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December 15, 1931 

l 

Mr. Edmtmd E. Day 
Rockefeller Foundation 
61 Broadway 

"l__ ~ OEC !6 ·' ['.{ J 1/:t!:::;:.;:(t"_ 
~./, .2 . ~,L~ 
-0~ d-..- ho . .;. 
~~-

New York City ~~ 

~~ 
Dear Mr. Day : ~v 

Enclosed is a copy of the National Bureau's application ~~~ 
to the Falk Foundation . The materials referring to the past work of r:.::::--;; 
the Bureau are omitted since they are not essential .for that part 4""....;... IJ,...yt._~ 

~ · "'· ~ . 
of the total application which is enclosed . :rZ<::. .,..~ 

#,.~~ 
Gow has asked for our reaction to this application on the ~.~dL·-

following counts : ~~~~ , 

111. Do the new studies which the Bureau would like /.~ ~~ 
to undertake deal with zones of economic information which ~~ /J _ 

are basically important? ~-~~ 
~~ 

11 2. Is the 
so unsatisfactory 
desire to improve 

present status of inf'ormation in these zones 
that there is resl merit in the Bureau's 
this info~ation? 

"5 . In view of the present need of society for sound 
economic action to guide it out of the present depression, can 
a foundation such as ours justify the expenditure of money at 
this time for the gathering of factual material which only in 
the long run and indirectly will help answer specific questi ons 
and problems and guide practical action? 

In view of your intimate acquaintance with the Bureau' s 
org~zation and program we are especially eager to have your frank 
criticism of the proposals which have been developed by the Bureau 1 s 
staff . You can be sure that comment from you vdll ~:ept in strictest 
confidence. 

MBG:AJJS 
Enclosure 

c..-..EJ 



NATIONAL BUREAU OF ECONOMIC RESEARCH, INC. 

51 Madison Avenue 

New York City 

Mr . J . Steele Gow, Director 
The MauricQ, and Laura Falk Foundation 
Farmers Bank Building 
Pittsburgh, Pa. 

Dear Mr . Gow : 

December 2, 1931 

In behalf of the National Bureau of Economic Research, and 
acting upon the vote of its Executive Committee, I hereby make application to 
the Falk Foundation for a grant of $150,000, spread over a thr~~-year period, 
to the National Bureau of Economic Research . This sum will ~nabl~ a group of 
new studies to be undertaken at once at the National Bureau. 

I enclose a memorandum. on the work now being carried on at 
the National Bureau (pages 1-23 of the memorandum.) and also a description 0f 
the proposed new studies (pages 24- 39). A large share of the time of the staff 
of the National Bureau during this past year has been taken by a survey of the 
period of recession and depression, 1929-31. The publication of this study will 
pr,.,bably be postponed for s~veral months during which time it will go to the 
members of the Boe.rd of the National Bureau and to the members of t he Sponsoring 
Committee on Recent Economic Changes but in the meantime the National Bureau 
is anxious to begin as soon as possible an investigation to cover some of the 
most important gaps in our la:lowledge which our study of the depression has em­
phasizRd. These proposed new studies are as follows : 

(1) A thorough revision of the Qstimates of National Income, 
its total amount and especially its distribution . This requires the appointment 
of a c0mpetent man and a small increase of staff . Professor~. c. Mitchell has 
undertaken to give general supervision to the study. The estimates of income 
havP been made by the National Bureau since its foundation , but with the de­
vel<'pment of new mc,terial and the perfecting of technical methods there shCiuld 
be a periodical reappraisement of both materials and methods . The National 
Bureau is very desirous ef making such an appraisement at the present time . This 
will mean probably an expenditure of perhaps $20, 000 the fir st year , $15 1 000 the 
second year, and $10 , 000 the third year, when as a continuing study it can be 
put again upon a routine basqs . 

(2) A Study of the Investment of Capital - a study of the 
flr-w of savings from its various sources and their distribution for varying eco­
nomic purposes . 

