
cally consIStent and maturely conSidered program. From this stand­
point, deliberateness of procedure is rather an advantage than other­
wise, and the result of planning from this standpoint might be to 
increase the number of bodies through whose scrutiny projects must 
pass, and so actually increase the obstacles to any qUick enlargement 
of the program, at least if it goes beyond the scope of projects already 
passed upon. This might be illustrated by the most recent proposed 
Massachusetts planning law. 

If such a plan contemplates a steady rate of expenditure as an 
objective to be seriOUSly striven for, and not merely followed when 
convenient, certain further measures are called for. Public revenues 
will not automatically provide for the requirements of a stabilized 
spending pro~am; 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 flu~tuating revenues. Measures 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 fiscal 
reserves in times when revenues are ample, it appears: First, that 
the principle is sound if the reserves are wisel, handled; second, 
that methods of investing the reserves and realizing on them require 
much thought; and third, that this method alone cannot completely 
stabilize the flow of funds available for current expenses. In addi­
tion, it appears that any program of effective stabilization must 
necessarily contemplate temporary borrowing when revenues are not 
sufficient to meet expenditures under the stabilized ~rogram. 

It is worth noting that the problem of maintainmg outlays for 
current services is more difficult than that 'of maintaining public 
capital expenditures, and is not less important. Borrowing for 
durable public works is an accepted procedure of "sound finance", 
whereas borrowing for current expenses represents an unbalance~ state 
of the budget which is regarded as unsound, though admittedly 
sometimes necessary. More recently, differe~t ideas have been s~­
gested as to what constitutes budget balancmg, among them bemg 
the idea of balancing the budget over a term of approxima~y 3 years, 
or over the term of a business cycle! rather than .over a smgle year. 
It is being urged that an implacab e determinat~on to balance t~e 
budget at all costs during every separl\ote year IS not good public 
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finance. As for borrowing, it has already been noted that advance 
authorization may be necessary for prompt action, while localities may 
require some system of elastiC debt liIirlts. Some of the problems 
involved in elastic debt liinits 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 ~precedented 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 revenues, 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 Q.strain 
for existing fiscal machinery, even. with improvements which are now 
being recommended. 

As a general 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 can 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 spenOing would not afford a positive 
remedy for depressions, but would at least avoid making them worse 
by adding the effects of shrinking public outlays to those of shrinking 
private expenditures. It would be a distinct improvement over the 
existing system and would· represent a benefit not to be despised. 
Furthermore, unless s~ability in ~en.eral current ~xp~nditw:es of 
government IS first achieved, there IS little or no pomt ill ,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 heavily 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 totai amount of expenditures. 
It amounts to keeping the desire for economy and the desire for 
increased spending in thought-tight compartments and attempting 

.. to satisfy both at once. There are, of course, reasons for such a policy 
which are not 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. ~aD.I have already. been provided whereby expenses can be 
stabilized, let us say, dunng a moderate depression, then it may be 
in order to think. about a f~er step and to plan for increasing those 
typee of expendituree Which can most pro'perly be concentrated in 
particular yeara for re&sona of general public policy. The very facts 
which make public works the most appropriate things to expand if 
there is &0 be exp8D8ion and not contraction, conatitute reasona w'hy 
current. expeD888 are not the most appropriate thing to contract, 
if there is to be contraction and not exp8D8ion. If shortage of rev­
enuee absolutely requires a contraction, then from the standpoint of 
making the best Ul!e of the community's money (and not from the 
standpoint of fiscal formulas and rituals) we should by all means 
postpone the conatruction of public works of minor urgency, which 
('an 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 lopcal 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 
~~kage in ~tal expendit';ll"es o~ behalf of States I!lld localities, it 
IS still undesJ.rable that this shrinkage should fall m concentrated 
form on current services, while public works are expanded. 

In terms of the real strain put upon the finances, the various possible 
programs stand in the follo~~ ~rder, starting with the one involving 
the least strain. First, stabilizing current expenditures in a mild 
depression and avoiding a shrinka~e in public-works expenditures. 
Second, stabilizing current expenditures during a mild depression 
while putting into effect a supplementary public-works expenditure 
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 
exp8D8ion during a minor depression, in te~ of. the real strain put 
upon the total financial resources of the commumty. 

However, in terms of orthodox canona of fiscal practice, it may be 
easier to expand public works in a major depreSSlon, while allowing 
current services to shrink, than to maintain current services under 
such conditions, simply because orthodox canons of fiscal practice 
approve of borrowing for permanent works and do not approve of it 
for current services, even though the permanent works a~e not of a 
revenue-yielding sort and do not afl'ord any better secunty for the 
loana than any other form of wise and judicious expenditure. It 
appears that the orthodox canons of .fiscal prac?ce a~e. in .need of 
modification in the light of the und~rl~ng ~conoJDlc reali;ties, m or~er 
to make :possible the most useful distnbution of expenditures durmg 
emergenClel5. 
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The cQnceptiQn Qf maintaining essential current services, Qr Qf 
maintaining the level Qf expenditures Qn these services, may need 
SQme mQre precise definitiQn in cases where the levels Qf prices and 
wages are changing. When these changes are no. greater than they 
usually are in mild business cycles, gQvernmental salary scales do. nQt 
change, and the maintenance Qf service and maintenance Qf expendi­
tures fQr that service remain substantially identical. But when there 
are larger changes in prices and wage scales, then SQme further adjust­
ments may be called fQr. 

First, salaries may be reduced in the same prQPQrtiQn as the reduc­
tiQn in the general price level, with the result that services are main­
tained and what we may call real expenditures, as distinct frQm 
mQney expenditures, are alSo. maintained. SecQnd, salaries may be cut 
mQre severely, while maintaining the same amQunt Qf public em­
plQyment in terms Qf numbers Qf emplQyees and time wQrked. Thus, 
real expenditures may be reduced sQmewhat, while maintaining the 
vQlume Qf services. This may, in SQme cases, be regarded as a neces­
sary evil. Third, eCQnQmies may be made, such as the cQnsQlidatiQn 
Qf departments and h1ll'eaus, Qr Qther eCQnQmies which permit the 
maintenance Qf service with a reductiQn in the total amQunt Qf 
emplQyee time. This is, Qf CQurse, in the IQng run, nQt an evil at all, 
althQugh in terms Qf the stimulative effects Qf increased spending 
during a depressiQn, its value is a minus quantity. FQurth,less essen­
tial services may be curtailed. This alSo. may be a necessary evil, and 
is, even mQre than the third PQlicy, a negative quantity frQm the 
standpQint Qf the stimulative effect.s Qf increased public spending­
during a depressiQn. Fifth, SQme Qf the mQst highly essential services 
may be curtailed. This is undesirable Qn all PQssible grQunds and is 
justifiable Qnly if the fiscal emergency is such as to threaten a genuine 
cQllapse of the J?ublic credit, with resulting bad effects Qn the PQssi­
bility Qf industnal revival. 

Assuming that prQvisiQn has been made fQr the maintenance Qf 
current ser.ices, so. far as the uncertainties Qf the future permit, it 
becQmes prQper and desirable to plan fQr the expansiQn Qf public 
WQrks in times ofdepressiQn. FQr this purpose, further measures Qf 
preparedness will be necessary. Beginning with the schedule of 
apwoved projects, it will need to be differentiated so as to mark off 
certain prQjects for postponement in good times and prQsecutiQn in 
dull times, and in addition at least a first reserve shQuld be set up 
consisting of projects not approved for the grade A prQgram but 
coming first in line if a larger prQgram is to be follQwed. Advance 
engineering work must be done, so far as practicable. Advance 
acquisition of land will be useful where not too costly and will remQve 
the Uncertainty that attends the emergency procedure Qf entering 
upon land by condemnatiQn and starting work befQre the price to be 
paid for the land has been determined. Actual apprQpriation of 
funds, not to be spent until the emergency arises, and corresPQnding 
bQrrowing authorizations, would also help to clear the way of Qbstacles. 
Last, but not least, comes the administrative procedure fQr determin­
ing the need for expanding sJ?endings.Here a certain dilemma exists 

-between the need fQr an obJective standard, such as would be fur­
nished by a perfect business index, and the fact that no single index 
can furrush an infallible and all-sufficient guide to such a policy. 
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~ong. the typee of ind~xee. which might be used are a general 
bUSJD888 mdex, a constructlOn mdex, and an unemployment index. 
Furthermore, since conditions vary 80 widely in different rarts of the 
country, local indexee would be needed for the guidance 0 local units 
of government, or of the Federal Government if and when it grants 
fundi to Itimulate local public works. 

The typical ~eneral bUliness index is weak in that it combinee a 
medley of physical and financial quantitiee, and may not give a clear 
picture of underlying conditions in terms of anyone criterion. The 
employment index has at least the ~vantage that there is no doubt 
as to what it is trying to measure, and the quality of such indices is 
improving to an extent which affords hope that they may soon be re~ 
ble enough to be depended on for such a purpose. An index of general 
employment may be the mOflt important single guide to the need 
for increasedlublic spen~ and public employment, but it should 
never be use without incidental reference to the state of activity 
and 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 case, increased local public works would 
hardl,y be appropriate. On the other hand, a Nation-wide depression, 
both 10 general business and in construction, might justify carrying 
out lome public works in localities which were relatively unaffected. 
In luch 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 indicee 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 industrial conditions are such as to call 
for emergency expendituree. As to the general character of these 
governmental bodies! it is gradually taking shape, with variations 
from ease to ease which can best be left to work themselvee 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 necessaril'yproceeded, 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 communitiee, 
and among other things, drawing up programs of desirable public 
worb for the future, though their studiee 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 He~ble 
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 set~ up of a different type of body, or the 
givinJ:!D~ew functions to eXlSting officials directlY. concerned with 
the .. tration 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 bodiee for the reason that it will be concerned 
to a larger extent with allotment of funds to States and localitiee and 
80 will be farther removed from the actual prosecution of the work. 



IX. CUMULATIVE EFFECTS OF PUBLIC 
EXPENDITURES 

A. Indirect Primary Employment and Production 

The employment created J:>y 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 materiols and delivering them to the site of the work 
and in other services contributing to the work. 

2. Secondary: Employment result~ from the expenditures of 
all those among whom the original public outlays are di­
vided 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 ordin!ll'J 
working conditions, the amount of indirect primary employment lS 
about equal to the amount of direct primary employment. How­
ever, where the volume of direct employment is deliberately swollen 
by reducing the use of machinery, this ratio 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
mate has been repeated by many writers without independent check­
ing. The preserit writer has made some rather rough calculations, 
indicating a range between 70 and 83 percent, 70 percent represent­
ing prospero1JS conditions when profits are liberal and 83 percent rep­
resenting conditions when construction companies as a whole were 
reporting no net income at all.' These percentages are based on the 
figures of total labor income reported in National Income, 1920-32 1 

and thus includes salaries as well as wages. The amount going as 
profits to the construction enterprises seems to have varied between 
about 17 percent in 1929 and nothin~ in 1932, while 30 to 41 percent 
goes into the form of labor income m construction and the remain­
der ~oes 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 this remainder goes to plants engaged in 
the actual manufacture of construction materials and equipment, 
the rest going to extraotive industries, transportation, public utilities, 
mercantile, legal, and financial services. The Federal Employment 

. Stabilization Board estimated that in 1929 there were 703,300 persons 
I Tbe BWMIl of PubUo Roeda In • study entitled "Wbere the Hlgbway Dollar Goes", February 1932, 

__ tbat Dearw 86 JlfJI'08Ilt tbaD 76 percent IIl1'11ceable ultimately to labor. It II88DI8 probable tbat-u.e 
pneraJ OODSUUctloD II~ would be lower than tbe IIgure for roads. 

I Prepared by tbe National BWMIl of EooDomlc Reoearcb, for tbe~ Burean of Foraliln and Domeotle 
Commerce. Tbe Itud¥ .81 made b, Dr. Simon K:1lIIIete. • • 

80 
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emplo1ed in 20,569 plante engaged in the production of construction 
materiala and equipment. (Based on 1929 Census of Manufactures.) 
For the aame year the study of National Income, 1929-32, estimated 
that 1,528,000 workers were actually engalted in construction indus­
triee. 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
proxunately twice as large as the corresponding figures for the 
construction industries proper contained in the study of National 
Income, 1929-32, made by the same investigator. Thus the total 
number of workers engaged in construction of all sorts must 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 empl~ed 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 by the Federal Employment Stabiliza­
tion Board were as comprehensive 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 
of the indirect employment falls somewhere between one-fourth and 
one-half of the direct employment. 

The writer 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 distributed 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 followmg results were 
obtained: 

O ..... In ... m. or COII3tnlctlon Indnetry (mllIlone) •••• ------------.------Wor ...... employed. direct (tbouaende} ________________________________ _ 
Lebor In ... m •• dlrecl (milllonel _________ • _________ • _________________ • __ _ 

~.: :.:~~!~~~~:::::::::::::::::::::::::::::::::: Kltlmated prol:f"or ... netro.llon Industry ____________________ • ________ _ 

1:3::~ r:~~':or~=~o~~)~~~~~~~:::::::::~:::::: 
Klllmaled labor Inoomee.lndlrecl (milllone)-.---_--------------------­
Killmated indirect labor income!! (percent or 1ndIrecI_) - -----------Lebor Income. direct and In_ (mlWona) _________________________ _ 
Lebor Inoome (percent or _) ___________________________ •• _________ _ 
w ...... employed, dlrecl and IndJreol (tbcnuands) ____ •• _____ • _______ _ 

I Arbllnl7 •• 

1928 

_1171 
1,638 

$2,620 
38.8 

$4,680 
11,730 
'1,184 
13, 167 

1,600 
$2,:HO 

70.7 
$4,8110 

70 
I, 128 

1932 

11,700 
8711 

1680 
40.5 

$2,820 

.~.:: 
11,011 

640 
1720 
71.2 

11.4011 
83 

1,313 

Asswned 
norma) 

results or 
1 billion 
don .... 

upended 

I SI,OOO 
870 

$400 
40 

12.102 
$1,851 

'100 saoo 
3\1 

13M 
71 

1735 
76.5 
681 

N.".. -Firat e U .... !rom na\:l""" Income, 1921H12; IOventb Hoe. ootImated (IIcunII not oegregatedln 
Dallonalinoome, I_); roo' or labia, .. tlmated on bull Indl .. teclin lui •. 
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The conclusion is that under ordinary conditions indirect employ­
ment is somewhat less than direct (not twice as great, as the first 
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 
a.mount per worker employed.3 This leads to the natural conclusion 
that the provisions for minimizing the use of machinery have increased 
the amount of direct labor and correspondingly reduced the proportion 
of indirect labor to direct. 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 Apri11934. 

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, $16,706,991 
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 highways, $6,680,655 furnished 127,326 man-months of direct 
employment, or at the rate of $63t) 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 w&.ges 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. 

I It should be Il:epUD mind that this PObUoatiOD was prepared In the aummer of 193t. 
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. An~tner difficulty ar.ises ~rom the fact that some of the outlay, 
~cl~dmg part of what 18 ulti~atell. tr~d 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 conaiderable length of time. Normally, the amount which 
one company is putting into these reserves is matched by replacement 
expenditures and similar outlays which other companies are making. 
During a depression, such expenditures are below normal while the 
policy of discouraging the use of machinery naturally tends toward 
• low rate of actual expenditures for maintenance and replacement. 
The conclusion is that some of the indirect employment represented 
in t~e above figures is likely to be postponed for a considerable length 
of time. 

B. Secondary Effects: The Problem 

The problem of secondary employment or secondary volume of 
expenditures is far more difficult and conjectural. A fair estimate 
can be made of the number of workers who share in the original dollar 
spent for public works, and no statistical evidence is needed to prove 
that whatever part of that dollar the workers do not get, someone 
else does. But the problem of secondary effects is almost entirely a 
matter of conjecture and deductive theorizing. One basic reason for 
believing that secondary effects exist is the fact that business cycles 
exist, since the way in which the business cycle gathers momentum 
in its swings seem to afford fairly convincing evidence that an original 
expansion or contraction of expenditures has produced secondary 
effects returning on itself time after time and multiplying its own 
effects in the process. 

Such general corroboration can never be regarded as absolute 
prQof, since the nature of the original impulse can never be isolated 
with absolute certainty of demonstration. There is one historical 
instance in which the original impulse seems to be fairly well defined, 
namely, the effect on the United States of the war purchases of the 
Allies during our period of neutrality. Here these war purchases 
were apparently the decisive force which lifted the American economy 
between 1914 and 1916 from a state of mild depression to the hi~hest 
level of physical and financial production which it had ever attamed. 
The mam point for our present purposes is that the increase in our 
domestic production was considerably greater, even on a :physical 
basis, than the volume of foreign purchases which presumably It·called 
forth. It, is possible, we Olay conc!ude, for a given cause to produce 
an effect considerably larger than ltself. 

It is also significant to note, as a possible necessary condition, 
the fact that in 1915-16, the United States was building large amounts 
of additional plant capacity in the industries serving the produc~on 
of munitions. If we had already possessed sufficient plant capaclty 
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 effect larger 
than itself, if there had been no plant expansion in this country~ is 
an interesting question on which It seems hopeless to get concluslve 
evidence from statistics. . 

It seems then that we have a certain amount of rather general eVl­
dence indi~ating 'that an incr~ase of eXJ?enditures may have cumulath:e 
effects. The general behaVlor of busmess cycles affords further eVl-
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dence that these effects do not go on forever. There are obvious 
reasons why production cannot eXl>and 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 expansions often stop short of these limits? It is not 
quite so obvious why 8. contraction of industry does not go on until 
everyone is unemployed--or rather, until the existing system of 
private business enterprise, working under the scheme of prices, 
profits, and losses, loses all its power of employment. We know that 
It has never yet lost all th8.t power, 8.nd, in ordinary depressions, sel 
dom loses as much as 20 percent of it. These general facts suggest. 
(1) That economic e~8.nsions and contractions have cumul8.tive 
effects; and (2) that these cumulative effects tend either to exhaust 
themselves after going 8. certain distance or to give rise to counter­
acting forces. But why and how? 

The Government spends 8. dollar. Those who get the money syend 
it again, and those who get it from them spend it once more, ill an 
endless series. Why, 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-ma.king and thereby 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 increBBed 
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; and 
so on! Then the hiring of one road worker could absorb 2,000,000 
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 time 
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 otherwise 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 this one worker. . 

When one considers the question of jDterest and rep8.yments 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, 10 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 m8.Y come in 2 or 3 years. 

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

• Thill-moDth period Is arbitrary. lD the later dIscussIoD 2 mODths Is takeD as being more conservallve. 
Neither figure Is identical with the period 01 turnover Involved In either the "u:cheDge velocity" or the 
"circuit velocity" 01 mODey. boinC rather the time requlrecl to transmit an Inen&se In cIrouit velocity. 



thia IOrt is Prof~r Keynes. I The.re are, in fact, two main theoretical 
app~aches to thia problem. One IS based upon a series of successive 
rece!ptAI and spendin~ of inco~e, in which not all of the increased 
recelptAI are spe~t. ~he othe~ IS base~ upo.n the approach via the 
voluf!le of the cirulatmg medium and ltAI "mcome-velocity" of cir­
~ulatlon: These two approaches will be taken up in the two succeed­
m~ eectiOD8. 

The two theories appear to yield different results. However one 
may be lure that if each of them is regarded merely as a meth~d of 
approach to thejroblem and is followed out as such until all of the 
coml?licating an conditioning factors are taken account of results 
obtamed by BOund use of the two methods cannot well dis~e since 
each will ultimately have to take account of the facts and 'forces 
conside"!d by the other. T~e ~isagreement in the preliminary 
formulations of these two theones IS the result of the em})loyment in 
each case of simplified assumptions which do not do full justice to 
the complexity of the facts; and especially the result of assuming that 
certain conditionin~ factors remain constant when these factors 
actually vary. This difference between the two formulations is not 
necessarily a contradiction, and by comparing the two a better idea 
may be o,btained of the results which are actually to be expected. 

C. Secondary Effect.: the Sucee8live-Spendlnal 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 totAll spendings of the c,ommunity, only a certain part is respent by 
the recipient in ways which go to increase industrial activity within 
that same community. Of 1lhat 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 further 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.' The total effect, then, would be 
twice the amount of the original expenditure, which would then, to 
use Professor Keynes' and Mr. Kahn's terminology, be increased 
by a multiplier of two. If two-thirds of the dollar were respent each 
~ycle, then the total effect would be $3 and the multiplier would be 3. 
II three-fourths were respent each time, the multiplier would be 4 and 
so on. This is graphically expressed in chart 1. 
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No such mechanical formula can do justice to the many variable 
conditions affecting'theproblem. In the first place, the only kind of 
expenditures which can work in this cumulative way are inflationary 
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 
amounts of money are raised, it is never possibl~ 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
tures 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 them­
selves felt. At this point, if not before, further expenditures cease 
to have any effect in the way of cumulative expansion. In addition 
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 
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 
spending, not of 1 nor of part of 1, but of 2 or more, in the second or 
third cycles. This happens when the demand for goods calls forth 
a still larger demand for durable m~ans of production, which is also 
financed in an inflationary way. However, in time of depression, 
there is little chance of expenditures acting in this fashion. 

Any attempt to estimate these secondary effects quantitatively 
by this method binges on three main questions. First, how much of 
the expenditure on public works is inflationary? Second, how long is 
the cycle from the spending of increased money income by an ulti· 
mate recipient to the next resulting spending of increased income bJ 
the next ultimate recipient? Third, how great are the "leakages' 
representing uses of this money which do not, or do not immediately, 
result in a stimulus to the actual volume of production? 

As to the first question, it may fairly be assumed that, in a strongly 
marked 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 offered 
than industry can find use for. Later, as already pointed out, this 

. may not be the case when industry 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-

I 1. Dr. Carl Landauar. who has been studying the experlen08 of Germany In financing public .works, 
concludes that In that country the publio borrowings utilized funds which would not otherwise have been 
used by privata business. Statement In paper read at meeting of econometric Society. Barkeley. lune 
111M. 
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ing August, or even later. n, however, the Government has taken 
all of the unused lendin« capacity of the credit system, then industry 
will not find any availabre to furnish a basis for the activities of r,vival, 
when revival is ready to take place. Some observers think that the 
credit Iystem is in approximately this condition at present, and. that 
the possibility of a spontaneous private revival has thus been forestalled 
and prevented by the Government's effone. This does not seem to be 
true at present, as the banks have large surplus reserves; but the 
possibility is something to be closely watched, and represents a condi­
tion to be guarded against. n this condition is once reached, public 
spendings not only can have no further cumulative effects of a second­
ary sort, but no stimulative effects at all, primary or secondary. 
The conclusion is, then that expenditures financed by borrowing may 
be stimulative to substantially the full amount spent, so long as the 
borrowing stops materially short of the unused capacity of the credit 
system. 