This ~ tudy is linked with the investigation of n&tional i n ­
come , but it c~lls f or expert kn~vledge of a special kind. There should te de­
veloped v..s a permanent new source of information a monthly index showi.."'lg t:1e 
vo lume nnd direction of the different kinds of ce.pi tal investment i n the Unitf'd 
States . Such an index might pro'Jerly bo ·:-aken over by c.. Government depl"'.rtment 
prov:i.ned the criti0al work of openin;:: un ncY/ sources ol' information is f'irr.t 
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accomplished , TherP is an additional special study to be madP ~f the agcnci~s 

l"f ~apital accur.'l.Ulation md distributicn whicr is more per iodic in charact~r . 

This is one cf -';he mcst vi tal gaps in C'ur existing knowledge , We estimate that 

a C~"mpet~nt specialist with a small staff could do the '"ork desired in thre-e 

years ' time . The heavi~st expenditure will come from the middl~ cf the first 

year to the end of the third, 

(3) For a nunber of years the Uational Bureau has dosired 

to use its methods in making a contr ibution to the important problem of the L~­

cree.sing contr~l of business in the United States and its effect upon the com­

pAtitive system, There are large clements of opinion and of theory in this 

problem YFhich will need to be objectively evaluated in any study of the subject 

but the emphasis will be placed by the National Bw·eau upon the elements of fact , 

thus removing at least a part of this contentious subject from the realm of con­

troversy, A ~ompetent ran is available for this work ' nd in our judgment the 

expense is likely to be distributed in a manner somewhat similor to number 2 , a 

prE'limina.ry six n:onth> ' ., tudy followed by o. lnrger expenditure from the middle 

~f the first year to obout tho middle of the third , 

(4) The Bureau also proposes a revaluation of the physical 

v~lume of production in the United States ~nd n study of the flow of goods from 

pr~ducP.r to consumer , A considerable amount of the materio.l required for this 

study is already availobl~ but it needs a new testing and the addition of fur­

ther infonnt+ion. Three of the present members of the staff of the Bureau will 

give special supervision to this study and a competent younger mnn with adequate 

statistical assistance will be employed . 

In the budget ccti!lUl tes horewi th r;ubmi ttcd the direc-t cxprm-

. ses of these projects nro entered v1i thout ,ho nocesc:lry nrovision of the oyer ­

head 0hnrges which would be ussignr,ble to o~ ch one if funds vtere to be sought 

for individual projects . The C'Verhead chnrges t>.ro included in the budget under 

the heading D. General Administration, which is estimnted to provide for thf' 

new projects herewith proposed. It is also udvisable from the standpoint of ef­

fe~tive utilizction of the Burea.u t s resource~ t~d for tho most econC'mical use 

of -the Buroaut s funds thr.+ tho project should be envisc.ged e.s a ·whole rather 

than tho. t the grants should be mo.de on an annual basi~ and the unexpended br,lance 

lapse at thl" end ('If each yec.r . Taken as a whole the work can be better planned 

and better coordinc.tcd with the oth0r work of the Hntione.l Buronu , It is there­

for~ requested thc.t a grant be nrde for ~~e total needed for tho enlurge~Pnt of 

the National Bureau t s prot;ram, to be paynble nt the rate of ~~50 , 000 e. yet r . The 

National Bureau would , with that nrr~gement , nw.ke the adjustments for tho 

heavier expenditure of the second year ani render nnnuc.lly an account of its ex­

penditures under the grrutt . 

Tho description of the work now being cr-rri&)d on at the Ua­

tiono.l Burco.u which is given in tho memornndum £'Jld which is al ·;o included in 

thro budget statement has left ono item unoxpll'.ined , nc.mely nunber B. A very able 

e~or.omist, John ~!auricc Clr.rk, lv- s boon ongaf.:;.cd by tho No. .... ionnl Bureau to bring 

r..;.~ 3.1'U.._c analytic oun.lity to bear , in cooporr,tion ;.;ith Professor Uitch ... ll , on 

tho new mothods of mot.surement which Professor Ui tchcll is establishing for busi­

ness cycles. The ul tirnc,te object I"Jf the long ste.tintico.l work in which the Nn­

J..iorr: 1 Bur0uu hc.s been cngcged, under Profo s sor Mi tche 11 ' s guidance , in mea sur­

::.r.g business cycles i s to ci~0ovor what fo.r-tors ar'J cortincusly most ":l.ctlvc in 

bringing "bou~ ~he changes frl"m business prosperity to business depression ~~d 

n~;ain from depression tl") prosperitv. It hr s seemed hir,hly desirable to the Uo.­

_.1-;:tonnl Buroc:.u thut Professor Clnrk ' s exccptionc.l critical c.bility shall be 
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engaged ut this important stnga of our ..,:ork. The n::-, tional Bureau hns nlso to 

examine its e.xperien.ce in l:ul.king, lnrge periodicnl surveys and to sot up ns fnr 

ns possible a plan and skeleton organization for such surveys . It is designed 
alsc tn usc Professor Clc.rlc in this work. 

With the memorandum froM tho Nntional Bureau o.nd the budget, 

alrE'c.dy referred to 1 there is l' lso included n stc. temen t of our current budget 

expenditures for 1°30 o.nd to October 31 , 1931 , n statement ns to the salo of 

our publications , and copies of the grants at present o~erntivo to the National 

Bur,c..u from the Rockcfnller Foundr,tion and tho Lnurn Spolntm Rockefeller Hemorinl. 

I send clso ~en copies of the lnst· nnnuul report of the Directors of Resocrch. 

Iron 

Your3 sincerely, 

(Signed) Edwin F . Gay 

Encls . 



PROPOSED N'EW STUDIES 

BY TEE 

NJ:.TIO:tJAL BUREAU OF ECWOMIC RESEARCH 

The National Bureo.u has been called upon from timo to time to conduct 

general surveys of economic conditions . The difficulties facing such attempts 

to describe and to interpret contemporar y events over o. wide front ho.ve been 

clearly real ized by the research staff and the Di rectors , but the compelling 

cho.ro.ctor of the issues involved o.nd public obl i gations which the Nati onal 

Bureau recognizes ho.~ impelled us to undertake those studies . The third of 

these enterprises , o. study of economic changes from 1928 to 1931 , is now under 

,7o.y. 

The prosecution of the National Bureau' s research program has been 

in rome degree impodod while these surveys have been under way , but thoro have 

boon certc.in so.luto.ry results . Tho pooling of rosources and tho focusing of 

onorgie s upon 1:1 single imL1ediato task have served to unify tho work of the var ­

i ous staff members . From those studies, moreover , thoro has como a clear recog­

nition of the necessity of such periodic chrrtinGs of the c~urso of business and 

a realizo.tion of the gaps in c-ur present knovJlodge which must be filled before 

intelligent a.pnraiso.l of current economic conditions is pos sible . 

The projects to bo added to our present ~rogrcm of research, in the 

event that additional funds arc uvailnblo , have boon selected with chief regurd 

to the filling of the most serious of these gaps . Until this co.n be dono a 

whole host of problems must remain unsolved, or only partially solved. 

1 . Study of tho Amount ~d Distribution __ of tho Ua tiono.l Incomo . 

A knOl·,lcdge of the r.bsolu·co c,mount of our n -t iona.l income as a stated 

figure in billions of dolJ n1·s is of some value , but our interest in this mc.ttcr 

is not limited to its statistical a.spccts . In tho lo.st m1alysis changes in 

t;oncral economic well-being m£Y be most cffcctivoly mer.surod through crongos in 

aggrogo.te na.tion&.l income . As wo follo>l from yn:·.r to yoa.r tho fluctuations ill 
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ooononic conditions, the recurrence of prosperity and nopr ession, the subsidence 

of old industries and the Emergence of new ones , the shifting play of consumer 

demand end tho varyin~ fortunes of different economic classes , it is difficult 

to so.y whether roo.l cconc>mic progro!;G is being rodo , and ho·w rapid this progress 

may be . Yet those o.re matters on which light must be throvm if man is intelli­

gently to mo~suro and direct his cconc>mic activities . In measuring aggregate 

nationa l income nnd in tracing its vnriations from year to yer.r we o.ttompt to 

chart tho course of the main stream of economic development , nnd to place in 

proper perspective tho shifts and fluctuo.tions which bulk large in a close- up 

view . 