In computing 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 rellef. Even those who are 
not receiving relief from the Government may be receiving help from 
other private organizations or individuals or are Jiving on thell" own 
rese"es, 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 1?ublic works expenditures, representing 
relief of one sort or another which is made unnecessary, would seem to 
be a fair one. 

The avera.!!e relief payment per family as reported by the Federal 
Emergency Relief Administration in November 1933, was $18.22 per 
family per month.' 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 p'ercent 
for Public Works Administration, 10 to 20 percent for Civil Con­
se"ation Corps, and possibJy 5 to 10 percent for the diffused second­
ary expenditures resulting from these various primary ones. We 
may assume

l 
then, that something like three-fourths of every dollar 

spent on puolic works at such a time represents a real added fiscal 
burden, beyond what would otherwise 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 effect resulting from public works expenditures them­
selves. Thus the important thing is the total amount of expenditures 
financed by expansionary borrowing rather than the amOU'lt spent 
in anyone particular way. 

As to the period of circulation, it may be assumed that wages are 
spent, for the most part, within a week, and begin to result in in­
creased wage payments to other workers in !I' fairly short period. 
Interest and dividend payments may be receIved, on the average, 
about 2 months after they are earned, but are slower in being spent. 
On this basis it would seem that an average cycle of 2 months would 
be a CODse"ative estimate. This is a much shorter cycle than the 
... UUell U 0erInIcIe B~ ID Bunq Onphle, May 111M, p. 2& 
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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 circuit velocity or "income velocity" of money. 
This velocity has been estimated at approximately 1.6 per year by 
Prof. James W. Angell.' On this basis we should have a cycle of 
7~ months, on the average, for money to flow from a consumer 
through all the exchanges involved in producing the goods he buys, 
and to get back to an 'ultimate consumer again. However, this 
velocity does not remain constant at 1.6 per year, and there is con­
vincing evidence that it increases greatly with industrial revival and 
falls with industrial depression. In that case, an average velocity 
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. A fairly moderate in­
crease in the total velocity of circulation of all means of payment, 
in response to the pressure created by th~ 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 .0. 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 
eeonomic system. To illustrate by a physical analogy, suppose the 
production of a commodity divided 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 7>' months' supply on reserve or in process in the -
~hole system, anq the average seri~ velocity ~ 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~ days; indeed there is no physical impossibility in its happening in 
7~ hours. This speed of transmission beaTIj'essentially the same rela­
tionship to the 7~-month period as does the 2-month cycle assumed in 
drawing chart 2. . 

Finally, as to the "leakages." One leakage consists of amounts 
spent for imported goods.'o In Mr. Loucks' study with reference to 
the city of Philadelphia, all purchases from outside Philadelphia came 
in this class, and this represented a. major part of all expenditures arid 
constituted the dominant factor in his analysis, causing the secondary 
effects to shrink with extreme rapidity. For a country like the United' 

. States, 5 percent seems sufficient to deduct for this factor, under 
ordinary conditions of our foreign trade balance . 

• 8ee "Money, PrIces and Production," Quar. lour. of Eoon., November 1933, p. '5, footnote. Prof. 
Alvin H. Hansen oonslders this figure too low for normal times, but possibly approximately COlTeCt for 
times of depression. Tbe discrepancy between the two estimates may hinge on the inclusion or ""clusion 
of 8Bvings deposits. Prof....,r Pigou, In The Theory 01 Unemploymeut, has made an estimate of 3. Cf. 
A. H. Hansen, The Flow of Purchasing Power, in .Eoonomlo Reoonstruction, PP. 211-212, footnote. 

ID 8ee discussions by Keynes, Kahn, and Loucks, Blready referred to. 
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Another leakage consist. of savings which are not used to stimulate 
production other than what is already accounted for in the estimate 
now being made. In & time of depression, it may fairly be assumed 
that aD addition to current savings would have no effect at all in stim­
ulating actual expenditures for capital purposes, for the reason already, 
given. Furthermore, for this purpose "savings" includes the repay­
ment of debt. by pel'8OD8 who have been living on credit resources of 
one IOrt or another. And when these resources have been heavily 
.trained, the incentive to get back to a normal footing is so strong 
that it aeemalikely that an abnormally large percentage of increased 
income will go into savings of this sort. Twenty to 25 percent may be 
.. timated aa theleak~e on this account, and even this may be too low 
in an extreme depre8810n like the 'present. There ma, also be other 
deflationary US8I of funds, such as liquidating standing mventories and 
replenishing weakened reserves. On the whole, a total leakage of 
about 33" percent aeems reasonable. There is, of course, the proba­
bility that the percentage of leakage will decrease as industrial con­
ditioD8 grow better, as individuals have less urgent need to get out of 
pressin~ debt, and &8 those with available savings find more opportu­
nity to mvest them msuch ways that they will actually be spent for pro­
ductive equipment. And it has already been noted that at the same 
time these lame conditions that reduce the le!J.kages also make it more 
difficult to raise money for public expenditures in genuinely infla­
tionary way.. ThUI, in & ltage 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 33" percent, 
the leakage may be reduced to 20 percent. The result would be to 
ch~~ the shape of the curve of secondary effects, reducin~ the first 
ins ent from 50 cent. io 40 cents, but With less dwindling there­
after. 

In treating lavings al a leakage, under conditioD8 of heavy depres­
sion, it is not necessarily implied that all of the savings made at such a 
time are completely idle. Some may be used in financing the increased 
production indicated1leakage 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 SAvings do not act as an originating cause of any 
further increase in activity. This question will be taken up more fully 
later. 

Another fact.or which might be treated as a leakagel ~ut may per­
haps better be handled separately, is the amount of this added pur­
chaBinI; power which is absorbed in increasing prices rather than 
increasmg 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, expecialll so far as it may increase the prices which go into 
costs of COD8truction. The formulas and charts m this chapter refer 
to dollar volume of production. 

Another conjectural factor is the effect of the program on private 
capital expenditures, Conceivably it might either increase them or 
diminish them, The increased demand for COD8umption goods might 
cause producers to make capital outlays which they would not other­
wise make, though in & depression they would h&rd.ly 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 Ilrogram results in bidding up the costs of construction, 
It may actually prevent or retard private construction or private 
capital outlays which would otherwise have been made. If this 
happens on any conc;iderable scale, it may completely neutralize the 
secondary effects of the public expenditures, or even more than neu­
tralize them. Thus the secondary and tertiary effects may be ex­
tremely great or may be nothing at all, depending on conditions which 
cannot be reduced to a formula. 

Another limit upon the secondary expansive effect of public spend­
ing may consist m the fact that the funds taken from the credit 
system by the governmental outlays, while they were not needed at the 
time by private industry, may come to be needed later when private 
industry expan':ls. When this happens, the expansion may be 
limited by the previous drafts which the Government has made upon 
the reserve 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 under­
take. This may not be a logical reaction to the prospect of inflation, 
since business men might be able to secure expansion of productive 
facilities at a lower money cost if they carried it out before inflation 
rather than after. But logic probably has comparatively little to do 
with the actual reactions of businessmen when faced' with a prospect 
of a generally disturbing character, and such a prospect is likely to 
have an actually retarding effect. . 

If these latter disturbing conditions are ignored and we go on the 
assumption of a 2-month cycle and a 33~ percent leakage, the second­
ary effects of increased Government expenditures can be calculated 
with exactness, as indicated in the accompanying charts. In chart I 
the series of rectangles of diminishing height represents the successive 
secondary 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 8. true net 
expansion, or else only the expansionary portion should be considered. 
The total area of all these rectangles·is finite and is equal to three 
times the area of the first rectangle, indicatin~ that an' original 
expenditure is followed by secondary effects totalm~ twice as much, 
and is thus ultimately multiplied by 3. This IS the ratio of 
which Keynes speaks as the "multiplier", representing the expansive 
power of expenditures of this sort. It will be noted that the greater 
part of this multiplier is realized during the first year. 

If public expenditures go on in this way indefinitely, then t.he 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, a.nd so on. Thus it will be 
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the lum of a seri. of the same character as the leries representing 
the lucceuive effects of a single public expenditure. If the factors 
remained constant, the two seriee would be identical in amount, both 
b~ equal to three tim. the original expenditure, and the same 
multiplier appearing in two fonnl. Thul the total effect of spending 
a million dollars every 2 months would ultimately amount to an 
increase in the national income of $3,000,000 every 2 months. This 
would happen only if the expenditures were continued at' a unifonn 
rate and maintained their expansionary character while the leakages 
remained constant. Actually, theee factors would be certain to vary 
and hence the ultimate effect would not be exactly the lame as the 
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total effect resulting from the first expenditure, but it would be built 
up in the same way t consisting of one installment of original expendi­
ture,plus the first mstallment 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 ttoverning factors to remain constant. On this basis 
the effect of mcreased Government expenditures at the rate of 
$11000,000 a month would be, during the first year, $12,000,000 of 
pnmary 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 
pncea were successfully combated, this would mean a very substantial 
stimulus to industry • 
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EYen the caaee ooming back to various governmental bodies from 
the increase in buaineea would neutralize a material fraction of the 
original outlay-possibly as much as 25 cents out of the ori¢.nal dollar 
apent. Adding to thia the amount of relief outlays avolded would 
bring the total reduction in the net oost to Government up to an 
amount whoee general r~e of .magnitude may be indicated by a 
figure of 40 to 50 percent (Kahn estima'te8 50 percent). This is under 
the moat favorable oonditions and hinges on a substantially oomplete 
avoidance of price inflation. rhis s~ul~ to business lasts only as 
long .. the Government· oontmues gOlDg mto debt to make these 
inflationary expenditures. When these expenditures cease the effect 
tapen off very rapidly, if the original percentage of leakage oontinues 
to apply. 

The assumption that oonditions Joverning the leakages remain 
unchanged for thia length of time, 18 as already noted, unrealistic. 
Actually, as inoomes become more liberal, people will tend to spend 
more of the added inoomes, thus reducing the amount of the leakage . 
.Also if buaineea begins to revive, the past leakages will oome back into 
active use. At the lame time, thia creates a oondition in which it will 
ultimately be harder for the Government to find, and acquire by 
borrowing, funds which would otherwise remain idle. These stimula­
tive forme of expenditure would become more difficult to make with­
out outright currency inflation. 

It may be worth oonsidering the reasons for thinking that the 
leakag61 would be greater in the early stages and less at later sta~es. 
AI Keyn61 has luggested, when unemployed workers firat_get a lob, 
they have incurred debts or have back taxes to pay, and all they can 
Ipare out of their increased inoome is likely to go into paying off such 
claims. Thus the leakage at first mi~ht well be over one-half of the 
increased inoome, instead of one-third, only decreasing when the 
most threatening debts are paid and some degree of oonfidence estab­
lished. Thus the curve would rise more slowly at first and then more 
rapidly in the later stages. If the W6rkeni were keenly alive to what 
rrught happen if public works came to an end without establishing 
private recovery, they might oontinue to save much the same abnor­
mal percentage of their increased inoome. Such an attitude is 
probably not typical. Nevertheless, a more oonservative estimate of 
secondary effects up to the point where substantial private recovery 
becomes manifest, might be based on leakage of 50 percent, in which 
case $1,000,000 & month of increased Government spending would 
mean, in. the first year, $12,000,000 of primary and slightly over 
$8,000,000 of seeondary expenditures. Afterward, the percentage of 
leakage would presumably decrease. It is interesting to note that 
Keynes, with these oonsiderations in mind, has estimated the leakage 
for the United States at one-third, in a paper delivered after the 
pl'Ment writer had independently made the same estimate. 

The particular constants assumed in drawing this chart are, of 
course, only estimates and it will be worth while to note how much 
difference it makes if different constants are used. Chart III shows a 
number of different curves which might result if the period of circu­
lation of the increased income were shorter or longer than 2 months, 
and if the leakages were more or less than one-third. In this chart, 
curve A represents the conditions assumed in chart II, while the other 
curves represent other conceivable conditions. The shaded atea 
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covers what appears to be the most probable range within which the 
results are likely to fall during the first year. It is drawn on the 
assumption that the leakage will be greater at first anq. then will 
decrease. . 

.As for the other governing factors arising from the state of increas­
ing or decreasing confidence which have already been discussed, 
they naturally cannot be reduced to quantitative terms. In terms of 
these factors almost anything might happen after the first year, and 
therefore the uncertainty of the results becomes much greater. 
Therefore this shaded area is not carried beyond the end of that year. 

CHART III 
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Samples of curves possible ond .. Joynes-Kahn method, with different constants. 
Line OA shows secondary etleots, "month cycle, Ieekage }{, multiplier, 3. 
Line 08 sho~ secondary etleots, l·month cycle, leakage}{, multiplier, 3. 
Line 00 shows secondary etlects, 3-month eycle, leakage}{ multiplier, 3. 
Line OD shows secondary etlects, "month cycle, leakage \1, multiplier, 4. 
Line OR shows secondary etlects, "month cycle, leakage J,i; multiplier, 2. _ 
Shaded area, moat probable range tor tIrst year; governing lactcrs no longer assnmed constant. 

In general, the indicated probability is that, if the Government spends 
$12,000;000 during the year, the total secondary effects during that 
same time are likely to amount to approximately another $12,000,000. 

The assumption that the leakages decrease has some interesting 
effects on the character of the curves. It means that the total effect 
of government spending is no longer limited to a given finite multiple 
of the original amount, but may increase indefinitely until brought 
to an end by some of the less tangible conditions of credit and confi­
dence which have already been noted. It also has an effect on the 
promptness with which the stimulation of business activity falls off after 
the public expenditures giving rise to it have come to an end. In 
chart II, these effects were shown to fall off with extreme rapidity. 
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Under conditions of decreasing leakages, togeth~r with a possible 
retum to circulation of the idle funds representing past leakages, this 
falling off in the effect' would be much slower, and the stimulation 
would lut longer after the public expenditures ceased to be made. 
In fact, under favorable conditions, it might continue more or less 
indefinitely. In short, if businees were caught in a vicious circle of 
paralyBis, and public expenditures lifted it out of this condition, 
normal activity might then continue without further public stimulus, 
though this outcome is far from certain. 

The question of what happens to the funds which have been desig­
nated a. 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 inconceivable 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 that 
the fund. representing the leakages lie idleJ but that they are not used 
in ways which increase the total volume 01 business by more thalJ. has 
been already accounted for in the diagraID8. 

In assuming that one increase of income brings about another 
increase of income in a period as short as 2 months, whereas the 
av~e circuit velocity of money, reckoned at 1.6 per year, implies 
a penod of 7" months, we are &88uming that the volume of busmess 
increases faster than could be accounted for by the existing volume of 
purchasin~ 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, aU of it du~ the early sta~es) may take effect 
in increased credit used by business m financing this expansion without 
bringing about any increase in the volume of business beyond what 
the formula already calls for. During approximately: the first year and 
a half (see chart Vl) the total.mount of otherwise idle funds resulting 
from thIS 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-caUed "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 expansion 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 caU for an impossible 
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 how much of this monetary volume is absorbed 
by increased prices. Professor Mit(lheU's studies have shown that in 
the very first stage of a revival, production is likely to increase some­
what before prices rise. In any 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 govemmental 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 ERects: the Approach via Vol­
ume and Velocity of Circulating Medium 11 

Those who are studying problems of business fluctuations f~om 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 raI?idity 
with which these circulating media go through the entire senes of 
exchanges which lie between one spending of the funds by an ultimate 
consumer and the next spending by an ultimate consumer. The cir­
cuit can be otherwise described and broken into at other points to 
define the c:ycle, but the essential fact is the ratio between the total 
amount of cll"culating media in the country and the total net volume 
of production, or the total national income, which those media of 
exchange serve to finance. This will be called in this study the 
"circuit velocity of money", understanding by "money" for this pur­
pose all forms of media of exchange. This has been estimated 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 government 
expenditures, in order to produce a stimulative effect, must be 
inflationary m the literal sense of increasing the volume of the cir­
culating media. In Keynes' treatment, there is no such necessity­
indeed there is no such necessity even by this second method except 
as it is assumed that velocity remains constant. And the evidence 
indicates that velocity varies greatly, decreasing with business 
depressions and increasing with revivals. '. 

However, if the velocity is taRen .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 
every1~ months. Thus the "multiplier", in Keynes' terms, would 
be infinity·.limited only by time. The only essential feature which 
this very much simplified chart does not show is the distributed lag 
by which the successive effects follow the original impulse. 

If government spending of the same sort continues, the cumulative 
effects are very roughly shown in chart V, which may be compared 
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 approach which the writer has enconntered III by Vernon A.. Mnnd: 
Prosperity Reserves of Public Works, Annals, May 1930, part II, pp. 1&-19. Dr. Mund seems &0 use 8 
mixture of the two approaches. He aeais with wages alone, assumes 8 clreuit velocity of 6 per year and 
8 ieakage of 50 percent, not compounded, thus deducln g secondary eHeets in 1 year equal to twice the 
original expenditure. 
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months, .rter which ita full aftereffecta begin and go OD indefinitely, 
while another installment of original expenditures also begins. Thus, 
the total effect is shown as climbing upward by steps like a flight of 
.lain. Actually, of course, these steps would be smoothed out as in 
the liDe AA. One essential point in this method of approach is that 
there is no finite limit to the total amount of the ultimate effect, 

eR.u IV 

I UJlI11J.LL1J] II 
either of one expenditure, or of the series of expenditures. The effects 
go on indefinitely. Production goes on increasing until something 
outside the formula stops it. A given amount of added media of 
exchange injected into the economic system goes on circulating at 
the rate of 1.6 per year, so long as it remains in circulation at all. 
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In utilizing this first appro.mation-for none of these formulae 

are more than first approximations-as an approach to the problem 
of the actual effects of public expenditures, one of the crucial points 
is obviouslr what is likely to happen to the velocity of circulation. 
On this pomt the only real doubt IS as to the short-tim~ movements 
of circuit velocity d~ the shorter and milder busmess cyeles, 
because the statistical estunatea of natit1nal 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 
"ith 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 was 1.6 in 1929, 
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 cyclical movements, statistical estimates indicate 
that the exch.ange velocity of circulation fluctuates very materially 
from pros:perity to depression, and there is every reason to sU'ppose 
that the cll'cuit 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 re<J.uires moneyexchanf?es to finance a given volume 
of the. national diVIdend through all tne 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 that, if they do not 
move together, this would req.uire a cyclical movement in the total 
volume of exchanges called for In financing a given amount of national 
dividend. This would call for 9yclical 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 while 
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 re~ersed, and 
WOuld continue to shift backward and forward. There is no evidence 
that any such continual shift takes pl&ce.12 

If it is true, as indicated by the abo~e considerations, that business 
revival carries with it a large increase in the circuit velocity of money, 
then we should expect Government expenditures to produce a more 
rapid rise in production than is shown in the line of chart 5A and iI, 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 

" Pro!. James W. Angell has discussed the relationship botwoen those 2 types a! velority in his article, 
Money, Prices and Production, Quarterly Journal of Economics, November 1933, pp. 43-48, 75. On the 
latter page he Indicates tbat movements of tbe excbange velocity over short periods oan be used to inter­
polate figures for tbe sbort-time movements of circuit velocity, on the assumption tbat the ~ move 
togetber. 
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line to show • d~ upward Blope. By taking account of these 
factora, the straight line mcrease, representing the first approximation 
br the second method, is modified in the general direction of the curve 
o decreasing slope which represented the first approximation by the 
first method. And since there were general considerations pointing 
~wB!d a modification of this curve in the general direction of a straight 
Ime, 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 
.ame acale. Here the area below the line 1 on the chart may be 
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taken to represent a given volume of continuing public expenditures, 
and the Bloping 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
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 fsll, 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 resultin~ from public expenditures caused private business to 
start making caPltal outlays, the curve might tum upward. Or if fear 
of inflation or increased construction costs had a paralysing effect on 
private business expenditures, the curve 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 origl­
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 quantita.tive terms. 

E. Differences and Attempted Reconciliation 

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. Keynes 
assumes this to be a passive factor, automatically adjusting itself 
to whatever is necessary in 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 velocity 
of circulation is, to a considerable extent a.t least, an independent 
governing or casual factor. While they do not deny that it may 
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.18 

From this standpoint, in its more rigorous forms, the argument that 
Government spending might increasJl circuit velocity, simply as a result 
of increasing the volume of business to be done, would be thrown out 
of court j it would be dismissed as putting the cart before the horse. 

This last a.ttitude a.ppears definitely wrong. Circuit velocity of 
money is not an independent entity like the velocity of sound: It is 
a ratlo between total production (or total income) and volume of 
circulating media. Its long-run a.verage 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 a completed cycle of production. But fluc­
tuations around this long-run average, or sudden departures from it 
(which are the present point at issue), a.re 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
ments in volume of business. Therefore to explain an increase in 
circuit velocity by an increase in volume of business is not out of 
order and is not putting the cart before the horse. The only question 
that need be asked is whether the change in velocity, which these 
conditions call for, is within its probable limits of va.riation. And 

I' This assumss what has already been said as to the reasoD8 why oIrcult veloclty and _chance veIoclty 
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 
thil extreme range, so far as indicated by yearly estimates}' 

On this basis the conditions described by Kernes and Kahn furnish 
a sufficient cause of increased circuit veloClty of money, simply 
beeause they cause an increased volume of business without a pro­
portionate mcrease in volume of means of payment. But without 
relying on this reasoning alone, still it seems that the nature of the 
proceIIII can be seen to tend toward increased circuit velocity . 