Tho :mco.suroment of tho nationo.l income of the Un1 ted States wo.r. the 

first task the National Bureo.u undorto0k, a task curried through by all the mem­

bers of the Nctiono.l Bureaut s staff. Tho technique employed and tho results so­

cured in this first invC'siiiga.tion (results which a.pnePred in Income in the United 

States , Vnl. I , 1931, Vol . II, 1922, Distributi._?_n___?_f Income by States , 1922)_ have 

furnished the foundation of subsequent studier (Income in the Various States , Its 

Amour t am Distribution , 1925, and The rl:tionnl Income and Its Purchasing PowPr, 

1930.) 

In the years that have pe.ssed since the initial investigations were 

l'lllde oul· o\\n experience has ripen0d and nev; d .... ta ht>ve accumulr.ted . We feel that 

it is now time +o r~-o.ppraise our eo.rlier vtork ~nd to make u fresh attack upon 

this fundamento.l problem. Vii thout fUch a. recon3ideration of our basic Astirw.tes 

we believe that s:ttempt s to build upon our earlier work will be s ubject to a con­

stantly greater ::no.rgin of e:-ror . 

The general objects of this investigation have boon sut;r;ested . l fe 

wish to meo.sure the chnnges in tho aggregate volU!11.o of wealth annually produced 

i n fue -:Jnited State s , ~~cn. sa:-i"'t; this stream of Y7Ca.H:h as i t is distributed to 

income rPo:pients of nll classes nnd k~1ds . The character of this distrihution 

is in many respects as irnpor1..:a."lt as is the nggrer:;nt~ volume . Whe..t change~ arc 
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occurring in the absolute amounts ond in the proportions of the total income re­

ceived by farmers , by industrial employees , by salaried workers ~ by stockholders? 

We cannot plot the course of: our economic development without knowledge of these 

facts . What is the average amount received by income recipients , and what chan­

ges are taking place in this average? How many income recipients receive less 

than $1 , 000 a year? How many ea~ from ~1 ,000 to $1 , 500 a year? How many re­

ceive more than ~10 .,000 a year? Are the rich getting richer and the pa.r poorer, 

or is the rever se true ? How are the standards of 1i ving of the rank and file of 

t he people of th~ country changing? Unless ·we can answer these questions with 

reasonable accuracy, we are following a blind course in our economic development . 

This earliest study of the National Bureau is at the same time a cen­

tral study, one '.Vhich provides a unifying fro.me;7ork for all the other studie~> of 

the National Bureau ·which deal with specific economic processes . Business ~ycle s 

are important :in th0 last analysis because they alter tho ag~rega.te volume cf na­

tional incomf' and the proportions rel'}ei vcd by different groups of incom~ rec ipi­

cnts . The studies ('f unempl('!yment and of the general course of 7tages deal with 

aspects nf income distribution. The investig~tion of prices is essentially a 

study of the mnnetary mechanism through nhich goods are exchanged and through 

'',rhich real income is ultoo tely apportioned among different c;roups . 

The new projects outlined belo·w -- studies of capital formation and 

of the volume nnd ch.."..racter of production in the United stC\tes -- deal with as­

pects of the problem of n-:..tional income c>..nd its distribution . 

In this new study of the nctiono.l income full uso "ill be made of the 

P.o.rlier .-1ork done by the :National Bureau . The continuing series which have been 

maintained by Dr . King will be utilized . Dr . Thorp ' s ccllection of the estimates 

of n~:o tiom.l i ncome and of the volume'~ of product:.on in "t"arious countries \'till pro­

vide a valuable background for the fresh attack which is proposed. 

2 . Stu~ n:;+ional ~v~gs and the inve stment of capital . 

Every yoar a certall1 proportion of the total productive resources of 



- 4 .. 

the country is devoted t~ the building ~f industrial plants , the construction of 

n~v m~chanical equipment, the making of ro~ds and railroads, of power plants, of 

bridges , end cf other pe~ant utilities . Anotr~r part cf our productive re­

sources is devoted to the making of goods for direct consumption or use -- bread, 

shoes, clothes, passenger automobiles , residential buildings, steam yachts . The 

apportionment of our total energies as between these tno major uses is a process 

~f profound importance . The total sup?lY of productive equipment must be main­

tained and enhanced, if the level of economic wall-being is to be progressively 

raised while the l}urrent floYt of consumption goods must not be impeded . 