.Assuming that incomes are spent within the time limits already 
luggested, 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 oroers and immediately undertake to produce on an increased 
acale 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_the 
producei'll of these products to speed up in the same way. While 
It may take a year or more for goods to pass through all the stages of 
production from ultimate raw material to fulal product, it may not 
take more than a week for the increased actiVlty to work its way 
back along the same chain of processes and producers and to stimulate 
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 (another way of sa~that exchange velocity 
is low, and with it circuit velocity also). These balances are kept, 
not employed to normal capacity, because nothing better offers. 
When somet~ 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 active use some of the otherwise idle 
funds which have been designated as leakages in the Keynes approach 
to the problem. Or if a business has sufficient funds to make the 
payments, but not sufficient to make them without drawing do~ 
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 
drawin~ down or exhausting of the total volume of balancell possessed 
by busmess as a whole, even though that might happen at certain 
points, and tbere might be some net shifting of balances from busi­
ness to personal accounts. Most 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. 

"ID A11I"Il'. -mateo. aInodJ' oItec1, the largest abort lI_tion aside from the World War, or tb. 
_100111111110 c:riodI, ... from L60 ID 1823 to l.li81D 11123. 
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By the time revival is well established, the proportion between 
business balances -&nd volume of sales will 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 bank 
deposits. This tends to an interesting conclusion-interesting 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 ill 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 furmshed by the borrowings of 
privat~ business. The original stimulus from government can equally 
well take the shape of setting in motion idle funds, and so increasing 
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 
ill the sense of increasing the volume of media of payment, or only. 
expansionary.in the sense of increasing the total flow of incomes. 
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 approach, 
the aftereffects of public spending have no inherent tendency to 
dwindle away but rather tend to continue indefinitely, so long as 
money times normal circuit velocity is sufficient to sustain it.16 But 
we have seen that something very like this may happen under the 
Keynes-Kahn approach, if the "leakages" become very small before 
public spendings come to an end. The most favorable possible out­
come is a revival of -private capital construction which will itself sup­
port an increase in the volume of business without 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 revival. 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 

U By this Is meant, for example, that If 8 given amount of expansionary public spending has taken place 
and has come to an end, leaving more means of payment in circulation, and increasing the national income, 
the national Income will tend to hold this gain indetlnitely, remaining constant at the Increased rate. 
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outcome might be,. and whatever different factors might bring the 
It.imulus to an ena, it seems clear that these factors will lie outside 
the range of either of the formulas which have here been used as 
first approximations. These formulas appear useful as approaches 
to an understanding of the earlier stages of the process, and of these 
earlier ltages only. 

F. Recent Esperience In the United State. 

Any attempt to trace statistically the effect of the present public­
worke policy in the United States is extremely difficult, on account 
of the many other policies affecting business and employment which 
have been go~ on at the same time. Enthusiasts for the National 
Recovery Admmistration 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 the 
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 ita 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 pomt of time, it is useless to try to estimate inductively the 
effects of increased public works spendi.na: 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 
Jul,. 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 diminjgHing 
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 
1934.1' Thus the effect of the codes has largely been to prevent weekly 
hours from rising with increasing volume of business. as th;ey.would 
otherwise have done. There was alre&<ly 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 previous part-time. 

N ManlblJ' Labor RevIe .... M.J' 1934. p. 1020. • 
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Professor Ke~nes's ~alculations 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 moving average centering on August 1933____________________ $102 
a-month moving average centering on September 1933_________________ 123 
3-month moving average centering on October 1933 _____________ ~_____ 158 
3-month moving average centering on November 1933_________________ 231 
3-month moving average centering on December 1933_________________ 369 
3-month moving average centering on January 1934___________________ 422 
3-month moving average centering on February 1934 .. _____________ ---- 435 
3-month moving average centering on March 1934____________________ 348 
3-month moving average 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 significan~ 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 beiween 
one-half and one-third. In chart 3, for example, the lowest line rises 
to appro~imately double the amount of the original expenditure 
within a period of 8 months. This increase in the total financial 
volume of business hasbin the main, represented an increase in 
physical volume also. uring 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 independent 
private revival are cultivated and that any obstacles which may 
exist are removed. 

" The ligure of $100,000,000 is not publisbed. The 3-month moving averages were published On the 
~~~~~~~:~~ .:t~be ~~~rJ~:i~u~~. th~t!:~fe~~:.e desigoated by the last month 01 each 3-monlh 
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A. CoatnlCdoo of Itspeadlture. la the Geaeral Budget While Public Work. 
Are bpaadlaa 

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 
lame reason it is cutting down its work of education. We may need 
more warships, but ""e 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 
tl:ese two branches of expenditure is not the result of a unified policy, 
but of difJerent policies followed by difJerent units of government. 
But 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, and 
warships happen to fall in its field and not education. Also durable 
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. N either 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 ,,"hole. Expansion and retrenchment need to be coordi­
nated on a national basis. 

A. has already been pointed out, governments may retrench by 
cutting rates of pay of public employees, by reducing their ~oUJ'S, or 
by reducing the number employed. The economies made may take 
the form of consolidations of departmental work or other adjustments 
,,"hich do not reduce or impair services rendered, or they may mean a 
reduction of service. 

If salaries are cut onl1. to the extent that costs of livin~ have fallen, 
there is little to be s81d; the real purchasing power distributed by 
~ovemment 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
chasing power which ma! take place in special sections of the Budget, 
such as public works. The direct effect may not be nullified as to 
actual numbers directly emplo:r.edl but the secondary effects on 
employment in general are nullifiea. The most obvious nullifying 
effect takes 'place when the number of employees engaged in regular 
current aervJ.ces 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 eflects of increases in public works and is, in general, not 
a defensible economic policy. " The main justifica!-ion 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 pro~osals for the 
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 
lS, iJ:t general, more damage resulting from cutting down necessary cur­
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 apply 
pressure to squeeze down unduly swollen governmental bbJ~rts of 
current services. But while there are wastes, those who t· that 
government in general renders too many services are wrong. Desir­
able pruning requires much discrimination, and not such a blanket 
cutting of departmental appropriations as takes place under conditions 
like the present. 

3. What has actually happened is rather chaotic. Some services 
were cut from departmental budgets and put back through the Civil 
Works Administration. This included special forms of education, 
together with a considerable amount of regular school teaching, and 
numerous services of investigation and research. This served to 
mitigate, but not to eliminatel the serious effect of the depression in 
cutting 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 !mpport State and local deficits on current services. This, 
however, is a matter of fiscal expediency rather than of sound national 
economy. H States are to be alded 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 policr. 

4. The cutting of current budgelis fits in with the pnnciple that at 
least the regular budget should be bl}lanced

i 
and deficits be eonfined 

to works of enduring value (hence proper y 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. I~' un­
doubtedly served its purpose in overcoming some of the resistance to 
enlarged spending, at a time when the unbalanced budget was creating 
considerable anxiety and there was a strong movement towara 
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 deficits. 
On the whole, this principle seems not to be a proper basis for an 
enduring fiscal policy. 

5. Another criterion for determining whether particular activities 
should be curtailed or not, and one which is more pertinent from the 
standpoint of national efficiency, is the criterion of the service value 

,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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lustained throug~ postponemen~ of public wor~1 even those of 
grade A. Thus, illt were & cholce between curtailing public works 
i.nd curt!'~ IUC~ services as educat~on, this criterion would argue 
for curtailing public works first, assummg that fiscal conditions were 
luch that some curtailing was an absolute necessity. 

If the. fi;scal canons and expediencies which underlie the principle 
of .th~ diVided bu~get cannot be s~perseded by some more pertinent 
pnnClple, but contmue to have rulmg force, then the lesser evil in the 
case consistl of minimizing the bad effectl 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 of stimulating genei-al 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 
otherwise 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 ~oes, is an argument in favor of curtailing 
current public services whlch are rendered by public employees of the 
white-collar class and expanding construction activities which would 
employ common labor. But to follow out this policy would va,., 
qUlckly reduce these white-collar workers to a condition in which their 
reserves also would be exhausted, and then the advantage of this 
policy, even from this special standpoint, would cease. . 

There is even something to be sai~, from this spec~a1.standpomt, 
for laying off workers who have continued to hold their lobs, slmply 
because they have continued to hold them, and spending the moner 
to hire workers who have hitherto been unemployed. However, th!s 
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
cause they are less efficient, and discharging the more efficlent, beca1ll!e 
they have held their jobs for that reason. However, so far as this 
kind of result might be obtained by curtailing servi~es rendered .by 
white collar workers and spending .the m~ney to .~~ construction 
workers, it might not be open to this particular cnticlSm on a large 
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scale, since unemployment in the construction field is so very 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 provident workers who have accumulated savings 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 have 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 validity, 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 wUI 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 means a temporary reduction in the 
flow of purchasing power, which may be 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 lar~er 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 bus messes to make capital outlays 
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 stimulating those industries whose 
stimulation is most strategic and important from the standpoint of 

, business revival. These may be the ones which are casually rrost 
important in bringing about a depression, or those which have suffered 
the greatest shrinkage; but the most important consideration is the 
stimulation of those industries which are most likely to expand their 
capital outlays as a result of a given stimulation. The construction 
industries are undoubtedly arrong those Irost important in bringing 
a condition of general depression, but this is lal1lely because they are 
among the ones which suffered the greatest shnnkage, and it is not 
self-evident that they are necessarily the ones in which a given stim-
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ulua will res~t in the greatest amount of increased capital outlays. 
In fact, precISely becaus~ they ~ve ~uffer~ suc~ a large shrinkage, 
they m~y be ~~ng the wdustnes which will contwue to use existing 
productIve facilit\es rather than to undertake the construction of new 
ones. The chief ground for selecting for special stimulus those indus­
tries which have. suffered most ~~vily would see~ to be the possibility 
that bankruptcIes and the Wlpwg out of cap\tal values in those 
industries may produce. ~ore serious disturbances to the values of 
collateral on which credit IS based. And so far as that is concerned 
~he securities o~ cons.tru~tio~ enterp~ are not widely ~sed by larg~ 
wvestment savwgs wstItutions, bemg wherently unsUItable to this 
kind of use by reason of their highly speculative character. Thus 
from this standpoint the argument in favor of special treatment of th~ 
construction industries does not appear to be extremel,. strong. 

On the whole, the argument for special stimulus w these fields 
seems to come down mainly to the COl! parat.ively simple fact that 
industries and workers in these fields ha, e suffered most heavily and 
are in the greatest need of relief. This is rather a principle of relief 
than of business stimulation. It may, nevertheless, be entitled to 
seriou8 consideration on this score. 

B. Method. 01 Raising Funds Which May Counteract 
the Effect of Spending Them So Far as Conurns Stim­
ulu. to Busine .. of the Sustaining of Purchasing Power 

It has already been 'pointed out that public expenditures can be 
regarded as havwg a stimulative effect on busines8 only to the extent 
that they involve a net addition to the volume of expenditures. On 
this 8core expenditures ·financed by increased taxatIon have only a 
limited effect, and in 80me cases may have no effect at all, or even a 
repressive effect rather than a stimulative one. This is, of course, 
peculiarly true of taxes on consumption. Here the principle is that 
8uch taxes completely neutralize the effect of the spending of the 
funds, 80 far as they result in restrictin~ 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. 

To a les8 extent the same is true of income taxes. So far as they 
go to reduce consumers' expenditures, they serve to neutralize the 
stimulative effect of the spending of the funds by government. But 
so far as they result in reduced savings rather than reduced spendings, 
and so far as these savings would otherwise have lain idle, public 
spending financed by income taxes will have some stimulative. effect. 
This effect will naturally be larger in proportion as the wcome 
taxes come out of the high-income brackets, and smaller as they come 
out of the lower, moderate-income brackets.. . . 

The most clearly stimulative form of financwg consists of public 
borrowing but even here there is a distinction between borrowing 
which .co~es out of the expansive p0'Yer of the. credit ~ys~!D and 
borrowing which comes out of the ul~ate savwgs of w~IVlduals. 
The former clearly means a net increase. w t~e amount which would 
otherwise be spent. The latter operates w 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 8.. 

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 will 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 8. credit system will stand a given amount of demand for 
expansion during 8. severe depression, there is every probability that 
it will be able to stand a further expansion when a revival takes place 
and busiIiess 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 ot 
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 
the effective demand for the class of housing in which private enter­
prise engages. 

This would hardly apply to really successful low-cost housing 
projects, because they operate in a fi~ld in which private enterprise 
does not enter effectively. Here whatever neutralizing effect takes 
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 to 
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. 
On the other hand, if there is a permanent policy of expanding public 

. works of this sort, it may permanently displace a certain 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 interna.tional 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 lueeessful. These students are frequently concerned with ques­
~ionl of ~he main.tenance of price levels! which is only incidentally 
mvolved m a public works policy, and mainly as a byproduct of reviv­
ing general demand if the policy sueeeeds 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 
lales. 

n this argument is carried to the length of claiming that one country 
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 difl'erent countries; and whatever shifting of trade balances 
they bring with them does not seem to be a fatal obstacle. It is 
probably true, however, that the obstructions to trade and exchange 
which have recently grown up have made an import surplus a more 
serious matterz• since the usual processes of automatic compensation 
are no longer allowed to work freely. It would be an instructive para­
dox if the policies by which 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 Germany- 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 p,0ssibility 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.' Under normol conditions of trade and 
exchange, this would not be serions, and might be allowed to bring 
about its own correctives. Under 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 
Inight be little short of disastrous. One Inight conclude, not that 
Germany could not afford the costs of 0. public works policy as a 
means of stimulating business, but rather that, under the circum­
stances, she could not have a revival 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 abnormol conditions. 

The full effects of a program of stimulation in any country ce~­
tainly include the effects upon foreign tr~de nIl:d exchange!!, and this 
may be material enC?ugh to de~erve consideratlOn.. That 18 perh~ps 
the chief moral of this German lD8ronce. The particular effect which 
Germany seems to have experienced depends upon conditions which 
have no parallel in the case of the United 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 Thll IIItostlon II analyr.ed by Dr. Carl Landouer In a ~pea: read before the Econometric Bocie.,. In 
Borkeley, Calif., lone 1934. This Is, of cowse, only ODe possIble interprelation. As IhlSls being re~, a 
report oom .. of Dr. Schacht', plan for rolioDiog roW materials 10 combe& &he ahorla&:e due 10 IDebili&y 10 
..... auJllclaD& Imports. 
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E. Conclusion 

It'is evident that the stimulative effect of a public-works program 
is not assured merely by expanding public works. The effect de­
pends upon how they are financed, on what is happening to the 
entire budget of 'public expenditures, and on the effect which these 
public expenditures produce upon the field for private capital invest­
ment and upon the supply of funds available for private capital 
expenditures. Thus, the public-worksfolicy does not stand by itself. 
In one aspect, it is an integral part 0 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 findings of this 
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 
8S 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 8 condi­
tion in which it will be possible for private expansion to come about 
and, 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 enJ;erprise 
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 
character of the Elxperimental policy the Government is now following. 
It would fit in on1y with a policy looking not to workable modifications 
of the economy of private busmess but to an early substitution of an 
outright collective economy. 



XI. PROBLEMS AND METHODS OF FINANCING I 

A. General Need of Flecal Overhaullnll 

Regardl~88 o( what. is done or is not done in the ~atter oT a public 
works pohcy, there IS need o( a general overhaulmg of American 
fiscal systems in a number o( respects. Some are matters of urgent 
need, which virtually insures that something will be done-for ex­
ample, the clearing up o( irregular accumulations o( local debt and 
of the situation arising (rom abnormal percentages of uncollected 
taxes. Others are matters in which there is a general need for reform, 
aystematization, and improvement, on which the need (or action is', 
lomewhat lesa obvious and pressin... but on which action of some 
IOrt in the near future is neverth~ess extremely necessary. This 
ove:hauling which is neceBSary on general grounds reaches mto sub­
atantially all of the fields o( fiscal problems in which a system of 
planned public works calls (or 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 being considered, there is an unusually 
good opportunity for including consideration of such changes as a 
public works pohcy calls for. But this, of course, requires that there 
be u clearly formulated idea of what the fiscal requirements of the 
public works policy are. 

The general overhauling for which the situation seems to call covers 
the following fields or problems: (1) The depression has resulted in 
weakening financial structures, increasing the burdensomeness of 
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 have 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 
fiscal systems so as to make possible a more stable rate of spending 
in the face of business fluctuations which create instability in the 
revenues. This movement looks in two directions; first, toward 
increasing stability of revenues; and, second, toward mechanisms 
making it possible for expenses to be more stable than revenues arel 
by regular methods which will be recognized as sound finance an<1 
will not carry the suspicion of unsoundness which is created by 
irregular intermittent deficits. These proposed systems involve some 
development and modification of the prevailing concept as to what 
constitutes a balanced budget. (3) In connection with this progrll:m, 
there is need of modifiying the methods and machinery of borrowmg 
and repayment, includmg amortization, in or~er to make them serve 
more effectively the needs of a system looking towar~ more stl!-ble 
public spending power. (4) The kinds of taxes on which we mainly 
rely (or our revenues need to be reexamined, with some possible chang&. 

'T ... proLlelDl ani IIIOftI funy IOU Into In tbe appendlz. 
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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 need of reexamination, 
both with respect'to sources of reveaue and with respect to possible 
transfers of funds from one unit to another. For example, Federal 
grants in aid of education are already be~ strongly urged. 

All of these phases of financial overhauling have a bearing upon a 
policy of planned public works. They may be so handled as to facili­
tate such a program, or to place obstacles ill 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 
recogruze 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 10coJities is suffi­
ciently 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 rlU)orted 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 in 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 ta~es for the bulk of the properties 
affected have ultimately been 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 
m the case of properties possessing substantial value. In some cases 
it is found that the necessity of paying back taxes before a clear title 
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 reluctance of courts and officials to take 
homes from their owners has, in the view 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. Whether this becomes a serious matter or not will 

. depend upon the action of local officials and courts. It seems prob­
able that they will not allow this condition to go on indefinitely, after 
a revival of business restores the underlyin~ power of the people to 
pay taxes. Under such conditions, the ultunate prospect of a sale 
for taxes, coupled with the piling up of interest oharges on the de-
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linquenc;y: at a penalty rate, frequently 9 percent, should act as a 
Itrong Itunulu8 to the repayment of the delinquencies as soon as 
luch repayment 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, 
even by increasing tax rates. The question is raised whether an 
increased tax rate will increase the amount of collections, or merely 
increaae the amount of delinquencies. Thus, local financial officials, 
fearing the effects of an increased tax rate, have frequently resorted to 
borrowing a8 a 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 borrowin~ power remains within the statu­
tory debt limits, or by either reaucing expenses or increasing tax 
revenues. 

Thus, in the next few years there will be increasing pressure on 
localities to reverse the procedure of the last few years, and to spend 
less than their receipts, in place of spending more. For a time, public 
works financed by borrowing will find little flace in local budgets. 
If this movement is accompanied b:y 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 action 
during ,Periods when business is expanding, and when the need is for 
tempenng expansion rather than stimulating it. In this respect the 
next/ear may prove critical, a great deal hinging on whether we can 
avoi the repressive effects of heavy taxes and curtailed public ex­
penditures before business reaches a state in which it ho.s established 
some power of self-expansion. 

C. The StabUizatlon of Public Spending Power 

We have seen that the stabiljzation of public spending power is a 
prerequisite to a desirable public works policy. We have also seen 
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 revenues, since sources of revenue 
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 
system now beina tried in Wisconsin of basing the income tax on an 
average of sever~ years' income, with the result that fluctuations 
should be much reduced and the lag in the response of this tax to 
business conditions should be very much increased. We have also 
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 
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State and local reyenues 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 expected 
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 proposed for closing the gap between 
fluctuating revenues and the need for stabilized expenses. One is the 
accumulation of reserves out of the revenues of prosperous years, and 
the other is the use of borrowing in years of depression.' 

It is proposed, for example, that in years when the personal income 
tax exceeds the average annual yield over the past 3 or 5 years, con­
tributions should be made to a reserve fund based upon a formula 
which 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
siderably. 

Such a system faces a number of practical problems of administra, 
tion, as well as problems bearing on its ecbnomic effects. Like all 
systems involving cycle-stabilizing reserves, it calls for the accumu­
lationof assets during good times which must be realized on during 
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, 
this reaction upon the markets might be negligible, but if all of them 
followed it, it would be a matter for serious consideration. . 

And the further question would "remain whether the existence of 
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 
to be raided. 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 be 
necessary. . 

The conception of a balanced budget is one of the things which such 
a plan aims to modify. It is coming to be fairly generally accepted 

. among students of finance that the fiscal year, as a perIOd for the 
balancing of the budget, is arbitrary; and that there is at least equally 

• For" detailed elaboration oBbese proposals, eee the Report oBhe New York State Commission for the 
Revision of the Till[ Laws, 1933. Pro~als lor stabilizing the yield 01 certain 01 the variable was are 
elaborated In memorandum nO. 11 01 thIS report. CI. also Shere, "A Statistical Approach to Certain New 
York State Till[ Problems." 
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g.ood reason for attempting to balance ~he budget, not during every 
am,pe fiscal year, ~ut over a longer penod, covering a cycle of pros­
penty and depression. The greatest difficulty with this concept of 
bud.get balancing arises from the irregularity in the movements of 
busmeae, both 88 to the length of the cycles and as to the relative 
magnitude of ~he rise ~nd f!JlI in any given case. Thus. any system of 
budget ~alancJng which auna at a balance over a penod oflears is 
necessarily somewhat uncertain as to the length of the perio which 
needs to be covered and as to the possibility of bringing about a 
perfect balance 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 propbecies are 
fallible. A rational system of budget balancing does not wsist that, 
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 deficienc,Y appropriations and emergency financ~. 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 
problem would arise in a much exaggerated form, and the results of 
unexpected 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 
expanses during a period which, compared to the period from 1924-29, 
is bound to 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 modified concept of Budget balancing is the one embodied 
in the t>resent Federal fiscal policy, namely, that of dividing the 
Budget wto two parts, one representing ordinary current expenses and 
the other reJ;lresenting extraordinary outlays on permanent assets or 
on the meeting of emer~ency needs caused by the depression itself, 
which are therefore conSidered to be ~mporary. The.present. a~ of 
Federal financing is to balance the ordinary Budget while permltting a 
large deficit on the extraordinary items. 

With regard to this concept, it mu~t be remembers? that it was 
adopted at a time when there was growmg fear of a defiCit and a grow­
ing movement toward the ~o.Iancing of the Budget. In the face of this 
attitude it appeared necessary to make large emer~ency 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 
bankruptcy. But ,in some respects the logic of this divided Budget 
will not stand searching examination. 

In fact, this logic comes near to a reductio ad 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 servic~ 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 & 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 $80,000,000 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 is 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. 

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 
depressions in ways which take and put into use funds which would 
not otherwise be used. Its borrowings must be in that sense infla­
tionary. And its repayments must, if possible, be deflationary in & 
corresponding sense. As we have also seen, there is probably no need 
of taking special measures to see to it that the funds the Government 
. borrows during a depression are funds which would 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. 
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The problema of repayment, while much less obvious, are in some 
way. more difficult. Repayment does not automatically work in 
precisely the reverse way from the original borrowings, because it 
take. place at a different phase of the business cycle, and one in which 
the condition of the capital market is different .. Borrowing may not 
reduce the volume of funds which would actually find effective forms 
of tJrivate investment, but repayment of loans during a prosperous 
penod may incrcase the volume of funds seeking investment in such 
• way as to .timulate a boom, just at the time when repression, rather 
than stimulation, is the thing to be sought. If the demand for indus­
trial equipment is not sufficient to absorb such funds, they are likely 
to flow into the securities markets fostering an unhealthy stock­
market boom. It may be that reduction of the public debt during a 
period of prosperity needs to be accompanied by definite deflationary 
measure. carried out by the Federal Reserve System, in order to 
neutralize thi. effect. 

Methods of amortization present a further problem. Presumably 
loans made to finance an emergency prolO"am should be paid off 
before the next emergency in order that. the next emergency may 
find the credit resources of the government in as strong a condition 
as possible and not weakened by the effects of the measUres taken 
t~ meet the former emergency. This calls for very rapid repayment. 
The question remains whether this rapid repayment should be put in 
the form of a rigid requirement, such as a 5- or 10-year amortization 
period, or whether it should be left more to the discretion of the 
financial offioials to determine when repayments can best be afforded. 

Ideally, the latter method is the better one, since a rigid 10-year 
amortization period may be extremely burdensome during some of 
those 10 years when conditions 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 havin21inancial officers of ideal wisdom 
and discretion. On the whole, rather short amortization periods 
seem to be called for. However, an exception would most certainly 
need to be made in the case of housing, orjossibly of other kinds of 
works which are to be seU-liquidating, an which cannot reach the 
marKet they are designed to serve unless costs are reduced as far as 
humanly possible. Rapid amortization of housing bonds would 
impose a prohibitive charge, and make genuine 10w-coAt housing 
impos3ible on a sell-sustaining basis. 

Rapid expansion of borrowing in an emergency calls for special pre­
paratory measures, as has already been pointed out. Something 
must be done to overcome the obstacle afforded by the fixed debt 
limits under which local governments operate. Elastic debt limits 
can be devised and made workable without too much complication 
of the credit machinery. It is simple enough to tJrovide ~n ~crease 
in the debt limit a1l;tomatically by the .same Jl.lachinery which 18 us~ 
to determine the eXlStence of a depresSion calling for expanded public 
works.' The only question calling for any ~enuity.is the question 
of how the debt limit, when once expanded m this waY,18 to be brought 
back to normal • 

• 8_lIons "lIb repr4 10 admiDistrativa macblDery !or tbll PIJIlIOII ... Diade III tbe concludiDI 
abapler 01 tblillud,. 
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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 supplementary 
debt limit, and the loans contracted under it, should probably be kept 
separate from the re~ar debt limit and the regular borrowings, with 
provision for the rapid amortization of the supplementary bon-owings, 
so that the next emergency will find tliem wiped off the books. Then 
the regular debt limit could be bllowed to remain, and only the regular 
borrowings charged against it. Thu'J if a sudden need arose after the 
depression emer~ency was declared at an end, and before the supple­
mentary borrowmgs 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, then, is one which requires some 
serious thought but 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-works 
policy need not mean an indefinite mcrease in debt. If the policy 
of rapid repayment during prosperous times is followed with as much 
zeal and determination as are devoted t6 the expansion of public works 
during depressions, there need be no permanent increase of public 
debt. In fact, there is every reason for approaching nearer to the 
pay-as-you-go policy, because the closer any community is to this 
condition in ordinary times, the beUer position it is in to meet an 
eme~ency. In fact, an indefinite progressive increase in the public 
debt 18 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 eme~encies and then neglecting 
to payoff the loans during subsequent penods 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 
emergency loans over an unusually short term of years. The proper 
ideal of a policy of this kind is the ideal of pay as you go, applied over & 

term of years and not over a single year. 

E. KInds of Taxes To Be Used 

The choice of types of taxation presents something of a dilemma, 
from the standpoint of industrial stabilization. From the purely 
fiscal standpoint, it is desirable to have in the tax system considerable 
sources of revenue which are not sensitive to industrial fluctuations. 
From this standpoint, a sales tax is less sensitive than an income tax, 
and there is a strong impulse to use it. On the other hand, from the 
standpoint of economic policy, it is important to use taxes which will 
not reduce consumption more than is absolutely unavoidable. From 
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this .~dp~int, the aale.- tax is definitely to be avoided and a highly 
progre&ll1ve mcome tax J8 one of the best forma of taxation. 
~hu. the attempt to stabilize public revenues calls for one thing 

while the attem~t to .~bilize busin.e~ by stabilizing private spendings 
eallI for something different. This IS one more reason for thinking 
that i~ is not ~ to try too hard to stabilize public revenues, and that 
~~ WISer ~urse 18. to ~ly upon revenue reserves or borrowing to sta­
bilize public .pendings m the face of unstable tax revenues. Then it 
will be possible to continue to use forma of taxation which seem 
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 general property tax, 
haa been showing unexpected sensitiveness during the last few years. 
This tax has become substantially a real-estate tax, and constitutes a 
burden on this form of investment far heavier than the State attempts 
to la}' On other forma. For a time, this seemed to have a certain 
rough practical justification in that the property could not escape, 
the taxes were paid, and people continued to farm the land and to 
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 undesir­
able social consequences. Municipalities have found it necessary to 
grant 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 
emphasize the fact that the tax system forces the farmer into just 
that specialization on cash crops which is responsible for some of the 
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 cash 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. But enough has been said to indicate that the 
present emergency has thrown some new light on this problem and 
brought to bear new considerations which may lead to a reopening 
of the question and some readjustment of tax burdens. In such a 
readjustment, the needs of industrial stabili1.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 the 
readjustment of tax systems. 

F. The ReladoD of Federal, State and Local Finance. 

In overhauling the fiscal system from the standpoint of relations 
between the different States and between Federal, State, and local 
jurisdictions, the more obvious fiscal p.ro~leID:s ~ c.:o~cemed with su~h 
things as double taxation and .contlictin~ Jurisdictions. But ~¥Ie 
these questions are being dealt Wlth, there.1S also the ne~d of provl(:l~g 
machinery such as this study has shown will be needed m the han~g 
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 
have sufficient resources and some have not. Of those which have 
such resources, some would use them and some would not. ··Attempts 
to induce the local authorities to commit themselves to· an extended 
program through voluntary planning face the basic difficulty that no 
current administration can be bound by the plans entered into by 
previous administrations. Therefore a prompt and coherent national 
policy for the meeting of future emergencies will depend on Federal 
action, including the use of Federal funds by way of grants and loans 
to induce States and localities to cn.rry their share of the burden. 

This being the case, it becomes vitally 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 have 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 
requires not only that the Federal Government should be prepared 
to grant funds promptly but that the States and localities should 
be prepared to sublll1t :projects well enough developed and maturely 
enough oonsidered to Justify the Federal Government in making 
grants or loans, and, as nearly as may be, ready for starting actual 
work as soon as the funds are made available. This calls for advance 
planning by the States and localities, with the further proviso that 
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 III order to induce the 
States and localities to make their advance planning really effective. 

The making of Federal grants and loans to States and localities 
raises a host of questions in which cust9mary 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 any 
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. H~re it has not 
linlited 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 would 
not be justified in ordinary times. And in spending, for example, 
considerable amounts for education, it has undertaken support of 
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
thing 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 leem, rather, that there are two lines to be 
draWD-One between works which are ~~~elY self-liCJuidating and 
thoae which are not, and the other mar· off the limit of the total 
amount of outlay. which the Publio Treasury can stand, and still 