The part of our total resources devoted to the extension of fixed 

plant and the part devoted to tho output of currently consumable goods vary from 

time to time . In a competitive economic system thore is no supreme dictator 

uho thus apporti~ns our labor . This distribution is determined by the acti~ns 

of millions of persons -- by pri va.te individuals, in determining \7hat proportion 

of their annual il•comos shall bo placed in savinr:s banks or used for the pur­

chase of stocks, bond~ , or insurance , by corporations , in determining Ylhnt pro­

portion of profitG shall be distributed as dividends and y;ht\t proportion shall 

go into surplus , by b~~ks in the extension of credit for short- term and long­

term purposes , by governments , in determining Hht·t proportion of the national 

debt shall be retired each yer-,r . As these : numerous decisions vary, in response 

to chang~s in interest rates , alterations of governmental policy, vuriations in 

the plans which men everywhere aro mn.king c.go.inst the ch::mccs ond changes of the 

future , so docs tho di~position of our total ~roductive resources vary. 

Vlhat np·:1cr.rs on +he fin~"lcial side ns n procers of saving and invest­

ment appec..rs on tho productive side aG a diversion of l,_bor from the r;1a¥:in~ of 

consumable goods to the :making of instruments of production, of goods Ylhich 

satisfy our ·;:::mts only indirectly, tr.rough facilitating the production of other 

goods . It i~ possible to divert too much or too little tc this purpose . And 

it is possible , by abrupt changec in tho proportion thus divert&d, seriously 
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tn a.ffoot the working of our economic mechahism. 

There are some who think that current ills may be traced to faulty 

division of our energies and to faulty distribution of current income as between 

these two uses during the years prior to 1929 . Here , again, knowledge is meagre . 

6ne of the greatest disabilities under which economists lab0r today .. in seeking 

to interpret economic conditions arises from the lack of accuruto statistics of 

the total volume of savings in tho United States . HoTt much is saved annually, 

and by what e.gcncies? How imp0rtant is saving by individuals, as compared ·with 

capital accumulation in the form of CC'Irporate suroluses? l'lhrt proportion of the 

to-tal nationn.l ir.ca:le is expended nn currer.t consumption, and what proportion is 

saved? How does the total volume of savings vnry from time to time? We are un­

able now t~ give precise answers to these fundamental questions . In our inabili­

ty to uns\'tor them lie one of the major weaknesses of contempor!\ry eoonomicc . 

Equally SPrious is our lack of L'1fo~ticn n.s to the distribution C'lf 

current na~_ngs -- their use in building up cnpital equipment in different indus­

tria s 1 in swelling tho fund of lit,uid c~pi tal r>mployed in the current precesses 

of business, and in a.ugmentL<g our investrr£nts abroad. We sorely require more 

knowlcdp;P than we no·.-: have concerning the forces tlv.•.t determine the allocction 

of capital for different industrial uses , concerning the degr~e of promptnPss 

with ,.,hior changing r.o~ds stimulate al ter~ticns :!n the apportionment cf capital, 

concerning possible ('conomic ills resulting from fn.ulty diatribution of capital . 

ThesE~ are matters of central importn.nco in tho workiag of a modern industrial 

system, yet no cor:rorchensi-;-e , organized c.ttenpt ha s yet boon rmdo to fill the 

gaps ir. our t::u.rrent inforn:.tion. 

Our interest in this direction is not confined to tho statistics of 

savings alC'-ne. In thif country ''IC have built up an elabor~tc mechanism for the 

purpos<' nl' ccllectinG the uillions of sreall and large contributions ~o tho na­

tional fund of snving5, and for the distribution of these svvings to the variou~ 

individuals, corpcr· ·l-ions , municipalities nnd ~ovornments which have need for 
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capital . We know that this complicated , far - flung system for the collection and 

al l ocati on of capital funds , -- the structure of insurance companies, security 

exchanges , trust companies , savings and commercial banks and investment banks-­

does not work perfectly. How serious are the faults , and to what extent defi­

ciencies in this sytem contribute to such depressi ons as that which at present 

prevails , are questions we should be abla to answer . 