remain in a basiclJIy 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 aelf-liquidating other works are to be justified on the ground 
that they tend to promote the general health and productiveness of 
the economio l)'lItem. .And in this respect, it is difficult to draw a 
liDe between durable works which tend to increase the economic 
productivity of lociety by their continued existence, and other out­
lays which tend to rescue the community from the economic paralysis 
into which it hu fallen. 

The important criterion of the soundness of loans granted to 
States and localities as stated in section 203A of the National Indus­
trial Reeovel1 Act is as follows: 

"The President may consider whether action is in process or in 
good faith assured therein (i. e., in the locality) reasonably de~igned 
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 asset 
but whether the whole fiscal system of the community is in a sound 
condition. Even this principle may be too nalTOW 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 taus 
at a time when only sales taxes are available, the result rna;! be to 
neutralize an., good that mi~ht be accomplished through the Federal 
aid. The l>nnciple in questlOn needs to be extended and liberalized 
by constrwng it in the light of the conception of balancing budgets 
over a period including both depression and prosperity, rather than 
insisting upon a atrict balance each year. What may reasonably be 
required is action "reasonably designed to bring the ordinary CUlTent 
expenditures • • • within the prudently estimated revenues" 
not immediately but when something like normal conditions shall 
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 emergency 
subsidies to support ordinary CUlTent services, so long as these 
subsidies are limited to the period of the emergency itself. A com­
munity may use Federal funds in 1934 to build works which would 
ordinarily have come out of the local budget in, let us say, 1936; 
but it can hardly finance its budget of re~ular school inst~ction in 
t.hia way. This aid to local CUlTent sel"Vlces is more certam to be 
confined to the needs of the emergency than is the construction of 
durable public works. 

One fact which needs to be taken account of in any system under 
wh!ch one governmental unit bears.a part of th~ ~o~t ,?f ~ven servi~es 
or lDlprovements, while another umt takes the lDltlatlve m determlD­
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 

laT1080-:!II--8 
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body receives more than it spends, with the result that there is a 
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 is a tendency toward overbuilding of this class, 
as 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 has a 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 involved and 
to introduce elements of delay., This cannot be avoided, 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 exhaustion of the ultimate financial power of the Government. 
As there is hardly any question of a grade A program exhausting the 
available fiscal resources, these limits become a live issue with respect 
to more ambitious programs involving a considerable increase in the 
total amount expended. The first limit arises from the possibility 
of increasing public borrowing to a point which exhausts the public 
faith in the soundness of the credit. This, however, does not stand 
wholly by itself, but is related to a stillmore basic limit; namely, the 
possibility of laying taxes sufficient to support proper charges for 
mterest and amortization of the loans, without reachinO' the point 
where the taxes cripple business or interfere with it s~ciently 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 activity. This, needless to say, is a very indefinite limit. 
At present, we have no tangible standpoints by which to judge it, 
even on the side of the hampering effects of taxation taken by itself. 

Those who deal with this problmn 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, and 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 which 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 facto~ 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 government and not to the amount currently raised out 
of taxes, which is smaller. The amount of the tax burden is probably 
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 World 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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increased .. a result of the ~reat Call in the price level which accom­
panied the present depreSSIOn, resulting in an increase in the real 
weight representt-d by fixed interest charges and salaries and veterans' 
benefits, which did not decrease 8S the purchasing power of the dollar 
I'0Il8. But. the largest responsibility Cor 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. Aa to the prospect for the future, veterans' benefits and sala­
riee haYe already been adjusted to a considerable extent, but the more 
importan& adjustments muat wait until the burdens of depression 
relief are lightened and the volume of industrial activity rises to 
aomething like a normal level. When this happens, the cost of gov­
ernment will presumably settle down at a level somewhere between 
the p~war level and the present abnormally high percentage of the 
national dividend. The precise level will naturally depend on the 
Ipt'ed of recovery which no one can predict with confidence. 

I..ooking over a ionger perspective, to possible future emergencies, 
the main question is whether we can carry a sufficient burden of 
taxation through the years which are to follow the present depression 
to wipe out the increased debt charges which this depression has 
brought ",;th it, before the next considerable emergency arrives, and 
10 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 
crisea will vanish. 

Aa between those who look only at tax burdens and those who look 
at the necessity and importance of J;overnmental 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 standIfoint of the use of public works to relieve 
depressions it appears that somethin~ like a common measure is at. 
least possible, because the question at 188ue concerns the effect of such 
expenditures on the total volume of productive activity without any 
necessary p'reference for one kind of activity as against another kind. 
But the difficulty: remains that the total effects of such a policy on 
~roductive actiVIty at large have not yet been sufficiently analyzed. 
The process consists of the securing of funds from certain sources and 
the spending of them for certain works. Each side of the 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 re{>ayment of loans. And the effects of this latter process are 
also two .. 4llded, 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 already been stated, on the assumption that 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 Iinlited by the fact that the loan funds have already been taken 
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by the Government. The ultimate effects of taxation and revenues 
of the loans remain to be considered. This second shifting of funds 
will, in all probability, result in a net reduction of consumers' ex." 
penditures and a corresponding increase in the volume of fun~s seeking 
mvestment in the private markets. Thus, if it is true that the funda­
mental evil of our economic system is one of under-consumption and 
over-investment, the effect of expanding public works during a de­
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
swer can at present be given. It is one of those matters on which 
agencies for economic planning must carzy out systematic researchel!. 

Among the more immediate limits on a public-works policy are 
those arisi'1g' from the system of divided governmental powers and 
the generii .. inertia of governmental fiscal machinery. Regular 
budgetary procedure is loaded with checks and balances, including 
requirements of legislative action or of popular referenda on proposals 
for borrowing. These have the admirable purpose of making neces­
sary 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, first, on going through 
the process of mature deliberation in advance; and secondly, on 
allowing some central body to take the initiative toward concerted 
action, to give the signal for such action, and, if nerllssary, apply a 
fiscal stimulus. The carrying out of preparatory me.u;ures 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 01' LABOR POLICY 

For the purposes of this study it is not necessary to cliscuss all 
phasea of labor polic,. only some special problems of public works 
policy. Here there 18 • natural distinction between regular public 
worb and relief work. and within the field of relief work a distinction 
between the Civilian Conservation Corps and general relief work. 

A. SelecdoD of Worken 

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 wark­
erI who are unemployed, not among those who merely wish to change 
one good job for another. " 

2. Job. are to be geographically distributed as widely as practi­
cable. 

3. Qualified workers who are legally entitled to preference should 
receive it. 

4. Excessive increase of labor in the vicinity of works projects 
should be avoided. 

5. Local labor which is required and which may appropriately be 
eecured through employment services should so far as practicable be 
selected from lists of qualified workers submitted by local employ­
ment agencies designated by the United States EmploYJIlent Service. 

6. COnvict labor and materials produced by it should be excluded. 
There seems to be no reason to quarrel with the general purport of 

these propositions. Foremen and sUj>ervisory 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 effi­
ciency should be put on separate projects, to avoid mixing them with 
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 
aduiinistrators to assign jobs on the basis of need. for reasons already 
DOted. 
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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 absolute right of 
the worker, re~ardless of his performance. This implies that there 
should be prOVIsion 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 private 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 lmportant. 

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 
spent, 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
chinery, with respect to its effects on (a) direct primary employment, 
(6) indirect primary employment, and (e) costs. 

c. Wages 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 }lolicy should be. Provisionally, it seems that there is ground 
for distmguishing the field of construction and the production of 
capital goods from the field of production of consumers' goods in 
general, and adopting somewhat different policies in the two fields. 
The reason is that, in the field of consumers' goods, increased wages 
not merely increase costs but also come back to the industries in the 
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 be 
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 eo low-cost housmg program, for instance, is to have a 
chance of success, it appears neces~ary that construction costs should 
be deflated. 

Thus the double principle may be laid down: (1) That wages and 
hours in regular public work-s should correspond with thos{' in the 
general market for labor of this t;n>e, i. e., labor in the special field of 
durable capital goods; (2) that this general market rate should show 
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at least some relative decline as compared to rates in consumers' 
goods industrit'8 and should not be bid up as a result of the govern­
mental demand or of National Recovery Administration codes. 
Costs, including wages, should be moderate enough to offer an 
incentive to revival of private demand and not act as ao obstacle 
to it. Judged by this standard, costs in 1934 in these fields seemed 
too hig~, and the governmental demand seemed responsible in part for 
the mamtenance of wages and prices of materials at levels which 
actually discouraged private construction. 

The principle that wages should correspond with those in the 
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 localitie&-i:ommonly 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 scDles 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 char zed 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 Cli.O hardly be overestimated. 

As already indicated, wages on relief work should be lower than 
on regular public works, in order to afford a positive incentive to 
workers to remain in ~rivate emp'loyment 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 to 
maintain this principle and still pay enough to meet a reasonable 
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 lodg­
ing, but money wages are frequently so low as to make the relief­
work 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 
!>f employment in private industry are ,?n a more .satisfactory .basis; 
m short, until we reach a state where relief work will not be senously 
needed. 
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In the meantime, so long as we are not prepared to go over promptly 
to a thoroughgoing socialistic program, the dominant consideration 
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 toW 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 
earnings in private industry at lower rates and longer hours. 

In short, while the policy of real work at real wages, as followed b;r 
the Civil Works Administration, probably made a valuable con tn­
bution as a temporary expedient, it seems certain that it was not a 
policy that could be usefully maintained from the standpoint of en­
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 
chance to do the kind of work which from their standpoint was more 
desirable, while the community lost the value of the resulting product. 

D. Employment Exchanges 

Any reasonably satisfa.ctory policy for meeting these difficulties 
requires some improvement in the gtmeral organization of the labor 
market throughout the country. To this end, one thing which is 
vitally necessary is a really effective Nation-wide system of employ­
ment exchanges, with which both public works authorities and relief 
work authonties can cooperate in the securing of qualified labor. 
Even if employment insurance is destined to take the place of relief 
work to a large ext'ent} such exchanges will be no less necessary for the 
effective administratIOn of an unemployment insurance system. 
For this purpose such exchanges are indispensable, both 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 exhausted before workers are given either relief work or 
unemployment benefits. Employment exchanges will not solve all 
of the difficulties of labor policy, which have been mentioned-some 
of them are inescapable. But such 8. system affords the only hope of 
,grappling with these difficulties in the most systema.tic and effective 
way. 



XIII. mE CONSTRUCTION INDUSTRIES IN R.ELATION 
TO A PUBLIC WOR.KS PROGRAM 

Inasmuch ILl a public works program, while aiming at general bene­
tit to business, is of immediate and direct benefit to the construction 
industries, the relation of the latter to the program is of particular 
importance. If there are abuses in these industries, and if a house­
cleaning is needed, it would be peculiarly unfortunate if the result of a 
public works program were to perpetuate the abuses and protect the 
lDdustries against a salutary and needed housecleaning. Before a 
public works policy takes final shape, a thorough canvass of 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 
affected Wlth a public interest of a specialsort,lustifying a requirement 
that they should do their part sO far as pOSSible toward 0 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 frudy ask that the industries do all they can to 
keep that idle overhead down. The Government may also-be able to 
help tho 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 deHation 
of costs and prices by these industries in order to furnish an incentive 
to industry m general to make use of the construction industries in 
dull times, but as things are, this incentive by itself would probably 
Dot be sufficient The end in view seems to require also action by the 
construction-using industries and interests, to stabilize their demand 
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 0. purchaser of 
construction, with an elastic public-work! 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 mensure of approach to such a program, there should evidently 
be cooperation between public-works authorities and code authorities 
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, 
DOt 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 deflation, might 
be a very doubtful benefit. The result might be that the revival of 
private construction would be postponed indefinitely-postponed until 
the Government program should have gone as far as public opinion 
was willing to carry it, or as far 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 Il,t an inflated level of costs such as the general state 
of demand did not warrant. Thus the result might be merely that 
the evil day of deflation would be postponed, and that business 
troubles might thereby be prolonged rather than curtailed. 

The question has 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 basis 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 place during depressions. Furthermore, 
the wage rates used are either union scales or are likely to be influenced 
by union scales to an extent preventing them from taking suf£cient 
account of deflations in average rates actually paid to workers of all 
classes. And they take no account of the willingness of contractors 
to bid on a 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 economy. On the other hand, if all 
employers follow the same policy..they would almost certainly not all 
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 as to costs or prices, 'with the result that 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. Unless 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 recovery.' 

I Since tbls W88 written a reduction bas taken place In lumber prices; but apparently otber Items of 
onnatruotlon coots bave not followed 'bis lead. 



XIV. SPECIAL PROBLEMS IN PARTICULAR FIELDS 

A. Public: Utllitle ••• AdJunc:t. 
to • Public: Work. Program 

In President Hoover's first effort to combat the depression by 
attempting to persuade industrialists to maintain capital expendi­
tures, the one major group which responded to the extent of making 
an actual increase in these expenditures was that of public utilities. 
This lIuggests the p088ibility that they may afford the most promising 
.tarting point for an attempt to extend this policy beyond the scope 
of IItrictly governmental works. 

It must be admitted that this experiment was not an unqualified 
.uccess. The net increase in capital outlays was very small, and it is 
probable that many of the companies which responded to this appeal 
had cause to regret it afterwards. The attempt was made under the 
most difficult and unfortunate conditions possible. It came at the 
beginning of an unprecedentedly long and severe depression when the 
companies making increased capital outlays not only had to wait an 
indefinite number of years for a revival 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 pf any previous postponement of capital 
outlays such as might have served to accumulate 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. 

This experience indicates that, whatever public utilities may be 
able to do in this direction in the future, it will probably be subiect. 
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. Nevertheless, even if on a smaller scale, the 
same kinds of difficulty will remain. 

On the other hand, if industry is to meet these emergencies by 
planningl as is generally proposed, the public service industries have 
certain aefinite 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 accus­
tomed to providing considerable reserves of capacity in advance of 
current need and are sometimes ordered to render service calling for 
some additional investment which may not by itself yield 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 lo~-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, and 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 spare capacity is allowed to diminish very much, there 
will be an increased risk that the current prosperity will bring an 
unexJ>ected 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 are 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 threugh 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 riillroads are at present facing a crisis which may result in a 
permanent shrinkage of the scope· of their business, though not so 
se'Y'ere as the one through which the street railways have passed. 
M~jor crises are quite likely to be accompanied by such possibilities of 
permanent change. 

In the fa.ce of such difficulties, public utilities cannot be expected 
voluntarily t() risk very large expenditures-not large enough to playa 
major part in sustaining general business, even in a moderate depres­
siGn. And, so long as public utilities are in their present quasi private 
status, any such pro~8lX1 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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prnrurel 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 
01 offering to loan lunda on easy terms, or even to make grants of 
funda on terms which would preclude the companies from adding 
these amounts to the valuations on which tbey have a right to a return. 
Thus it appears poBSible that something might be accomplished, even 
though the poBSibilities are limited. 

The conclusion is that, under favorable conditions and with proper 
advance planning, a moderate amount of increased capital outlays 
may be brought about during the shorter and milder depressions, 
stopping abort 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 01 the first line of defense 
only. Along with moderate expenditures by public agencies, it 
might reduce the severity of theleaaer 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. TraaaportatiOD CoonliDatiOD 

The problem of transportation coordination is a large and many­
sided one. It involves mcidentally 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 
01 the Federal Coordinator of Transportation, so far as concerns 
~eneral Federal'policy. The problem is, however, so broad that there 
IS hardly any amportant loc81 or regional ~ency _ 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 
difJerent types of transport.· State and local planning boards must 
inevitably deal with it m framing comprehensive plana-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 regula~ 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 difJerent 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 samply disposed of by regarding them as under the control of 
the Government commissions and other agencies. 

The system of transp~rtation, w~ch standa .much in need !>f 
better coordination than It now has, mcludes 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 
with 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 miscellnneous merchandise moving 
in less-than-carload lots, and railroads which specialize heavily in 
particular types of business and other roads whose business is general 
in character. It also includes business originating and terminating 
on the rail lines, business requiring local collection and delivery, and 
business involving interchange with water lines or highway transport. 
Water-borne traffic and highway traffic are somewhat more specialized 
in the kinds of goods carried and the general nature of the business 
but still afford wide variety. Every commodity the consumer buys 
embodies an almost infinite variety of transportation services. 

The relationships between these different means of transportation 
are governed not merely by costs, but by a wide range of questions 
of service as to speed and reliability, safety, convenience and com­
fort, and requirements as to packing and shipping and liability for 
damage. This whole system is such an organic unity-or it should 
he-that no one part of it can be organized without regard to the con­
ditions and requirements of the other parts. A simple illustration is 
the virtual necessity for a standard gage on all railway lines, despite 
the fact that traffic conditions on different parts of the network would 
make different gages economical if each of these parts of the network 
stood by itself. A 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 routes take traffic which the railways might 
handle, and these are competitive; but highways also act as mdispen­
sable feeders to the railways, while railways in turn act as feeders to 
the waterway system, although probably to a much smaller extent 
than they mIght do. 

So far as different type of transport are competitive, there are 
two main methods of approach to the problem of a proper adjustment. 
One is to fix conditions 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, mcludin~ the use of publicly furnished improvements and 
facilities. This bemg 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 view to the 
survival of the method which is most efficient in terms of all its costs. 

The other approach is to attempt to determine in advance which 
type of transport is most advantageous for a particular kind of 
scrvice, 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 govern­
ment, ~ far &8 government is concerned merely with regulating rates 
and fixing burdens of taxes or tolls for the use of public facilities. 
~~t any ag~ncy which is enga~ed in the actual. furnishing of facil­
lUes or serVIces for transportauon must necessarily, at least to some 
extent aprroach the matter from the second and more difficult stand­
p?int. I: a p~va~e compa~y deci~es to inve.st c~pital in facil­
lUes for engagmg 10 a particular kind of serVIce, It must satisfy 
it8elf that it has at least the usual competitive chance to make the 
investment pay. And if the Government invests funds 10 roads 
waterway improvements or terminals, in the same way the Govern~ 
ment should satisfy itself, before undertaking the outlay, that it is 
not promoting a socially wasteful method of transportation. And 
this IS the form in which the problem presents itself as a problem in 
puhlic works. 

The main elements of this problem are basically simple, but the 
application is difficult and there are incidental considerations which 
complicate it. Basically, it is a question of reckoning the total cost of 
transportation, including the overhead cost of the whole investment 
involved, whether that investment is made by the Government or by 
a private company, and whether the rates charged for the service 
cover a finanCial return on the investment or not. The question of 
the worth-whileness of building 0. 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 calculation is the amount of use which 
will be made of the improvement, and sin~e this must always be a 
matter of estimate, the whole calculation can never be an ex"ct one. 
This is, of course, particularly true of methods of transportatiotl 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 a 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 cost of traffic by a proposed 
water route, in which the cost of operating a fleet of barges was con­
scientiously reckoned, in a way that was above criticism, but the per­
formance of the fleet in moving freight was estimated on a basis which 
made no allowance for idle time due to irregularities of traffic, or for 
more than a minimum delay of b~es at ~e~als, with the .results 
that the estimated performance was lIDposslbly high and the estlIDated 
unit cost was only a fraction of what would result under ac~ual traffic 
conditions. Furtherm.)re, the total volume of traf;Iic ~arned by the 
waterway was estimated as equal to the full capaClty It ,!ould ha,:e 
had if completely utilized by fleets !Jf barges, all operatmg 8. t~ 
BIUlle impossible rate of effiClency, With the result that the overesti­
mate of performance was compounded. Actually, long before the 
number of .barges 100ved 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 over 
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taxed. Since waterway traffic develops comparatively slowly, the 
average utilization 'Over a period of years could hardly be much more 
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 there 
were introduced three compounding elements all operat.ing to reduce 
the estimated cost far below any figure which could possib1y 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 waterwa~. It mar. even be made 
to aprear that a large volume of traffic will be available, where in 
actua 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 
anv more transfers than would be involved in handling the traffic by 
rall. 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 
1>y 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'!;! 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 compara.ble to a traInload 
of railroad freight, rather than to a carload, and then to distribute 
it at its destination on the same fenns, is a very different matter. 
This is especially 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 estnnating 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 docs 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 o.therwise be possible. Figured still more liberally, from the 
standpomt of the national economy as a whole, any such facilities 
which are produced with labor and capital which would otherwise be 
stan~ idle may be regarded as clear gain, costing the society as a 
whole virtually nothing. This method of figurin~ 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
tiee ~t luch a time, more or less regardless of the possibility of earning 
inteieet on their cost, this doee not affect the question whether this 
amount of capital investment can most usefully be put into waterway 
imerovements, highway imp!"Ovements, or improvements in railway 
facilities. If waterways or highways are chosen simply because they 
are a claas of facilities which government customarily furnishes, while 
railways are customarily financed by private cafital on governmental 
grants, the result is a begging of the question 0 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 reckonin~ the possibility of furnishing 
capital for use by quasi-private "public utilities" on the same terms 
on which 'it is aviillable for public construction of ~hways and 
waterways, but without allowing the ca'pital so furrushed to be 
treated on the same terms as ordinary pnvate capital in reckoning 
the valuation on which the companies have a right to a commercial 
return. 

These are all problema affecting the issue of transportation coordi­
nation as it confronts the authorities responsible for public works. 
Many other phases of the question fall outside this field, such as the 
question whether the railways should abandon large volumes of short­
liaul 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 transportation facilities in the form of automobile 
license fees, gasoline taxes, and other forms of taxation. Ide~y, so 
far as these facilities compete with each other, the total burdens m the 
form of license fees, gasoline taxes, etc., which are borne by highway 
traffic, should correspond ~ arnoun.t to the burden of taxes .and i.J;lterest 
on the permanent way which a railway has to charge to l~ shippers. 
However, it is hardly practicable to make this rule effective for all 
traffic which uses any kind of public thoroughfare, inclu~g the 
public streets which are open to the use of all freely. T~ere 18 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, there 
is something approaching equality, but beyond that it is probably not 
practicable to attempt to go. 

107708 0--,16-10 
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In the past, railways have been justified in the feeling that high­
way competition. was subsidized against them in being given the 
use of expensive highways without having to pay charges corre­
sponding in amount to the taxes and interest which the railways must 
collect from their users. The recent increase in gasoline ta~xes and 
in license fees has considerably reduced the ground for this com­
plaint. Superficially, there may even be some ground for arguinO' 
t.hat the shoe is now on the other foot, since in some States th~ 
receipts from gasoline taxes are used to support the general budget 
and not confined to highway construction. This, however, is not 
conclusive, since the annual budget of highway construction is by 
no means a precise equivalent for the annual charges in deprecia­
tion, maintenance, i!1terest, and taxes on the pennanent way of a 
railroad. To repeat, there is at present no reason to suppose that 
the system is very grossly discriminatory in these respects. More 
accurate studies of costs, on a comparable basis are, however, very 
much needed. 

c. Watershed Authorities 

In the Tennessee Valley Authority, the Government is trying a 
novel experiment in the possibility of controlling the economic 
development of a region, in which the basic controlling factor is the 
system of public works, centering in the development of the water 
power from the rivers of the region. This, of course, is not the only 
feature of this development which involves also land-use planning 
and other elements, but it is the most striking and outstanding 
factor. It is frankly 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 development.s, both in 
the way of industrial and domestic usc; and the success of these 
developments cannot be guaranteed beforehand. Needless to say, 
this experiment, once embarked upon, should be carried through in a 
sufficiently thorough going fashion to afford a real test of the possi­
bilities 01 this kind of regional coordination development. It is 
unusual in that ordinarily public works of this class proceed hand in 
hand with spontaneous lDdustrial 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 development 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 chance 
to appear and to be appraised~ In other words, other watershed 
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 plannin~ organization than one equipped 
to try experiments on a large sCale, on its own authority win its 
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o~ reeou~. This experiment also deserves a most thorough 
tnal, and IS all the more valuable because it is different from the 
Tennessee Valley experiment. Other experiments of still different 
IOrta may well be tried. 

D. Land Utllizatlon 

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 p'"?ved unable successfully to adjust itself. to the changes in market 
conditIOns, gove"?ed a.s they are by world-Wlde forc~s and subject to 
all of the world-Wide dISturbances of the post-war penod. Very rapid 
readjustments of this sort need to be assisted, if they are to be made 
in. ft!1 order!y "I!a1. and are not to involv.e ruinou.s .loss and distress to 
millions of mdiViduals, who are faced Wlth conditIOns for which they 
are not responsible. 

A second and even more compelling reason for a coherent public 
policy is the fact that the country is already following a number of 
different policies, which have at times been definitely inconsistent with 
each other. With one hand the Government 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 cultivation by bringing about the abandonment of the 
poorest lands. These two angles of the Government's policy have 
recently been brought together under the guiding princil?le of taking 
out of cultivation areas of equal yield to those brought mto 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 circumstances, 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 subsistenc,e 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 Valley authorit;y, represents 
an experiment of which the outcome can onI,. be aw:alted. In the 
meantime, it affords one of the fields into which public works funds 
can be directed. And, so far as it proves successful, it opens up a 
field which has become promisin~ in that the kind of economic de­
velopment it tends to produce IS a more nearly self-sufficing one 
than the present system, better adapted to standing the strains of 
depression, and one in which the natural demands for fresh. devel~p­
ments is likely to coincide roughly with future burdens of mdustnal 
depression, so that it affords a field in which expansion of pU.blic works 
expenditures during depressions can most naturally be carned on. 

There are other needs and opportunities for public works in con­
nection with a system of l!l~d use pla.J?-J?ing. and development. S,?il 
surveys are needed for guldmg the utilizatlOn .of t1?-e land, work m 
preventin~ erosion is needed to protect our basiC soil resources from 