It is proposed that the National Bureau undertake a project, or 

series of pr~jects , directed toward the problems described above . Such investi­

gations would be closely related to the studies of national i ncome and to the 

investigation of changes in volume of production which is also in prospect. 

The services of an additional staff member would be required for this enterprise . 

3 . studies Bearing on the State of Competition 

in the United States 

In uny Pconomic system in which freedom of enterprise prevails , in 

which any man may engage in any economic activity he co.res to , regulation is se­

cured through the play of competition . It is through competition that thousands 

of diverse activities e.re coordinated. The number of men engaging in Pach im­

portant oc~upati0n is determined through the play of competitive forces , and 

through the tendency toward equalization of rewards which results from the play 

of these forces . The amounts of various kinds of goods produced and transporteQ 

to consuming centers are similarly determined , through the force of price compe­

tition and the reaction of changing prices on profits . The same cardinal prin­

ciple is assumed to determine the amount of savings made annually, and the allo­

cation among different industrial and governmental borrmvers of the capital sums 

thus accumulated. Competition is supposed to provide the balance wheel which 

keeps in adjustment the numerous working parts of a modern industrial system. 

It is a matter of common lo.lowledge that far- reaching changes hnve oc­

~urred within the life- time of the present generation of business men in the 

statP and character of competition . The co~ditions of full competition, of 
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free prices, cf unrestricted mobility of labor e.nd. of the other agents of pro­

ducti on, conditions which are traditional featur es of an economic system founded 

on individual initiative and freedom of ~nterprise , have been limited in varying 

degr ee by the development of recent years . The precizr character of these limita­

tions , and their significance , are not yet understood . Yfhether the present 

world-wide economic difficulties are to be attributed in considerable part to a 

breakdown of the machinery ~f economic coordination through free competition is 

an open question. 

The problem we here face is perhaps the most serious economic question 

of the day, for it touches the foundations of contemporary economic institutions . 

Ha.s the movement away frl'liD the free play of competition -- a movement which has 

brought mergers , combinations1 monopolies and semi-monopolies, trade associationc. 

exF~rt combines , trade unions , cnoperative ~-rketing enterprises, tariff walls , 

barriers to migration, widening areas of regulated prices -- deprived the ec0-

nomic system of its balance wheel? Much of the current discussion of economic 

planning proceeds from the assumption that effective coordination of economic 

precesses through competition is no longer possible, and that coordination 

through deliberate control must replace it . 

In abstract form the problem cited Qbove does not lend itself to in­

vestigation by the Ua-':;ional Bureau, which was organized for dealing with objec­

tive facts and not with matters of opinion. Yet there are phases of this general 

pr,.,blem v1hich are open to objective investigation, end there are bodies of facts , 

as yet inadequa+cly exploited, which may be ronde to illuminate the issue we have 

defined . We propose that Dr . ¥fillcrd Thcrp of the National Bureau ' s staff, whose 

s~~dies of industrial integration have given him particular aptitude for dealing 

with this probl~, he requested to make a survey of the general field outlined, 

to the end that a nro ject or series of projects suitable for investigation by 

the National Bureau be defined . In view of the critical importance of work in 

tr...i.s field we suggest that the investigt~tions thus defined be given priority 
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1n nr . Th~rp ' s prngram rf rescnr~h . 

The specific projects to be recommended should aim to throw light on 

the general state of competition, and to provide a. more adequate basis in fact 

for judgment as to the adequacy of compeation to effect and maintain efficient, 

cocrdinated operation of the instruments of production and distribution. 

4. }.; study of the physical volume of production in the United 

States, and of the flow of goods from producer to consumer . 

The effects of intcrrbpti•ns to economic activity are brought home 

most concretely through variations in the actual volume of physical goods pro­

duced and of services render ed . It is estimated that the de)ine in the volume 

of industrial production in the United States between the peak of activity in 

June , 1929 , and September , 1931, has amounted to approximately 42 per cent . 

Here in a single figure we have an epitome of the depression, a picture in sum­

mary of tho net effe0t of the existence of idle capital and of idle men. 

We have said that this vitally signif:.cant figure is an estimate . I t 

is a very rough estimn te indeed, for vre do not possess today any co:nprehensi ve 

and accur ate measurement of the total volume of goods produced and of services 

rendered i n the United Stutes . This lack of accurate knowledge of the course of 

production impedes economic research into all aspects of the depression and of 

the period of expansion which preceded the break. The seriousness of this dofo .'-t 

has been impressed upon the menbers of tho staff of the National Bureau during 

the investigation of the current depression. We propose , therefore , that tho Na­

tinnal Bureau assume responsibility for its correction. 

Tho measurement of changes in the aggregate volume of goods prnducod 

and of services rendered is, of course , a central object in any such study. Sucl1 

knowledge hns an obvious bearing upnn the changes in economic well - beL--1g which oc­

c'..lr during prosperity and depression, nnd during longer peri,ds of time . But 

there are m:onerous other issuos in this field . In mat way are we , as a nntion1 
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i nvesting our productive energies, and what changes have taken place in the ef­

forts e>xpended in different directions? In discussing the problem ~f savings 

and of oapital acctnnulation we have stressed the importance of a knowlt'dge of the 

total volume of savings in r elation to the total volume of income . This problem 

has its cnunterpart on the physical side . \Vhat proportion of our total physical 

energies is devoted to the pr oduction of capital equipment steel plants , ship& 

railroads , agricultural machi nery, etc . -- and what proportion is devoted direct­

ly to the producti~n of consumable goods, such as shoes , bread, automobiles and 

clothing? What changes have occurred in recent years in the propor tion of our 

enPr~iPs devoted to these two types of production? And what changes have oc­

curred in thA absolute volume of output of goods of these two types? Our study 

of savings and their disposition will be- strengthened if we can attack thPse 

questions from the production side , as well as from the financial side . 

Again, we sh<'uld greatly like to lmow whether there has been in re­

cent years a heavy transferen~e of our resources frcm the production of phys~cal 

goods to the rendering of services . The rPlatively rapid growth of service in·· 

d•.lstries nf all types would indicate that this has bPen so . If S~"~, what have 

~een the economic consequences of this change? Havo faulty adjustments (reflec­

ted, in part , in te~hnnlogical unemployment) developed during the stage of tran-

s:i tion? 

StudiPS in this field bear directly upon the possibl~ existence of 

overproduction as a factor in the present depression . How rapidly did the pro­

duction of goods increase dur:!.ng the decade of tl:e twenties? \'(as the rate of ad­

var.~e materially greater than the rate of increase in production during pre -,·;ar 

ypars? If so 1 whn~ was the effect of this rapid advance? Vias -the economic sy::, ­

~pm adjustqd ~ it, or did faults devel~p through the failur~ of other economi~ 

elements and prf'l~esses -- of pricPs, perhaps, and of the floH of purchasing 

p~wer to ultimate consumers -- to adapt themselves to the new order of things 

in the field of production? 
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Further, problems of productivity are involved. There is much evi-

dence to indicate thnt during the ten years from 1919 to 1929 there was an unpre-

cedented inorease in the productivity of manufacturing industries and, probably, 

in th~ productivity of many agricultural and extractive industries . To what is 

this increased productivity attributablo? If we could answer this question pre-

cisely, we might be able to assure the continuance of this advance, and to stimu-

la";;e productivity in backward industries. What have been the social and economic 

consequences of increasing productivity? Was th~ jam which devel0ped in 1929 a re-

sult of the failure to lower prices by an amount ocrranensurate with the decline in 

production costs? \Vhat were the effects of increasing productivity upon the re-

wards of labor and upon the volume of employment? 