bein~ rapidly destroyed, and forestation and the d~velopment ,?f 
publIc park areas, in regions which have proved unsUltable' to agn-
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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 HO'lsing 

, The importance of this problem has already been indicated, together 
with some of the difficulties. No single tYJ>e of program can be 
prescribed for all situations-for example, it is 1Illpossible 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 
~ 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 and 
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 AI$ 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 actual housing 
developments and financing others with public funds. As already 
pointed out, attempts to force developments of his 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 
great advantage that it does not substitute public enterprise_ for pri­
vate enterprise in such a way as to create the danger of obstructing 
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. Elforts at Self-Help or Self-Sufficing Production 

In this field widespread experiments have sprung up spontaneously 
throughout the country, r8.1sing the problem of public policy and 
attitude toward these experiments. Their usefulness is obviously 
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limited 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 
Gov~"?-me!lt become .a coordinating ageIl;cy making pOBBible local 
speCialization on particular products and mterchange on a national 
tlCale, and pOBBibly 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 this sort of activity be main­
tained in readiness for expansion in future emergencies? How would 
• more extended system of this sort react on the prospects of private 
business recovery? 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 the meantime, the Government is itself engaged in the very 
interesting experiment of putting otherwise unemployed workers to 
work in producing goods for the use of the unemployed themselves. 
As already noted, this opens up one of the most natural avenues of 
demand for labor at a time when workers are in need of goods for the 
reason that private industry cannot find means to employ them and 
thus to give them the incomes neceBBary to purchase the goods in the 
ordinary way. The economic results of this experiment remain to be 
determmed. Already there have been protests from private producers 
who see in it a reduction of the demand for their own products. To 
this 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 frolD 
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 cannot 
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 in the reserve of labor power represented by the unemployed 
workers, standing idle 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 eml?loyed 
workers a better living than they are actually producing by thea ~wn 
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 jus~ifiable one ~der 
present conditions and one to be earned out cautiously and Wlth 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 adequate by 
itself alone to produce the desired result, but needing to be coordinated 
with numerous other instruments and agencies. If they could be 
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 a 
considerable number of policies or fields of policy, each broader than 
public works. in which public works play a part. Even to carry 
out the purposes most directly associated with public works them­
selves, there is neM of coordinated action in numerous other fields. 

The classification of problems and fields of investigation and 
action can be carried out on a number of principles, some of them 
quite metaphysical. For the purposes of this study, classification 
will be governed by the kinds of considerations which have a direct 
bearing on the organization of the actual. work of investigating 
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, such as an executive 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 necessary to 
see that these new purposes are successfully carried out. 

It is becoming increasingly true t.hat the economic field does not 
present an area of separate problems, but a network of interrelated 
ones. This network is an organic unity. Nevertheless, 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. We 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 
interrelat.ions. Control is of many sorts, directed to many ends; 
and human welfare, as we actually deal with it, becomes a matter 
of adjustment and coml?romise between different values for which 
there seems no possibilIty of developing a common yardstick of 
measurement. 

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 

144 
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different purposes, different approaches to economic problems, and 
d.ifferent ~erspe<;~veslimiting. the scope. of their ~iew and the ~~pha-
81S of thelr poliCies. The dictator ffil~ht specify some pohCles 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 
attention, at beinf asked to spend time and divert their minds to 
a consideration 0 the problems of other executive bodies, more 
especially if they are asked to modify their governing purposes and 
policies for some reason which to them is incidental. Such modi­
fications may be necessary to the successful achievement of the 
main purpose of some other executive body, and an appreciation 
of that fact may reduce the resistance, but will not automatically 
abolish it. For a count17 which does not live under a supreme 
dictatorship, the problem IS mainly one of coordinating the different 
purposes and limiting perspectives, rather than overruling them by 
executive fiat. 

The amount of this work of coordination is growing, and will con­
tinue to grow. This means that the executive authorities must spend 
an increasing amount of their time in this way. And it would be only 
natural if the head of a department came to feel, at times, that it was 
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 
dele{tation of the more routine executive work, leaving certain strategic 
offiCials (who need not in every case be the heads 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 attempts to prevent the condition 
or cure it. Unemployment, however, 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 prevention. 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 governmental 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. More or less closely related with the fiscal 
fields is the field of money and credit, overlap'ping 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 prevention, and of busmess­
cycle policy, as well as other aspects lying outside of all these fields. 
One might try to represent these relationships in a dia<7ram with 
overlapping areas, but no such diagram could do justiceOto all the 
inter-relationships ll)volved. 

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 persons engaged in construct­
ing the works these many ultimate purposes may be taken for granted. 
Certain things are wanted. The purpose of a public-works authority 
is to furnish these things as effectively and economically as possible, 
in proper amounts and of proper kinds. Even this, however, calls 
for some judgment as between the conflicting values involved in more 
or less adequate supplies of different kinds of public works in general 
and of saving the public's money for other purposes. But even with 
such consideration as is ordinarily given to these broader questions, 
the perspective of those directly engaged in furnishing public works 
is ordinarily It limited one, concerned mainly with technical efficiency 
and economy. 

The actual official is likely to have a still more limited perspective, 
in which he is looking at one kind of public works 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 at with a view 
to genui,nely coordinating these different parts, and if in addition it is 
looked at In a long-time perspective, then the result is different. 
The outcome is public-works planning; and when this is carried to its 
logical conclusion it is nothing shorl. of the designing of a setting for 
the whole economic life of It 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 consttucting the works. Eco­
nomic life is affected not merely by the services rendered by the com­
pleted works but also by the process of completing them. It is It 
question not merely of the kind of physical equipment with which 
the community will ultimately he furnis4-ed, 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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publio works were limited to replacements only, that would in itself 
be one of the most catastrophic changes that could be imagined. In 
ahort, the logical development of public--works planning, starting 
with the narrowest conception of it, leads inevitably to a kind of 
planning which includes 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 alniost completely ignored until very recent years. 

The practical problem resulting is one of introducing this objective 
into the administration of public works. This becomes 0. question 
of introducing persons who have the background and point of view 
necessary for dealing with this problem adequately, or who will devel­
op it through being specifically charged with this function. At pres­
ent the typical construction engineer dealing with the construction 
of public works does not have this background or point of view. Some 
few en¢neers have it; many economists have it; and other individuals 
in vanous pursuits are developing it in varying degrees. Not only 
must such mdividuals be found, but they must be equipped with the 
neceB8ary tools in the way of research and statistIcal information 
and so organized and placed in the scheme of governmental agencies 
that the:y may contribute their :part in the determination of policy 
without mterfering with the effiCIent handling of the technical parts 
of the work which call for a different personnel with a different 
backJnound and point of view. 

2. -nut 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 adminIstration of public works 
and looking to industrial stabilization as their main purpose in the 
Bcheme, they must not merely be a part of the public works adminis­
tration, but a part of a larger scheme of or~anization, comprehending 
all the necessary elements of a stabilizatlOn policy. This includes 
policies in the fields of prices-both general price levels and 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, unemployment relief or unemployment insurance, and other 
incidental matters. A proper public works policy depends on what 
is done in these various fields, and vice versa. 

As already remarked, public policy in respect to industrial stabili­
zation is comin~ to be a definitely recognized field of policy. But, 
unlike fiscal policy or policy towards corporations or labor, it is not 
at presl'nt embodied in any definite agency or department. It appears 
to be an inevitable next step in the development of our governmental 
organization that there should be a definite governmental unit of some 
sort in which all the problems of trus field of policy should be brought 
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 pressincr questions which we face in adjusting our governmental 
structure t; its present tasks. 

3. In the fiscal field, public works a~e. only a part o! ~he policy of 
governmental spending and revenue raIsmg or of provldmg fun~s by 
borrowin<J', with ultimate repayment. Viewed from the conventIonal. 
public w~rks 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 scheine, deter­
minin~ whether it promotes the end in VIew or not. The policy of 
spendmg needs to be better coordinated than it is now, and the policy 
of raising funds needs to be <!oordinated with the spending policy, as 
we have already seen. From this standpoint, sales taxes cannot be 
viewed merely as means of raising revenues, but must be judged 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, by dimimshing 
private consumption. 

'As we have also seen, the depression has disturbed the balance be­
tween different classes of public spending, in such a way as 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 II. yearly balancing 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 presetlt 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 and 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 genera] policy_ toward the 
capital-goods or durable-goods indu~tries. The public demand for 
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 
so handled as to permit a return to normal conditions, neither retarding 
normal recovery of private demand, nor accentuating any tendency to 
an unhealthy boom, as might be done if debt repayment resulted in 
pouring funds 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 also one part of the policy of unemploy­
ment relief, which is in tum part of the general problem of unemploy­
ment. Regular public works and relief work stand in a peculiar 
relationship to each other, since despite their obvious common feature 
they are go\"emed by different principles and follow different policies 
&8 to wages and the selection of workenf, as well as in the selection of 
work to be done. These policies need to be made consistent with each 
other on BOme rational plan, without doing away with the differences 
lI"llich are presumably essential to a rational correlation, since the 
fum'tions of the two kinds of work are different. The available 
resources of the community must be spread over the various forms of 
acti"ity making up a program of relief and stimulation in view of the 
fact that relief of BOrne BOrt for all those who are destitute is a basic 
necessity, while the other forms of policy are more expensive and at 
the same time yield additional benefits of a different sort. It would 
be dl'sirable to furnish something better than bare relief for everyone 
who nt'Cds it, but is does not seem possible at present. 

While it would seem to be desirable, in view of these facts, to make 
sure that all the actiYities resulting in relief for the unemployed 
thouhl be coordinated into a harmonious policy, the actual evils 
resulting (rom failure to coordinate perfectly seem less serious in this 
fil'ld 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 lIame is true of re~ular public works, with the result that little is 
lost by lack of coordmation, so long as the more expensive polic~es 
do not absorb so much of the available 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, though 
with definite provision for coordinating their policies. 

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 has to do not merely with the total amount of purchasing 
pow~r 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 
saYings, 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 clear that 
public works affect this from another angle. They represent means 
by which services are rendered to the community and to its members, 
usually free of charge. An increase of fublic works almost inevitabl:r 
means an increase in this volume 0 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 broadene.d 
in the future as a result of a policy of increasing the amount of this 
free social income, in part at least 10 a deliberate attempt to alter the 
distribution of command over the necessaries of a safe and worth­
while existence, and causing these things to be more evenly distrib.uted 
than they would be if they were all furnished on a private busmess 
basis. This is a matter of long-run development, and has c~mpara­
tively little to do with the ironing out of cycles of prospenty 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. . 

8. Overlapping this question is the question of policy toward the 
extension of public ownership, with or without public operation, to 
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
erly speaking, sllch 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 0. 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 t.he 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 does not exist any such thing as an ideally rational social 
mind. Noone would deliberately embark on a public-ownership 
program, otherwise considered undesirable, merely because he is 
hunting for ways in which Government may spend public-works 
money. That would be quite irratUmal. 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 strengthen 
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 influence 
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 presslll"e 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 be harmonious with these general 
policies, or else it is likely to be guilty of inconsistency. 

Inconsistency between different Government policies affecting the 
same subject matter is no new thing. It is particularly likely to flour­
ish in times of emer~ency when new policies are being rapidly struck 
out in various directIOns 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 
especially qualified to search for inconsistencies of this sort and 
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either work out. 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 
planninJ of the physical conditions of life affecting the social and 
eeonolDlc development of regional units. In other words, it is a part 
of the whole movement of local and regional p'lanning, whose character 
and bac~und have already been descnbed and which is quite 
eeparate Irom the movement toward industrial stabilization, in 
tenu of its background and associations. The fact that this move­
ment is broader than a mere public works policy is illustrated by the 
atudiee now being carried on under the various State planning boards. 
These atudies 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 mgtters, while public works represent 
only one group of studies. Coming back to the practical considera­
tions of orgaruzation. 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 may be a rather 
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 whilJ 
legislative bodies participate in the detailed framing of policies. 

If planning is to be effective, it requires that policies shall be put 
in force and allowed to remain in force over considerably periods 
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 ita successors, and that the executive is, in theory,_ limited to 
earrying 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 leltislative body to alter the acts of its predecessors. What 
is likely to nappen is something slower and less spectacular, but 
perhaps no less unportant. . 

As things stand the legislative body and the chief executive 
constitute the two 'agencies through which: inconsistencies. of policy 
between different departments may be arbltrated and an mtegrated 
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, whe~by 
conflicts of objective or of policy may be worke~ out and unified 
policies developed. If adequate and workable {,olieles are formulated 
m this way, Wlthin the structure of the executive departments, they 
~ likely to acquire a vastly incre~d weight ~d tc? be much mo~e 
likely to carry \lith them the sanction of the legislative body. This 
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will ~ot ~e becaus~ the le~slative authority will have beeJ.l formally 
curtailed ill any way, but slmply because the enormously difficult job 
of correlation will have been done in all probability better than the 
legislature could have done it and on a basis which would require 
rather weighty considerations to justify the legislature in upsetting 
the adjustment and proposing a new one. In other words, policies 
proceeding from the executive department of government 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 overrule the 
executive if its power is wrongly used, or if a great popular wish 
arises. Thus we do not need to be afraid of entering upon changes 
which give the executive more power in the formation of policy than 
it has had in the past, so lon~ as those changes are merely of the sort 
needed to enable the executive to frame a more effective and com­
prehensive policy, and 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 
which shall 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 Bearing on Basic Governmental Organization 

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 .. Government 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 Government 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 some body 
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which will be definitely concerned with the task of correlating policies 
and working out a unified policy. Different executive departments 
each primarily interested in carrying out its own departmentai 
work, will not have this same degree of interest in the task of corre­
lation, which has been shown to be 80 vitally necessary. The 
n~tural. conclu~ion is that t~ere should be ~et up a body charged 
With tll1s functIOn of correlatIOn and of workmg out a unified policy. 

It seeml clear al80, from what has gone before, that this body 
should not be expected or permitted simply to take over the work of 
forming governmental policies and inlposing them on the existing 
departments, who should be required to carry them out. If it 
attempted to do this, its policies would fail to have precisely that 
kind of weight which, as has already been shown, might cause them 
to be lubstantially accepted by the legislative 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 
will 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 lort already indicated and that it does not represent in any 
lense • committee of economic dictatorship. 

Such a body would deal largely in research and fact finding, such 
III are necessary to the framin~ of coordinated policies. Even 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 I}lassification 
of data, which may be necessary in order to make the results shed the 
proper light on llarticular problems. It should, of course, be free to 
supplement this mformation by its own researches to any extent which 
might appear necessary. It should, then, have a department of re­
search and fact findmg, 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 
uron a program such III is nowadays being advocated under the title 
o "a planned economy." It seems clear that we are Dot prepared at 
present to embark successfully upon the kind of policy which is com­
monly conveyed by this phrase. The kind ofllannin~ board here 
indicated would be a necessarr. first step towar preparmcr ourselves 
for such a planned economy, If it is to be ultimately dev~oped; but 
such a board may be limited to the development of ~ ~eneral corre­
lated governmental policy without such a radical 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 indi­
cated seems to be equally necessary. 

One reason for dealin~ w~th th~~ questio.n of a general pla!1ning 
board in this study, wlucI.l IS speCifically directed to the pa~tlCular 
problem of public works, IS the fact tha~ there are ~any t~mgs to 
be done in carrying out a successful public works policy, which Buch 
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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 
a. general planning board to assist in correlating all the features of 
fiscal 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 large 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 fall into engineering and financial sections, 
the 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 in 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 valid so long as they keep within the total 
amounts called for by the 6-year pro~am. Ultimately, if the board 
commands confidence, its findings xmght become final as budgetary 
proposals within these limitations. In short, what 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 Works Adminis­
tration. 

2. STATE, LOCAL, AND REGIONAL ORGANIZATIONS 

Each State should have bodies J?erforming the same general func­
tions as these two bodies already mdicated 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 furnishing 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 BEAIlING ON A PUBLIC-WORKS PROGRAM 

A. Eeuntlal Element. In • Consiltent 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 bound together, 80 that one can say: "If 
iuch a policy is to be followed with respect to this ODe 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 ded of further study before we shall be properly equip­
ped to decide the issues involved with any large degree of confidence. 
In man,. of these doubtful cases, not merely study but actual experi­
mentation will probably be necessary. 

1. One of the most important elements of a consistent program is 
consistent treatment of expenditures as between durable public works 
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 tt' contract 
expenditures on current services at the same time that ex.,mditures 
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 
certain 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 own expenditures. If the Govern­
ment is already distributing all it safely can, and if thl!re ILPpear 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 lay~~ off public employees and creating unemployment 
in this field, while relieving it in other fields. Another limit which 
can reasonably be set is that essential public services, such as those 
of health, police, and education, should not be curtailed at the same 
time that Government is being more than ordinarily liberal 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, 
which should properly be balanced by surpluses in more prosperous 
times. In other words, it calls for the principle of balancing budgets 
over a term of years, rather than insisting on a balance during each 
12-month 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 
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 necessitating a deficit. Where a definite sink­
ing flmd 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 surplus of revenues above current 
expenses. Such technical deficits are, in most cases, not a sufficient 
reasdn 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 
depressions, the principle may be laid down that it is more important 
to expand public works during serious emergencies than during minor 
depressions. Minor depressions create 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 thb Government with its capacity to 
help industry exhausted at just the time when it would be most 
critically needed. Thus, if public works are to be increased during 
depressions, it is more important to be in a position to increase them 
during major crises than during minor recessions of business. 

3. We have already seen that, as means to stimulate general busi­
ness, expenditures financed by credit are vastly more effective than 
expenditures financed by increased taxes of such sorts as would be 
available at such times. Thus consistency requires that 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 & consistent general policy in these fields-something 
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which hu not .. yet been fully worked out, but which is urgently 
ealled for if the present policies of the Government are to be organized 
into • consistent whole. Such a wage and price policy is an integral 
part of any J?<?licy looking toward industrial stabilization, and also a 
part of posillble more far-reaching policies of economic development 
m general. 

6. AA already indicated, the kind of consistent policy toward public 
expenditures in general which has been laid down requires provisions 
for the use of Federal credit 811 a backinlt for State and local expendi­
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 
10 u to increase the amount of such work when general business falls 
off, this will require machinery involving a very large increase in 
administrative control in this field. To a smaller extent, such an 
increase in administrative control will be required even if the objective 
is limited to the stabilizing of public-works expenditures. Even this 
will call for a program drawn up in advance for a term of years, and 
having sufficient standing to prevent it from being disregarded by 
every successive legislative body (Congress or State legislatures, as the 
case may be). The standing of such iI. program will, as already noted, 
depend largely on the character, soundness, and thoroughness of the 
work which the program embodies. However, since this procedure 
cannot be set uf except through legislative acts, it will have at least 
the authority 0 past legislative bodies behind it, and they may be 
slow to stultify themselves by disregarding such programs, even 
though no legislature can be absolutely bound by the acts of its 
predecessors. 

B. Opdonal 'eaturN of. PubUc-Works Proaram 

There are many phases of the public-works question in which the 
proper policy may be in some doubt, even after a decision is made on 
the one or two basic underlying questions of policy. Here the first 
thing 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 expanded in time of minor 
depressions, or merely maintained at a uniform rate? 

We have already seen that the more important thing is to preserve 
• margin of resources available for expanding works in the most 
serious emergencies, and that if the attempt to expand public works 
during minor depressions threatened to be 0. serious drain on these 
reserves, it would be an unwise policy. The decision of this question 
will depend, in the first place, on how large the reserve mar,pn of 
spending power appears to be, and secondly, on whether 0. pohcy of 
expansion during minor depressions can bo worked out which will 
not constitute a material drain on these reserves. Thirdly, it may 
depend on whether a policy of moderate expansion during minor 
depressions may actually serve to increase the prospect of success 
when it comes to expanSlon during major crises. 

It is quite ,Possible to develop a program which will result in ex­
panding public works during mmor 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 b~ 
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 developinO' 

. methods and techniques which would be of usc in overcoming th~ 
m!lny obstacles which always confront such an attempt, and thereby 
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 balance of the argument seems to lie in favor of a 
moderate expansion of public works during minor depressions, but 
with no attempt to drive through a heavy program at such times. 
This is the kind of progfltm which has been called the grade A type­
in which a schedule of works is laid out for possibly 6 years ahead and 
carried out at varying rates in different years, but without altering 
the total amount of the pro~ram. 

2. If there is to be expanSIon in dull times, should there be prelimi­
nary contraction of public works below a normal long-term rate, 
during prosperous iimes? 

While 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 present public works drive I"elaxes, there will automatically 
come a time 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 normal 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 
will last a goOfl 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? 
Here, again, is a question on which there is difference of opinion, but 

where a good 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 of 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. 
The question really becomes one of whether expansion should come as 
early as practicable, 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 clearly desirable to make the expansion as prompt as possible, 
consistent with waiting to be quite sure that the conditions are such 
as to require it. There is 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 ovenaving? 

.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 
probability that this condition could not be corrected on any large 
lca1e by permanently increasing our public works expenditures and 
financing them in such ways as would be necessary. Both these 
prima facie probabilities remain subject to possible modification, and· 
therefore thls question must be put in the doubtful clsss. 

5. Ie relief work desirable, and if so, on what basis? 
Should it be a permanent feature of policy or a regular feature of 

the emergency measures? Should it be limited to a comparatively 
small amount of work of high ~ade, compensated at regular wage 
rates with the attempt to limit It to the "elite of the unemployed"; 
or should it be more wide-epread? For example, should everyone 
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 
the proper place of the Federal Government in a scheme of relief work? 

On these questions the experience of the United 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 t~ that the present experiments 
in relief work will go on. Certain features of them, such as the 
Civilian Conservation Corps, may prove to have a permanent value, 
although experience mar lead to changes in the form of the organiza­
tion. Certain kinds 0 relief work are undoubtedlr. wasteful and 
worse than useless and should never be repeated. 'Ihus 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 experience 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 ultimately become too heavy for States and 
localities, if a depression continues and is extremely 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 locali­
ties; and the fact that some undermining may have happened already 
does not diminish the danger involved in carrying the process further. 
In short, this question is not only highly controversial but likely to 
remain so, with firmly convinced partisans on both sides. 

7. Should the concept of public works be extended into the field 
of current services 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 a particular kind of administrative body, which has had 
large funds at its disposal during the present crisis and may have 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 services ar~ minimized by the fact that it is not an operating 
organization, but rather an organization for the apportionment of 
funds to other organizations which will take technical charge of the 
actual work. In determining whether to allot funds to various 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. Nevertheless, 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 somewhat 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 !night properly be a 
regular current expense of government, particularly of a State or 
local government. This principle !night easily degenerate into a 
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 Federcil 
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 agencies can 
hardly function at all unless they are fairly free to search out useful 
form, of work without being hampered by narrow li!nitations. 

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 
investments 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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frinciple by virtue of which the question could be decided a priori. 
, appears to be a question which must be left to be determined by 

luch guidance &I we can derive from experience. 
9. What policy should be followed toward self-help organizations 

and in the related matter of directing relief work to the production of 
consumable goods for the workers themselves? 

Here, again, we have a problem which cannot be answered by any 
• prion 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 ther can 
do and should be made adequately and whole-heartedly, but Without 
committing the country or the Government to any permanent policy. 
In all cases of tlUs sort, there is need of avoiding the danger of inter­
preting the success or failure of the experiment without 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. What should be the precise extent of administrative discretion 
in the handling of public works policies? 

At. already noted, a policy of public works planning involves an 
increase in the initiative and discretion accorded to administrative 
bodies, since the le~ature must allow {>lans to be carried out, at 
least in general outlines, without intervenmg 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 J>ious wishes. Precisely 
how far this increase in administrative 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 anr change at any 
time cannot formally be taken away from the legislative body. Only 
experience can tell precisely where the balance will ultimately be 
struck in the actual practice of governnlent. 

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 tbe body which has been called 
the .. National Planning Board" is peculiarly suited to carry out .. 

C. A Minimum Program 

The most limited objective which could possibly be set up is that 
of stabilized governnlental spending. This must logically apply both 
to current services and to public works. Such a program would not 
constitute a positive stabilizing force in business disturbances, but 
it would at least prevent public expenditures from being numbered 