We lmcw little concerning the complex economic and social effects of 

increasing productiviLy. There is reason to believe thut we have not learned to 

reap the full social advantage of the enhanced production which results from better 

"' equipment, more efficient business organization, n.nd more skillful and more int·el -

lig~nt labor . We st,~ble over ourselves as the'pace of economic progress advances, 

because we have not learned efficiently to utilhe this new power . How this power 

is +o be used so that general well -being may be advanced, so tho. t the st.abili ty of 

economic ~perations may n~t be disturbed, so that all men may reap a fair share of 

its fr'.lits- - here is one of the problems of the machine age \"Jhich men have not yo~ 

solved . Greater lmcwledge ~f the actual course of production and of changfls in 

the productivity of industry is " first requisite to any solution of this pressinc; 

social problE'm . 

This project falls wi thin the field of research which the National Bu-

reau is prepa.red to cultivate . In conducting an investigation in this field we 

should seek not only ~o tmprov~, augment and interpret current statistics of pro-

d-.., ... i:ion , bu~ i;(. clarify basic ~oncopts , to i.mpr0ve the historical record of phy::i t:al 

cu~put , and to exploit the statistical results with reference to the major social 

?roblAms on which they bear. 
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The initiation of this project will probably require the services of 

an additional staff member . Dr . Thorp , Dr . Wolman and Dr . Mills have under way in­

vestigations bearing upon this problem, but it does not appear advisable that they 

should curtail other work in order to concentrate on this pr.oject . Their results 

will , of course , be available to an investigator working in this field , and they 

will cooperate fully in the prosecution of the project . It may, indeed, develop 

that this project is ~ne which should be conducted primarily as a staff job , with 

all interested members of the research staff participating in the enterprise , but 

·with direct administrative responsibility lodged in one person . 

We have listed above four new research projects (or fields within 

y;}l-i l'h projects are t0 be defined) which we believe the National Bureau shrmld unde1-

lake , Each of the new undertakings is to be directed toward the solution cf a 

problem of major economic importance . Each will be an ~bjecti ve study, quanti to.-

ti ve in character , and thP re sul +s will be capable of verific'\ t i on by other scb!' ·· 

tific workers . In markine out specific problems for ntto.ck, and in restricting 

cursel ves to fields within which quanti tativc , verifia.ble results are to be expec­

.,..od , we are not mnnindful of ether pr~"blens which engage public attention. Ques­

·l.; ions of control o.nd of plannin~ , measures of relief from the prevailing world d:::­

p~cssion , arc before ~he public toda.y. We reco~~ize the importa.nce of the general 

q'J.P.s+,ions , and the pressing character of those having to do with immediate relief, 

Y-Jt vre would insist upcn the necessity nf further spade- '1.'/0rk cf the type to which 

the Na"':ional Bureau was cor.unitted twelve yonrs ago . lo"'acts about our naticnal 

weo.lth and income ~;,nd o.bout their distribution, facts about savings , about the 

sour::os , the volurre £md -the apportionment of our na-tional fur1d of capital , facts 

nbou+ competition and the limitations to ~ompotition which come with the develop­

lT'ent 0f industria.l combinn tions , mergers and tradE> associations and with the ra·.<­

h1G ~f tariff barriers , fa~ts about the fruits ~f nur productive energies-- all 

~c.. sc are essAntia.l tc intelligent appraisal nnd , if the need for contr~l arises , 

1;-, intelligent contrcl. St"' our emphasis , ir. suggesting n widening ,..,f our resear::h 
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program, is upon the filling of gaps in our knowledge cf the fundamental facts . 

The facts t n which our studies will be directed must, of course , be 

interpreted, must be fitted in to existing knowledge , must be related to human 

needs . As the program of the Naii onal Bureau has developed we have been able to 

round out our staff, to cover more and more effectively the major fields of ec~­

nomic inter est. This process , which has lessoned the e.mphasis upon facts in iso ­

lation, has made more fruitful the r esults secured from specific studies and has 

increased the significance of our aggregate contribution. The extension of ac­

tivi~ies proposed in the present memorandum will add to our staff representatives 

of: ~erta:in important additional fields. This broaden:ing of our resources will 

~ot only be a great aid in such general economic surveys as we may be called upon 

Ln make in the future , but will add tc the efficiency of the normal operations of 

0:;.,.. research staff . 
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