among the forces which tend to a~gravate the disturbance and prop-

. agate its cumulative effects with mcreasing violence. This program 
of stabilized expenditures appears quite modest, but to carrr ~t out 
in the face of major crises would be far from easy. If such a mmunum 
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 pubhc works 
which may be limited to works of gra~e A, and which need~ to be 
scheduled in fairly uniform annual mstallments 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 given 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 expediency will 
arise, and the outcome will 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 
caITying 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 ('ould 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 
t~ward 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 mnin fenturei! 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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outline 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 
beca.use the question has reached the stage of incipient action, calIinO' 
for th.e formulation of concrete proposals, to be criticized and modified. 

This sample rrogram presupposes the setting up of administrative 
o~anizations 0 the general types already indicated. It assumes the 
eXIstence of a genernl planning and coordinating body, cnlled for 
convenience the" National Planning Board", and of a Federal publie 
works planning body; also bodies with sitnilar genernl flIDctions in the 
States, colla borating with regional and locnl bodies so far as these may 
be set up. The precise functions of these State and locnl bodies would 
~e naturally somewhat different from those of the national bodies, 
insofar as Nation-wide policies would naturnlly originate with the 
Federal authorities, while many of the more specific matters concerned 
with carrying them out would necessarily be in the renlm of the 
State and local bodies, rather than in that of the Federal Government. 

This program starts with a long-range program of public works 
of grade A, precisely as in the case of the minimum program already 
luggesUld; but it fulds the proposal to shift the titnin~ of these works 
10 far as prncticable, postponing them when business IS above normal 
and cnrrying them out when business is below normal. In addition it 
calls for additional works to be initiaUld, with the aid of Federal grants 
and loans to localities, on certification of the existence of a major 
emergenC)". 

Assummg the carrying out of experiments initiaUld during the 
present emergency in housing, power production, regional develop­
.ment by watershed authority, relief work including production of 
commodities for consumption of workers on relief, policy toward 
self-help organi.zations, and other matUlrs best regarded as experi­
mental, the program include's a thorough assessment of results when 
these shall have become apparent, with a view 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 rocommendations. The pro~ram also includes a number of other 
projects of research or investigatIOn, to be carried out by the National 
Planning Board or under its sponsorship. 

1. PREPARATION OF PUBLIC WORKS PROGRAM 

The Federal, State, regional, and local Public Works Planning 
Boards should have charge of preparing basic schedules of works for 
6 years or other suitable 'period ahead. These works should be such 
as could properly be carried out if conditions remained normal, with 
allocation of the work to each year of the period on as nearly uniform 
a basis 8S practicable. 

For the projects nnmed 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 o~ advance~ ~r b!>th (the s.ame 
projects might not be equally susceptIble to shiftmg m both direc­
tions). Those not designated as capable of postpomenent would 
become the minimum program for ea~h year. The ot~ers w~uld 
then become primary supplementary projects for the yeann 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 comell 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 supplementa.ry 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 ill 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 
likely 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 
initiation of supplementary grade A projects is determined upon. 
preparatory work should begin in the preferred list of grade B projects, 
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 
acheduled 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 Government, once the financial effects of recovery 
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 ~rogram. 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 88 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 available unconditional appropria­
tions for the minimum public-works program for that year, plus con­
tingent ILppropriatio~1 to become effective on detenmnation of 
conditions calling for the supplementary grade A program, equal to 
1 year's normal program of public-works outlays. Or, as an alter­
native, the contingent appropriation Inight be enough to cover the 
supplementary part of the current year's program plus one half-year's 
normru program in addition. Borrowing sufficient to finance this 
program, if necessary, should also be authorized. On initiation of the 
supplementary grade A pro~am, the President should transInit 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 the President should request 
a grant of contingent authority to the Public Works 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 siInilar effect, including elastic debt liInits for localities. 
No provision is included here for Federal aid to States and localities 
in minor depressions. Time should probably be allowed to see 
whether sufficient cooperation can be secured without this stimulus; 
and whether the results of efforts in the Federal field indicate that 
anticyclical timing can be successfully carried out to a sufficient 
extent to be of important benefit. 
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3. SYSTEM FOR DETERMINING EXISTENCE OF 
MINOR DEPRESSIONS AND MAJOR EMERGENCIES 

Indexes of general business conditions and of conditions in the 
construction industries should be maintained, both for the Nation 
as a whole and for regions. The National Planning Board should 
be responsible for such indexes, being free to use material compiled 
by the Bureau of Labor Statistics, the Federal Reserve Board, or 
other bodies, or to compile indexes of its own. 

A minor depression should be certified to exist when the general 
index falls definitely below normal, with due allowance for the 
uncertainty of a normal-trend line carried forward to the current 
moment; provided the construction industries are not at the same 
time definitely above normal. 

A major emergency should be certified to exist when (a) unemploy­
ment becomes so large as to threaten to impose a burden of relief too 
heavy .to be successfully borne by the regular local resources; or (b) 
when depression is so serious 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 recovery. 

These provisions place great discretion on the planning Board, 
but seem preferable to a purely mechanical rule. However, such a 
rule, in terms of the percentage showing of specific indexes, is an 
alternative possibility. 

The National Planning Board should also keep in touch with the 
Public Works Planning Board, keew.ng it informed of current move­
mentsof 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 possibls e.xclusion from supplemen­
tary grade A program of works located in legions in which business 
conditions are normal or better at the same time that business in the 
country at large is below normal. Probably the National Planning 
Board should have authority to recoinmend 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 varying degrees of executive pressure 
exerted by the Public Works Plannmg 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 average 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 
dealinl; with these problems. A first line of defense might be to in­
elude lQ the discretion of the National Planning Board power to 
determine whether prices and costs in the construction industries are 
being maintained at 80 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 levels of prices and costs by 
an increased construction program would tend to defeat the end of 
private business recovery. If it is 80 found, it should withhold .its 
certification that conditions call for expanded public works. 

A second line of defense would be power on the y,art 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 80 scrutinized; merely after 
determination that costs in general 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 remove 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 undermined in a different way, by bidding up prices 
and costs against private bu;rers or by stiffeniD~ the resistance to 
needed deflation, that makes It seem advisable to mclude such checks 
as this. 

6. 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 
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 which 
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 should, of course, have a free hand 
in conducting studies of any issues of importance, using investigations 
made by other bodies, supplementing them, making independent 
studies under its own direction, or sponsoring studies by research 
foundations or other bodies. Among the pertinent topics bearing 
on public-works policy are the following: 
W~e and price policy. 
Savm.."as and capital formation and the field for productive invest­

ment, WIth a view to the possible effect of oversarings as a cause of 
economic dislocations. 

Work relief: The results of experience and its place in a scheme, 
both with and 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 
grants in aid of education, or to maintain local current services gen­
erally in major emergencies. 
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Self-help and thEl 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 evident 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 been 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 specific. In the writer's judgment, some program of the 
general character indicated in D above should be adopted. On the 
purely economic side, this conclusion seems reasonably clear. As to 
the precise character of administrative bodies, scope of administrative 
discretion, and precise points at which matters should be referred to 
the ultimate legislative authority, the suggestions above are to be 
taken as illustrative only. 

Such a program 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 can hardly do more than this. 
The general character of this program is one of compensating for the 
fluctuations of private business 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. More thorough-going remedies for these causes rest upon altera­
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 prediction would be rash but the problem represents the 
greatest single task facing AmElrican industrial statesmanship at the 
present time. 



APPENDIX 

FISCAL ASPECTS OF PLANNED PUBLIC WORKS 

B,.I. Wilner Sundeleon 

(ThMe Preliminary Findings and Conclusions were prepared during June 1934, 
and were revi8ed in Auguat. The research on which this report is based, was 
being PUfllUed in conjunction with a mOl'&-extended study planned for submission 
In the faU of 19340. However, the writer was compelled to devote the major por-­
tion of his efforts to other work and was unable to carry out the mOnHIItended 
atudy. The appended report represents preliminary findings and conclusions 
which might have been amplified.) 

In order to clarify the relationships between fiscal activities and 
the general economy, it is essential to bear in mind that these rela­
tionships have only recently been recognized as significant. The 
great mass 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 ip 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 tendencies into laws. Wagner speaks 
of the "law of increasing State activities" while Adams arrives at a 
"general law of expenditure for progressive peoples." 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 
economic theory with its emphasis on the individual did not encour­
age a study of the problem. Additional reasons are found i . 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 molding 
fiscai legislation have protrayed the relationships of the individual 
to the state but have failed to analyze those existing between the 
state and the economy. We 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, h~ve 
tended to flace an unorthodox stamp upon the more comprehensive 
concepts 0 fiscal problems. It is only recently that cycle sensitivity 
and national productivity have been used as taxation norms, the 
former in Germany and the latter in Italy. 

The above-mentioned growth of Government finances may be 
attributed to social theories, wars, and economic factors such as the 
current depression. The expansion of governmental functions has 
been translated into activities and expenditures. The monetary, 
banking, and credit aspects of the expenditure and tax ~olicies have 
become increasingly important as the bulk of the fiscal Items repra-
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sent. transfers of Ip.oney magnitudes. (Money outlays or transfers 
are riot required for the execution of a number of important govern­
mental functions. The economic regulatory acts of the Federal 
Trade Commission, Interstate Commerce Commission, and the 
National Recovery Administration are in this group. Nevertheless, 
a fairly constant relationship between the growth of Government 
functions and public expenditures may be assumed.) In extreme 
cases, exemplified by Russia, the Government is almost identical 
with the economy. The Soviet budget mirrors the entire economic 
picture; it is considered an economic program rather than a project 
for the public finances. 

We can realize the influence of the fiscal system on our economy 
by recalling that our annual tax bill is at present approximately 
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 present 
(August 1934) some 6~ billion of authorized but unexpended Federal 
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 a 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 bl'ling planned 
will easily absorb these additional funds. We may expect no de­
crease in. the share of the public finances in the national 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 machinery' 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 mal 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 

Economic fluctuations are one of the most pressing problems with 
which fiscal systems must cope. Denying for the present any casual 
relationship between the fiscaJ 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 imperative 
that steps be taken to eliminate any contribution of the fiscal systems 
toward the accentuation of a depression. This is in addition to the 
fact that unless the public finances are relieved of a greater part of 
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their cyc~e &en.sitivity, their abilit;r.to carry out. essenti~ governmen­
tal functions 18 threatened. PohtlCal and sOCial stability has been 
&eriously disturbed as a result of the fiscal collapse in many commu­
nities. Furthermore, any U&e of the fiscal systems as an active 
agency in recovery efforts is jlredicated upon their ability to com­
plete luece88fully their normal functions. With respect to problems 
raised b;r emergencies of a noncyclical character, economic and other­
wise, it IS important to note that the federal finances must take them 
into account and retain reasonable margins of taxin~. and borrowing 
power. The United Statel 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. 

The fiscal systems have, by means of budgetary techniques and 
procedures, short-term borrowing, and other devices, been able to 
offset the effects of seasonal fluctuations. Their success in this 
field encourages belief that the fiscal systems may be equally fortu­
nate in coping with cyclical problems. It is necessary at this point 
to note that severe lirilitations 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 problt'ms. 

Minor depressions present no extraordinary reactions to, or burdens 
on, the fiscOl systems. 

1. Lags in the reaction of economic movements on the public 
finances prevent the millor depressions from being mirrored in most 
tax receipts until aftel' 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. Attemrts to deal With minor depressions through the slow 
procesaes 0 fiscal machinery (through public works or otherwise) 
will 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 len~th the questions 
raised by major depressions. These are charactenzed by long dura­
tion and extreme intensity. Because of the infrequency of their 
occurrence and the dynamic 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 will be necessary, therefore, to concentrate on this 
depression and its background. 

The war affected the Federal finances in several ways; the most 
outstanding results being a new high level of expenditures, a heritage 
of 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 predepression Federal finances were pri-
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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 involved. The States and localities 
were not directly involved in the financing of the war nor in the 
liquidation of its costs. They underwent an expansion independent 
of direct war elements. Aside from veterans' 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 favorable during the post­
war decade that maintaining the new high level of Federal outlays be­
came a relatively light burden. Our taxes returned handsome surpluses 
to the Treasury. It was not necessary, therefore, to introduce levies de­
signed to search out the most elusive public dollar. Such a tax system 
might have shown a decreased sensitivity to an economic crisis. 
The rapid debt retirement did grant the Government a greater nomi­
nal borrowing capacity during the current depression and reduced 
debt service requirements. However, the economic effects of public 
debt redemption with revenues from taxes may be such that the re­
demption policy may act as a factor accentuating the boom. Particu­
larly the concentration of Government securities in the h",nds of insti­
tutions and high-income recipients may m~an that debt retirement 
accentuates "over-savings." The property tax underlay local finances 
to suchan extent that the expaIlSlon in State and local budgets ma;y 
be directly linked to the predepression 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 above-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 t~:~roperty tax or advocated the adoption of the other 
levies did not t· 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 gaoup of militant 
taxpayers in the country. This particular phase has been singled 
out to illustrate the nature of the motivating forces in financial 
affairs. 

The maintenance of the fiscal systems was therefore closely linked 
to a ~ermanent high rate of activity in business. A superstructure of 
actiVlties 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, 
foads, hospitals, and other social services. These represent a financing 
issue of major import. In the face of the collapse of the private 
economy, the Government was confronted with the further problem 
of adding growing relief expenditures, to the inherited burden. The 
resulting breakdown and 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 ma+'-ned 
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these trenda only after a lag of almost 2 years with a similar defla­
tionary tenor. Attempts were then made to meet the decreasing 
revenne yielda 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 
unfavorable reactions on tax receipts were making themselves felt. 

It is necessary to differentiate between Federal finances and State 
and local finances. No two individual States or counties with their 
multitude of cities, towns, school districts, etc., have been faced with 
the same conditions. Few, if any, have 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 study. 

Prior to 1932, political and other pressures made it difficult (assum­
ing attemyts were even considered) for the Federal administration 
to recogruze the depression and to take active 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 
demanda. However since 1931 revenue collections (measured against 
estimates) have fallen sharply; the Federal income tax especially 
showing itself to be extremely sensitive. The capital gain and loss 
provisions 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 upswin~. Deficit financing involving billions of dollars, carried 
on at that bme, has aided in ~ving subse<l!lent borrowing an excessive 
character. The Reconstruction Finance Corporation outlays, carried 
directly to the public debt without appearing in the Budget, may be 
considered to have opened the expenditure program and to have 
anticipated the present status of affairs. We 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 recovery borrowing. 

The reaction of the depression on the finances of the States and 
localities shows about the same time lag as it does in Federal experi­
ence. It is evident that biennial budgets in many States concealed 
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 North 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 active steps in the direction of make-work policies 
in 1931. Others had been able to build up general fund surpluses 
which enabled them to stave off the crisis in their finances until 1933. 

Since the middle of 1932, State and local finances have been charac­
terized by many different features. The stronger States took the 
burden from the localities. Wisconsin, which has displayed a stable 
revenue system; New York, which is one of the few remaining States 
with an excellent credit standing in the fourth year of the depression, 
and North Carolina are in this group. In Georgia, Iowa, Massachu­
setts, Michizan, and Pennsylvania, the burden rests in one form or 



174 ECONOMICS OF PLANNING PUBLIC WORKS 

another on the localities. Such borrowing as was permitted by the 
States and localities either for deficit financing or, more recently, for 
relief, has not been of any great significance in terms of the magni­
tudes involved and, excepting Federal purchases of municipal obliga­
tions, borrowing at present is mjnjmjzed. Il; is claimed that the long­
term borrowing of States (R. F. C. and P. W. 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, Massachusetts, 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 been 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 /I, 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
thermore, Federal spending to relieve property owners will react 
favorably on property tax yields and on legal borrowing capacities. 
E~enditures present. a particularly unfortunate history. It is 

questionable whether economy programs which mean curtailment of 
services are desirable. Nevertheless, our cumbersome machinery of 
State government and the jealously guarded powers of the executives 
and legislatures have made it almost impossible for States to fornlU­
late and to carry out sensible retrenchment policies. Budgetary 
systems in many States are highly inadequate and it has been difficult 
for States in any way to maintain activities within the scope of de­
creased money expenditures. Procedtlres and techniques built with 
regard to considerations of political safeguards and liberty have 
been notoriously inadequate in terms of administrative efficiency. 

A major portion of the State expenditures are for goods and services. 
It would have been feasible, in view of falling price levels, to main­
tain activities with decreased funds. Instead, we find both money 
expenditure decreases and curtailed activities. There were cases 
where the government received goods and services and then did not 
pay for them. States are also known to have paid excessive prices 
for materials and foodstuffs at the same time that school teachers 
and other employees were unpaid. In general, 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 example of the breakdown of a State finance system is 
found in Georgia where a budgetary law, enacted during the depres­
sion, required that all expenditures be reduced pro rata with the 
falling off of revenue 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 States 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 has further complicated 
matters. Outstanding has been the general sales tax, of which 17 
examples are now in force. Eleven of these were put into effect in 
1933 and 6 since then. Gasoline tax yields have decreased but slightly 
in some States and have usually borne additional burdens. (The 
widespread specific assignment of fuel-tax receipts has kept highway 
funds from collapsing and in more than one mstance 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 ineffective and lax tax policy on the part of States, except for 
sales taxes, can be seen from the following quotation: 1 

In term. of taxes rather than Statee, it may be said that there has been a fairly 
widupread willingnell on the part of legislators to pay the personal income tax, 
but virtually no inclination to increase the rates drastically above the levels 
prevailing in most Statee in 1929. Gasoline tax increases have been fairly com­
mon. Comparatively little has been done with selective sales taxes on tobacco, 
etc. Taxe. on business have been revised-upward (and not greatly so) in only a 
few Statee. Death taxes have been called upon for almost no additional revenue. 
Special-rate intangible taxes have been used but rarely. The property tax has 
been greatly reduced in many Statee and temporarily increased (for State pur­
pose.) in ollly a few. Automobile registration fees have in almost no instance 
been increased and in several Statu have been sharply cut. 

With few and isolated exceptions, the tax systems have shown them­
selves to be extremely senSltive to the influence of the depression. 
The ability of some income taxes (Wisconsin) to remain stable while 
some saJes taxes (West Virginia) show considerable decreases indi­
cates that a portion of the sensitivity may be due to administrative 
factors, to structural features, and to Ininor loophole provisions not 
inherent in the tax itself. It is obvious, however, that unless a tax 
base includes within itself some balancing provision i. e. (averaging 
income over a period of years) the tax yield can, after the eliInination 
of time lags, behave no better than the tax base. 

This assumes that rates remain constant. The raising of rates, 
especially in the case of indirect taxes, is often insufficient by itself 
to prevent yieIJs from falling. In the highest income brackets the 
rates were raised on nonexistent bases. The belief that direct taxes 
nre inadequate during depressions may be partly due to the fact that 
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. Under the British system, minimum exemp­
tions are very low. Many people in this country who were exempted 
from paying income taxes would merely have fallen into a lower 
bracket under the British schedule. 

Benefit taxes or those levied on large masses of people regardless 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) have fallen least during this recession, and 
the progress of events has seen frequent resort to this base for tax: 
purposes. 

I a.111III4 Shoup: The Sales Tu ID lhe A.mericaD S\81e1. p. IS, Ne. York, 19M. 
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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 tax 
system and a tax system displaying a small degree of cycle-sensitivity. 

,Many of our States and localities are extremely unfortunate, since 
they have tax systems which are both bad and sensitive to fluctuating 
backgrounds. Efforts to improve the tax systems will result in less­
ened cycle-sensitivity, even though the cycle criterion is given only 
minor consideration. A well-rounded system comprising income, 
death, and business tjl.xes, combined with a property-tax administra­
tion which does not tolerate needless delinquency, would prove 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 revenue yields during all 
varying phases of business activity. Unless 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 services. Furthermore, the maintenance of a 
nonsensitive tax system may have undesirable economic reactions 
during booms which outweigh any advantages 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 balanced relationship 
between income and outlay. 

Efforts at cycle-smoothing should take into consideration the 
expansion of governmental activities which is to be expected during 
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 satisfact.ory 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 other ideals. 

The specific objectives of stabilization efforts may be summarized 
as fOllOWS: 

With relation to booms, the control of expenditures volume is 
desirable: 

(a) . To discourage unsupportable structures impossible to 
maintain during depressions. 

(6) To prevent governmental expenditures from accentuating 
private economic inflationary tendencies. 

(c) To leave ample current revenues uncovered in order that 
the liquidation of depression policies may be assured. These 
are chiefly debt-service charges. It is necessary to abandon 
private-capital productivity and solvency notion!! for deficit 
financing. The use of general revenues for debt service rather 
than specific-income creating sources introduced through the 
initial expenditure of the capital outlay is implied. 

(d) To encourage (as far 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 qualitative control of expenditures is desirable in order that: 
(a) Government outlays may be prevented from entering 

channels likely to accentuate booms. 
(6) Reasonable depression economy efforts may permit activ­

ities to be maintained even with decreased ·expenditures. 
It is essential that tax policies be directed toward: 

(a) The maintenance of high levels of current revenues. 
(6) The prevention of economic reactions of tax policies which 

might accentuate inflationary tendencies. 
The objectives with regard to debt policy during prosperity: periods 

are contradictory though it is reasonable to assume that WIthin our 
institutional framework it is more desirable to reduce public debt as 
rapidly as posaible though it is necessary to avoid any over-investment 
tendencies which are assumed to accompany the retirement of public 
debt. 

The objectives of boom tax policies are less concise. It is desirable 
to support all expenditures, but at a certain point it becomes necessar;Y 
to consider the injurious economic reactions of tax policies. It IS 
well nigh impossible to formulate the policy to be pursued with respect 
to the choice among tax types. In many instances we know very 
little of the economic effects of taxes. 

A survey of the techniques for achieving the various objectives leads 
to the following results: 

1. During booms it is possible to aid in cycle-smoothing efforts by 
the conscious use of the nonrevenue aspects of taxation. In addition to 
the fact that taxes aid in redistributing income, there are certain uses 
other than the collection of revenues, 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 savings. A change in our tax exemption arrangements 
might lessen the likelihood of undesirable borrowing by governments. 

It is chiefly with income taxes, death duties and business levies 
that nonfiscal designs can be achieved. These levies rank high with 
respect to cycle sensitivity when their rate structure is aimed against 
the higher brackets, and we must take into consideration the fact 
that an extremely sensitive 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 re~arding expenditures are that political and social 
factors will make It impossible to achieve any qualitative or quantita­
tive control of them during boolDB. 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 preventing some future danger. 

Because of the accepted concepts regarding the fixity and constant 
expansion of expenditures it is likely that appreciable stabilization or 
cycle-smoothing demands of any appreciable size must look elsewhere 
for assistance. Theories using classifications of expenditures on the 
criteria of urgency or postponability, are not convincing. 

2. During depressions efforts to increase tax yields are possible but 
undesirable. A nonsensitive base often implies a disregard for equity 
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considerations. Attempts to work with schemes of added tax struc­
tures during depressions appear economically objectionable in addition 
to offering severe practical tax administrative difficulties. It does not 
appear likely that we can eliminate the regressive sales taxes but we 
should avoid levYing them only during depressions when they are 
most objectionable. 

Expenditure programs offer no real leeway other than the possibility 
of the improvement 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 use-fund policies, offer particu­
larly favorable grounds for reforms in State and local finances. Even 
with expenditure policies ealling for minimum outlays, inefficient 
administration defeats any desired purpose. 

The coordination of boom and depression finances h~ve been repeat­
edly offered as a means of achieving fiscal stabilization and cycle­
smoothing goals. Those advocating reserye policies assume that it 
is possible to thesaurize 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. 

Reserve plans which involve specific assets available for conversion 
during depressions have come into prominence because of the feeling 
that prosperity finances migh~ have been "held over." Unless the 
reserve assets consist of cash, it will be necessary to dispose of them 
by sale. This would signify large governmental support to the 
undesirable liquidation movement, largely through the medium of 
the sale of securities. 

Such action would be decidedly deflationary and antagonistic to 
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 boom years. In 
general, asset reserves decrease the fle~bility of the fiscal systems, 
pledge the State to a particular course of action, and offer few ad­
vantages not inherent in straight borrowing. Minor 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 the 
fact that during the current depression they have played such a role 
in saving many fiscal systems. These aids are seldom planned or con­
sciously related to cycle finances, but their existence during boom 
years is known and a policy not to disturb them implies some positive 
action. The Engli;h 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 and plugging loopholes helps to in­
crease the yield of taxes. It is needless to add that no poliCies along . 
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theaelinee 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 mmor 
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 experienc.e available in 
American and fore~ 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 SPite of the numerous plans, programs, reforms, or devices which 
may be instituted, the conclusion is reached that there can be no 
equalization of budgets over a period with current revenues. 
Although much can be expected in a planned economy which may 
reduce the amplitude of fluctuations, the maintenance of fiscal 
equilibrium will mevitably 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 solved 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 
iUternatives are therefore a change in local borrowing capacity (which 
appears hi~hly inadvisable for the present because of their tax systems, 
their administrative machinery and their poor fiscal condition) or a. 
shifting of the burden to the Federal Government. With respect to 
deficit-financin~, and also in connection with the specific problem of 
financing public-works activities it is interesting to note that there 
is a. ~owing interest in a Feder;i corporation or financial institution 
to discount or otherwise facilitate State and local borrowing. A 
coordination of non-Federal with Federal borrowing would be highly 
desirable because of the regulatory 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 
means of credit expansion for non-Federal activities. 

Justification for deficit finllllcing can be found only in a negation 
of the strict private capital solvency notions. Particular emphasis on 
money rentability of the Government loan expenditure, on material 
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asset security, and on self-liquidity, will not justify deficit borrowing. 
Still, a valid case for this type of credit operation (for financing cycle 
deficits of sound fiscal systems) can be made by using a revised set of 
principles. These do not stress the financing aspect (relating borrow­
in~ to a specific expenditure) but seek limitations through the impo­
sition of strict amortization rules. Safeguards to assure debt service 
can have no ulterior effects on the fiscal system. 

The problem of the effects of borrowing on the financial system is 
discussed hereafter. In general however, the emphasis has been to 
disregard the economic effects of Government loan operations. The 
future incidence of a public debt-retirement program or the question 
of the total or per capita governmental debt burdens may have some 
bearing on the problem but greater attention should be given to the 
immediate effects of the loan flotation. 

Quantitative analysis is not possible to the same extent that the 
old money productivity criterion allowed, but accordin~ to a recent 
study,2 it is considered possible to maintain" sound" natIOnal finances 
as long as the borrowing is related to the maintenance of current 
and 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. (Weare 
assuming throughout that no serious consideration need be granted 
to the possibility of 8 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 other than that which public-works expenditures 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. Assuming the desirable economic stabili­
zation effects of having 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 services or which take over 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 Public 
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 works 
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 ~ght allow some projects to 
appear attractive while on the. other hand, decreased consumer pur­
chasing power may mean that rentability of some self-liquidating 
projects may be lessened. 

2. To the extent that the public works W'ograms support essential 
work-relief, they might be absorbed into a loan-financed budget. 
Conslusions based on expenditure per labor-hour, point to the fact 

I Myrdai, G.: FiDanspolUtikeJ18 EkoDOmlska VerkDiDgar. Stockholm, 1934. 
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that only the "ra~-leaves-back-and-forth" category of public 
'Works projects should De 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 durable-goods costs. 

This policy of maintaining predepression budgets and of financing 
minimum work-relief programs would enable our fiscal· systems to 
aDsorb the 192~30 level ofl.ublic construction in addition to work­
relief of the E. C. W., c. W. ., and F. E. R. A. type. Quantitatively, 
this will easily reach billion dollar levels annually. This would 
represent the amount of public works financing which may be expected 
from the security afforded by the maintenance of functioning fiscal 
systems. A decision to continue boom expenditure levels decidedly 
implies a "recovery" expenditure element. There is also the addi­
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 revenue yields are recovering, there is some assurance 
that current funds for debt retirement will be available. Thisis 
based on the presumption that we will overcome the tendency to use 
surplus88 as an excuse for tax reductions. By decreasing expenditures 
actual cash is made available. Otherwise only a more nominal relief 
in the form of decreased needs for b&nd flotations is afforded. An 
available legal borrowing capacity is less valuable, under any cir­
cumstancee, than current revenues. 

It is evident that the public works financing problem, if the numer­
ous objectives which the program calls for are considered, goes beyond 
this point. It is necessary to think in terms of a program involving 
several billions of dollars. It has frequently been claimed that the 
postponement or retardation of normal public works would enable 
a concentration of activity in depressions. It is extremely unlikely 
that it will be possible to count on this feature. Several reasons fOf 
this are given below. 

1. The conclusion must be reached that physical needs, pressure 
on Government for expenditures, and the unlikelihood of gettmg indi­
vidual or social sacrifices on a large scale for possible future depres­
sions, will make actual postponements problematical. Particularly 
armaments, a large Federal construction item, seem unlikely to lend 
themselves to postpQnement schemes. Even booms following de­
pressions in which public works were carried out on a large scale will 
probably not witness an appreciable falling off of construction because 
of "overbuilding." On the contrary, the usual maintenance of high 
levels reached in public finances lead to the conclusion that each boom 
will, because of the hangover of the program of the preceding depres­
sion, carry more public works than the depression period itself. 

It is often stressed that" the regenerative characteristics" of public 
works projects 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, will likewise be public. Social activities, 
if any, tend usually to cease only when the financial system collapses; 
the opposite would be exceptional. 

2. Assuming, however, 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 fallin!J' off of real 
estate assessments may cut borrowing capa.city ind.epe~dent of the 
size of the debt. There is no gua.ra.ntee 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 necessarily mea.n a hoarding of that capacity for a. subsequent 
period. It is obvious that ability to levy a.nd collect taxes and to 
float loans successfully is independent of a.ny formal remainders, 
though this may determine the potential size of the tax or debt 
increase. The fact that taxing is effective only when there is a 
substantial tax base and borrowing is possible only when there is 
a. ma.rket for obligations, definitely leads to the conclusion that physi­
cal postponement does not mea.n storing of a reserve of financing 
power. Specifically, during this depression, potential taxing and 
borrowing capacity has proven useless for ma.ny governments. 

3. The use of reserve funds to finance public works projects is 
subject to much criticism when they a.re to be part of a postponement 
program. We pla.n to reta.rd our normal works programs in order to 
benefit from the potential recovery elements in the fina.ncing and 
expenditure features of a timed public works policy. A reserve fund 
system, especially when adopted by ma.ny States a.nd localities, would 
involve th() 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 fina.ncing which is most effective as a recovery measure, namely, 
credit expansion, ca.n 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 a.nd refund­
ing possibilities a.re hampered by reserves in one's own securities. 
The reserve fund is not supplied with a.ny purchasing power to finance 
public works unless the Government obtains cash to retire its OWR 
securities. Cash for the payments of wages a.nd the purchase of ma­
terials does not grow out of a.ny intragovernmental 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 a.nd in small amounts, reta.rdation may be 
possible. 

Undoubtedly there will actually be a cumulative expa.nsion of public 
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 a.nd improvement of a 
program once begun than to visualize a.ny kind of slowing down. 
There a.re also some indications that financial exhaustion or collapse 
may nec.essitate a retardation before the boom period ever gets uuder 
way. Another probability is that public works will end after a depres­
sion only w.ith respect to the cha.nged methods of financing. After 
the tra.nsition from recovery efforts to prosperity phase activities, 
the use of taxation or borrowing from real savings should be favored 
for the financing of public works. Popular support for such a policy 
would be easier to obtain tha.n for a. physical discontinuation or 
reta.rda.tion of public works project~. 
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Two minor lroblema remain to be discussed. One concerns the 
techniques an devices accompan~ the financing arrangements. 
The utilization of semipublic corporations and authorities, the guar­
anteeing or matching of funds, or some system of Federal and local 
grant. and 10&118, all have a basic bearing on the ultimate burden of 
the financing, and on the practical problems of carrying out programs. 
It is, however, evident 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 problem will have to treat with these financing practices 
lind the related benefit and cost allocations. 

The second minor problem relates to the role of the fiscal system 
in encouraging private construction. Tax exemptions for new con­
Itruction, Ilthou~h they may mean a nominal loss to the fiscal, indicate 
a lubstantial glWl to the general eC()Domy. 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 several New York State counties for 10 years, 
expired in 1932. Italy has incorporated a tax-exemption program, 
designed to encourage new construction, in its real property tax 
system and has coordinated this with its general public-workS program. 

Governments can, in general, through some medium, reduce con­
Itruction costs and can call into existence a large amount of building 
activity which might otherwise not seem feasible.. Numerous devices 
are possible to enhance profitability and to make projects appear 
closer to a self-liquidating basis. Legislative support for measures 
designed to accelerate private construction may be easier to obtain 
tho fllllds for what some consider to be Government intervention in 
private business. . 

The theoretical p'I&l18 concerning the most desirable financing 
methods are primarily influenced by considerations of the objectives 
of public-works programs. In each case the expenditure must be 
finllJlced by a method consistent with its :purposes and one unlikely 
to destroy or nullif:y its desired econODllC reactions. Keeping in 
mind general econODllC stabilization desiderata, it is doubtful whether 
taxes or reserves can be warranted in any case. . 

A primary objective of public:.works programs is likely to be a 
direct increase of consumer purchasing power. Unless special taxes 
are devised which will act as confiscatory capital levies, it 18 extremely 
difficult to see how any other method except credit expansion will 
avoid a mere transfer 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 taxation. 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 gO\'ernmental spending. It must be 
remembered that this does not detract from the necessity of financing 
the original spending program through credit expansion. The o:ppor­
tunities for increased or added taxation are offered to offset the infla-

• J M. X.YDOO, "Tho MOODS to Prosperity", London 1933, and O. Myrdal, "Xonjunktur oob oilOlltlle 
bUlliau.ailll ". Stoell:bolm 1933, hove Itieooed tbia feature 01 public-works IIDanciDg in tholr wriIiDI" 
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tionary tendencies created by excessive credit development. While 
there can be no doubt that tax yields will grow, the time lags con­
nected with most types of direct taxation may seriously hinder the 
usefulness of the tax program as an eKpansion 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. 

Other objectives are: 
1. 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 a portion of the na­
tional income is taken over by taxatidn (and may still be insufficient 
to cover current and necessary Telief services) that additional taxa­
tion may not only nullify the public-works objectives, but may 
th.reaten collapse of the fiscal system. Up to a certain point taxpayers 
will consciously pay taxes, but beyond that point indirect taxation 
methods become necessary. In addition to undesirable economic 
reactions, taxation becomes difficult from an administrative view­
point. Subsequently pressure from the community for cessation of 
the expenditure giving rise to the revenue 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 local governments, 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 speculative 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 localities 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 burdEln of deficit 
financing already recommended for shifting to the Federal Government. 

Before turning to financial limitations on public-works prograIns, 
other obstacles will be briefly considered. 

There is no way of judging beforehand what the relation may prove 
to be between loan expenditures and returns based on the completed 
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 ~roup fill this category. Others, 
such as armaments, call for a dilutlOn 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 elaboration of the property, gasoline, and motor­
vebicle tax bases. It is conceivable,. however, that new roads gener­
ate the need for additional expenaitures wlrich may absorb funds 
flowing in from the freshly created tax bases. It is also conceivable 
that there will be no funds growing out of the road taxes which will 
be available for debts retirement. 

The most favorable kinds of projects insuring returns are those 
which are to be sold or those types for which adequa.te security, even­
tually convertible, is assured. It is theoretically possible,· therefore, 
to conceive of a public-works program so constituted that, apart from 
price changes, no ultimate financial incidence will be borne by the 
fisc. To the extent that such a program is carried out, one type of 
limitation is absent. 

The poBSibilities for such a policy are remote, and it is reasonable 
to suppose that there will be strong resistance in the community to 
pro~ams of that type. Furthermore, much of the supposed self­
liqwdity of the projects would disappear with the further deflation 
following an excessive expansion. In this respect public-works 
projects are subject to'the same chances and certainties which threaten 
all busine88 enterprises. 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 
ot financing. It is primarily through the reaction of the financing 
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 depre88ions, the debt burden for the maintenance of 
current services is likely to grow. In relation to public works an 
additional borrowing quota must be justified. We 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 timing. 
The progress of the deflationary movement is such at the beginning of 
the depression that deficit financing has not yet made its appearance 
and the absorptive capacity of the community for Government bonds 
is still ample. A loan program may be more successfully launched 
durin~ the first stages 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 elements would not encourage the defeatist attitude 
imphed in such a program. It is possible that in a planned economy 
these resistancea can be overcome. Unless, however, the initial 
impact of Government spending can stem the deflationary tides, 
it 18 reasonable to assume that the pouring-out of funds will be a 
continuous need until such time as the private economy may relive. 
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 !-O disb~e funds which: do n?t ~aIT.Y tb:e o~us of 
having taxed thelr constituents. There 18 continUIty Implied many 
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pub.Iic-works prograi?- regardless of its t.iming. This will militate' 
agamst early depreSSIOn efforts. -

There are two additional institutional factors which may determine 
financial policies. One of these is the benefit theory expressing itself 
in much of our fiscal and economic legislation. -

This theory creates a sentiment calling for tan~ble advantaO'es to 
be derived from each sacrifice. It is not difficult to see ho; this 
will make itself felt in public-works programs. For example the general 
community may resen~ 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 debt retirement Without deriving 
immediate benefits, may create obstacles for public-works borrowing. 
Sectionalism thrives under incentives -such as these. The current 
depression has adequately shown that these difficulties exist. 

The greater the amount of self-liquidating projects, the more the 
ideal of benefit financing will be ultimately approached. In order 
to compensate 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 proO'ram once begun. 

Every phase of the program ;ill have to face administrative diffi­
culties. 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 questions of policy place definite 

- limits on the scope of major public-works programs, much attention 
has not been given in this study to these limitations of an adminis­
trative character. A successful public-works program depends never­
theless on their satisfactory elimination. 

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 tho results of such an e~ansion p'olicy may be inimical to recovery 
efforts because they result m 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. 

Followmg the initial stages of a deflation of trade and production, 
there is a cessation of new investment. Idle funds lie unused in 
the banks. Natural 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 financi.al institutions make the Govern­
ment bond market attractive while private capi.tal movements are at 
a standstill. 

The experience in this country has shown that when large amounts 
,of Governmental borrowing take place, private and institutional 
investors do not absorb much of the new issues. The banking system 
owns a major portion, estimated at three-fifths to three-quarters 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 ~e shown, 
bowever, that when individuals purchase Goyernment bonds, depvsits 
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-in the banking system are not reduced, since Government spending 
tend. to create idle funds in a degree possibly equal to that in which 
governmental borrowing absorbs them. Furthermore deposits in the 
banking system as a whole can be decreased only through a repayment 
of loans to banks, through bank failures, through cash hoarding or 
throu~h payments by depositors to the Government with the Govern­
ment m turn withdrawing deposits from the commercial banks to the 
Federal Reserve banks. The result of a loan expenditure program 
is, therefore, an inc~ of Government bonds in bank portfolios and 
an increase in _meml:!er bank balances at the Federal Reserve banks. 
The latter being created by virtue of the increased individual deposits 
at member banks.! Any of the conditions leading to decreased 
deposita would counteract this tendency. 

The chief objection to banks holding excessive amounts of govern­
mental securities (as well as any other long-term investments) is that 
the liquidity of their portfolios has disappeared. Banks are ulti­
mately forced to accept additional governmental issues because of 
VariOIlS pressures and because of the need for maintaining the valuo 
of obligations they already own. This condition may lead banks to 
stress unduly the li<J!lidity of their other assets and to prefer cash to 
commercial loans. This tends to contract the debt structure as well 
AI the scope of industrial and commercial operations. This would 
nullify the effects of the expenditure program by its income and price 
deflation influences and would delay the desired expansion. 

Another objection to excessive holdings of Government securities 
by banks is the risk of depreciation in the value of the obligations they 
own. In this country we have obviated the need for fearing this 
factor by a general substitution by the Government of its own credit 
for that of the banks. The measures achieving this include the new 
Federal Reserve legislation and the activities of the Federal Deposit 
Insurance Corporation and the Reconstruction Finance Corporat.ion. 
The possible e1Ject of a policy of governmental support for the banks 
is a postponement of any difficulties. If a collapse of governmental 
credit should occur, the severity of the crash will, however, be in­
creased. 

It is n~t ~e that owners!lll? of ~ve~ent securities by the banks 
necessarily mvolves a credit mflation m 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 Dot achieved by loading the banking system with Govem~ 
ment paper. 

A pote~tial danger to the economy is involved in the building up 
of eXCeBSlve bank reserves. In the present situation this reserve 
expansion has been achieved. ~ot only by Federal Reserve ~ank pur­
chases of Government secuntles but by the monetary policy which 
is. being pursued. . Treasury disbursements out of cash, penwtted by 
nrtue of the gold mcrement and to a lesser degree of silver purchases 
can . add to the exc~ reserves. Gold ~mports are another facto; 
leading to an explUlSlon of reserves. 'While the monetary policy and 
gold factors are not related to.governmenta~ bo~o.wing, their coextis­
ence places an added obstacle m the way of ]ustifymg such borrowing 
The danger mentioned is that ~xcessive .b~ .reserves may lead to ~ 
strong boom when normal busmess actjVlty IS resumed. It is pos­
sible to lessen the inflationary expansion due to these excess reserves 
by increasing the reserve requirements or by selling Government 
IU17UI~la 
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securities in the open market. Such action with respect to reserve 
requirements should be coincidental with the borrowing 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. Effective 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 will rise. 
It is not difficult to see how a major spending 'program, supported by 
a monetary policy such as we have had in this cOlmtry, can cause a 
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 dependent on further Government loan 
expenditure. Others see the Government spending providing for a 
higher conswnption rate than otherwise and making it more feasible 
for industry to embark on a capital-expenditure program; the latter 
being essential for recovery. 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 
private 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 indicated that the depression consumption and durable goods 
market relationships may return after a transition period.' This 
tends to support the conclusion. that no additional disturbance of 
the banking system other than an inctease in deposit and reserve 
magnitudes (primarily associated with the borrowing phase) results 
from the expenditure program. 

The general conclusion aPl?ears to be that heavy governmental bor­
rowing does not necessarily mvolve inflationary excesses. The com­
mon beliefs about capital shortages resulting 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 events, the ulti-

• L. Robblns-U Tbe Great Depression" London, 1934." 



ECONOKICS OF PLANNING PUBLIC WORKS 189 

mate aucceu of a public works program and its fin!IDcing m~as~es is 
conjectural and it ia unwise to propose the adoption of a SImilar or 
related pl~ .for fu~ure ~epressions ~til such time as the results may 
be viewed WIth a histoncal perspective. . ... 

The whole history of public works ~d the~ financill~ ill t~s 
country offers no experience of any value ill relation to maJor public 
works programs. Conclusions are valid ~nly with respect to fiscal 
atabilization efforts to which normal public works must be related. 
It ahould be possible to coordinate Federal, State, and local const~uc­
tion in IUch a manner as to take advantage of the most economICal 
financing methods. The activity of the State Advisory BO!lrds 
indicate that major programs are being mapped out, though lIttle 
consideration, if any, ia bein~ given to fin~cing a~pects .. The 
expt'rience with public works amce the depreSSIon culmmates ill the 
P. W. A.; the economic effecta of the financing methods, as has been 
atated above, are not yet discernible. It is reasonable to conclude 
from P. W. A. experience that within the framework of local finances, 
aa they are today'! public works must remain essentially a Federal 
problem. Local nscal systems lack the mechanisms and the flexi­
bility to deal with them effectively. 

With respect to foreign public works programs, little conclusive 
evidence ia available. Russia, with the biggest program, offers no 
experience which ia applicable to our tYJ?e of economy. Of the other 
nations, Sweden haa during this depresSion embarked upon a public­
worka program to accompany its monetary experiments. Using 
borrowed funds, both the National Government and the municipalities 
have been carrying on construction programs comprising chiefly 
lelf-liquidating and revenue-producing projects. The absolute and 
relative amounts spent are 1D all ways comparable with a major 
program. The entire scheme, furthermore, has been absorbed into 
the regular financial structure. The program is said to be based on 
a recent memorandum prepared for the Swedish Government by 
Professor Myrdal which concludes with the recommendation that; 
public-works programs should be expanded during depressions. 
The nature of their works projects, their industrial structure, and 
their fiscal system make the Swedish program inapplicable to our 
oWD condition. It ia also important to note that the Swedish plan 
ia 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 oWllership 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 progriuns, neither during the 
~08t-war period, nor during the depression, offers any relevant conclu­
sions. Public-construction efforts centering in the road fund and in 
hC?using have not been of any great magnitude. The road fund was 
WlthdraWll from the budget 1D 1929 by Churchill and the moderate 
exp~sion of. the early years of the depression already has stopped. 
Housmg proJects financed by means of State aid to localities have 
been common. The absence of the need for public works as an unem­
p!oyment and relief me~.ll!"e can be explained by the existence of pro­
VlBlona for welfare actiVities through other channels. In general, it 
may be s~a~ that any credit e~pansion 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 qualifications. 
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 deflationary and offers no opportunity for a study of public-works 
expansion. Following the monetary stabilization, a short period of 
approximately balanced budgets has been superseded by years in 
which considerable deficit financing for current services has been 
necessary. 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. The extraordinary public-works budget ("Compte Special 
du Perfectionnement de l'Outillage National") 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 gov­
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 ariseB: 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
cessful 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 are 
indications that an unfavorable reaction is involved. It must, 
furthermore, be admitted that structural changes taking place iB. 
Germany may detract from the applicability of their experience. 

In Italy monumental public works have been a feature of the 
general economic policy rtl-ther than of specific recovery efforts. In 
addition to two semipUblic corporations usin~ small government 
capital contributions and subsequently expandmg on the basis of 
government guaranties, the major "Mussolini Plan" (Piano per 1& 
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Bonmca IntegralA) hy been launched. Another rural public works 
fund haa added to the total of approximately 25 billion lire which 
waa spent on public works from 1922 to 1932. The government 
is continuously expanding its program. A¢cultural development 
.chemee have played a large role in the public-works projects. The 
borrowing of this program, combined with the recurnng general 
budgetary deficits, hy placed a severe burden on the financial 
system, especially since the external credit, which helped finance 
the earlier projects, hy disappeared. There is a capital shortage 
and a general deflationary program has been embarked upon by 
the Fascist regime. There 18 nothing in the Italian experience to 
encourage the belief that public works, financed by borrowing, have 
a salutary effect on the economy in general or the financial system 
in particular. 

Foreign experience, if cODciusive 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 foreIgD countries deficit financing has 
led to monetar:r inflation threats or has necessitated renewed de­
flationary actiVlties. In particular, adherence to an international 
gold standard appears to restrict the amount of loan expenditure 
which can be made. 

Part IV 

The dangers involved in financing a major public-worksJrogram 
point to the added necessity of insuring a m8.XllDum of fisc stabili­
zation. The unemployment relief problem will undoubtedly make 
some 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. We may expect in this country a new 
social and economic ~hilosophy, culminating in a planned economy 
having economic stabilization as 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, 
having perhaps an objectionable reaction on the economy, will be 
greater. The objectives for future policy should be in terms of fiscal 
nnd general economiQ 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. Norms, 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 evident,' but it is 
dou~tful ,,:hethe~ it will be possible to separate the two spheres of 
public policy WIth regard to future developments and reactions. 
Public opimon has recently been inclined to .measure the entire 

• Tbe _t writer baa _ted this prohlem more fu))y In The Emergency Budget ot the United Btetee 
American Eoonomlo Review, Vol. XXIV, no. I, March 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 severe because the 
burden or relief efforts has not as yet been completely absorbed by the 
Federal program. Unless State and local credili 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 with provisions. added during the 
depression. The sales tax assures the States a direct link to any 
retail sales improvement. The general purchasing power expansion 
induced by the Government 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 ill 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 
and local finances will soon operate on a normal basis. It is, however, 
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, with 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 structural changes and trends in the fiscal systems as a result 
of the factors operative during the past few years which will influence 
future fiscal stabilization needs and eiforts, may be summarized, as 
follows: 

1. The new broadened sphere of expenditures, particularly in the 
Federal Budget, will necessitate much larger scope for Government 
flnances. Apart from recovery measures which may show stationary 
tendencies, new social policies (unemployment insurance, old-a~e 
insurance, child welfare, etc.) and a trend toward public 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 Government in the national economy, the more 
important the problem of fiscal stabilization. Ultimately, fiscal 
stabilization itself may influence economic stabilization. A result 
of the trend in governmental functions indicates a particular need for 
fiscal stabilization because of the specific so.cial nature of the activities 
and expenditures implied. 
. 2. A definite trend toward new taxes and the overthrow of some old 
taxes is evident. In State and local finances, particularly, a decline 
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 bases, in both local and Federal tax systems, 
though more strongly in the former, threatens to involve the dis-
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placement of tu philosophies which hr.ve been guidin~ for many years. 
The inrome tu: .. a maJor fiscal instrument has received a temporary 
eetback and ia momentarily in disCavor because of the inadequate 
yielda. The exis~nce of aeveral important States including Cali­
fornia Dlinoia, Michigan, and New Jersey, wit~out inrome taxes, 
aho ... ' a potential field for expanaion. Other tn'nds in taxation indi­
eate a poeaible revival of b~nefit notions (l?ri~, fees, etc.). 

3. With regard to borrowmg, Federal policy 18 self-explanatory. For 
the State. and localities, the need for new measures and limitations has 
become evident. Borrowinf!:r deficit financing and for relief threw 
over many old notions regar· the srope of borrowing ... The difficult­
iea enrountered .. well .. the fact that the older capaCities have been 
used up, point to the ronclusion that a new approach to State borrow­
ing ia probable. A striking example is afforded by the State of Wash­
ington where borro~ for financing relief expenditures was possible 
only through the invoking of the .. insurrection" clause of the Consti­
tutJon. Wholesale municipal defaults omd the break-down of local 
credit indicate that the property-tax base for borrowing may change. 

4. Bud~tary procedures and the administrative aspects of fihances 
will certainly benefit from the efforts to eliminate the glaring deCects 
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 llractice of putting roto 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, unity, and 
above aU, the presence of dedicated revenues and specific use funds, 
made the effects of the depression on the finances of the political sub­
divisions much worse than the'y should have been. Improvements in 
the direction of greater executive authority over expenditureA, revision 
of estimating procedures, and more wide-epread publicity have been 
promising. Similarly, the difficulty of working With biennial budgets 
was clearly demonstrated. . Almost every State legislature held a 
regular or extraordin':l'1session in 1933. This indicated the pressing 
need for frequent revisions of finances during emergencies. A trend 
for improvement in these mechanisms may be absent but the ground­
work has been laid and the need for further action demonstrated. 

5. Finally, the further clarification and coordination of Federal, 
State, and local relationships in finance achieved during the depres­
sion definitely indicates that step.s toward 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 have been furthered with 
respect to functions and especially with State-collected, locally shared 
taxes. No real economic policy can be pursued by a community that 
subjects itself to the vagaries of one tax. Localities which depended 
!ilin08t exclusively on property-tax yields found it imperative to 
rocrease the number of levies and to diversify the risks from the 
fail~ of yields to live up to estimates. Expanded Federal and local 
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 coordination (the latter 
practically impossible under our present legal system) have not made 
any actqal 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 by the Federal Government and the Sj.ates in 
the near future. 

In general, the trends indicate a major reform movement in State 
finances, much of it as a result of depression experience, but not aU 
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 removed than they were before the depression 
from t:qe concept of fiscal system best adapted to stabilization needs. 

Summary 

The glaring need for taking active steps, in the interest of the 
general economy, toward maintaining fiscal stabilization along lines­
consistent with cycle 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 offered a field of activity along these lines 
which fits into the scope of its work. Particularly, under our insti­
tutional framework, it is essential that a central coordinating agency, 
using persuasive rather than coercive powers, should undertake the 
furthering of fiscal stabilization 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 aU the time make 
reforms in the interest of any other but immediate revenue needs 
extremely difficult to achieve. It is only through the activity of 
agencies not directly concerned with- admmistering the finances that 
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 materially aid those working for coordi­
nation from other angles. It is possible to formulate plans at present 
for working along these lines. 

It is with respect to fiscal stabilization rather than to public-works 
programs, that foreign experience and theories are extremely valuable. 
Equally, the States and localities can contribute suggestions and 
devices which have proven successful and which are worthy of wide­
spread attention. It would be advisable to encour~e further study 
of fiscal experience in relation to fluctuating economIc backgrounds. 

In striving for fiscal stabilization, the Planning Board will find 
io.self working for the general furthering of sound and orderly finances. 
Depression financing is essentially emergency financing. In emer­
gencies fiscal plans and even legislation are usually only norms for 
fiscal morality. These are never rigidly adhered to. Specific 
plannin~ for methods to meet emergencies cannot be achieved. Recom­
mendations for fiscal stabilization, therefore, will deal primarily with 
sound economic and equitablo tax systems, flexible and efficient 
budgetary mechanisms, and enlightened leadership in Government 
functions, activities, and expenditures. 

o 
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