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Zenorendum
Tot Dr, Aydelotta
From? ¥, ¥, Stewat

Gubjeett Work revort of the Feonomige Croup

This memorandum is & mid-yonr revort of work that has dbest comvleted
or ie now in ovrogress im the Zoonomics Croup. Since scume of tae nrajacts
have now been terminsied, it eceems an svrronriaste $ime §0 rerort urvon them

in sene detuaill,

1. Slgrence =, leng

Hr. Loag, after huving Leen & mexder of the lnstitute for moye thon

two years, resigned his meuberahip in the middle of Uctober to nceert s com-
mission as lleusement (J.z.) In the U, 5, Havel Heperve, OSince this actier
kad heen sntieivated for some time, hir unr% wae i sugh share that parts
of it gcould be brousht to ¢ conelusion snd other pasrts left 80 thet: work
gould be resumed after the wsr, The menuserivt of Mr, lLong's study om
#ihe Luber Torce in Wertime Amerion® hoz gone to the printer and will srypesr
at an Ogenslonsl Paper in & series ~ubliched By the Hstions) BHuresu of
Leonomie Reoeareh,

“Hafore lasving Hr, Long vrepared an outllse of the work accomrlished,
£ gony of thie together with 2 statoxent of Fegelpts end ixrendltures of
his nroject from Jﬁly 1, 1841 to Yoverber 1%, 1043 are sttached to this

nanarandus,
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In notifying Ky, Tong of the remewzl of hie membership, the Director's

latter of May lith said:
AShould requirements of militaury ssrvice ocanuss your absence

for & purt of shls time, the remcining portion of your meshership

way he continued upon the terminstion of your veriod of service

in the Amgy,"
Under this prrangezent there rensins elght months of ¥r, long's unexvired
menbershipy wiich is wvellable to him at the ¢lose of the war. It zay be

edvispble to set saide or earmark a sum of money from cur fund zdequ:ete to

cover this commitment.

2, ¥r. Long's resesrch asgletants

Three assistants bhave been working wisth Kr, Long. Mr. Landau, whose
reyvices were poid for by the Fetionel Bureau of Toonomie Rerearch, resigned
on Sevtenber 17th $o tske w» work with the lLesgue of ¥otlons here in Princeton,
My, Oueczowloske Yemsined for & month after Mr. long'e derarture (until
Ravember 15th) in order to estslogue snd f1le the statisties] meterisl whieh
is now stored gt the Institute., On Yovember lat My, Schiffer's work on
Hr, Long's project ceme to sn end. On $ils date he begen work, on = month
to month basu.v on the atatieticel and cmzlrt materisl for the Egonomics
Group. In meking this arrongement with Ny, Sehlffer, it hao been kert en-
tirely ¢lear that the Institute has sesumed no long-time commitment snd that

re ghould continue to zearch for other emrloyment,

3. Jompthem Hitehell

Hr, Mischell is engeged iz writing o first druft of his study on the
fennte and the Tresty fight, Thie le being writien on & dafly installment

haale and now totals apsroximntely 60,000 words. The point of view is that
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of « ¥ashington corssspondent snd the revort is based upon interviews with
zon 88111 slive, dedtalled newsreper reverte of the neried, dlaries, suto- )
bYogrerhies =nd bleogra=hliss, The rurvose 12 to mresent in & sinzle conorete
inmtance and in 2dequate detall the cetvel overstion of the Sennte during
the oouzneg of reanching &« major deselsion, Thore is nothing I know of in
nolitienl literature which undertskes $o ret down with pss much richness of
det»1]l the saotmal movements of osvvesing lesders, the gradual emergence of
isguew and e divielonn snd comhinatione that finslly result in decision.

: hesitate 50 indlecste g <os2lible dute of gompletion for thie denends largely
unen the extent of revigion that may bve reguirsd,

You will recall that nt the $ize of ¥r, Houghton's death My, ¥itchell
won anllahorsting with hiz in the editing af o Atere which Mr. Youshton had
beot during hls smdasesdorshis in Berlian., The manuserinzt of sthis disry 1s
8till in osur hande snd ne finel declsion hee deen resched concorning its
»ublieation, Some mexhers of ¥r. Foushton's family falt that it wonlé be
Vi wiser to pastuéne »udlication until sfter the war and 1 am inclined to share
P, ) 1 f thia view., ! feel the Inrgitute ahould not do any further editing on the

diaxy untd) the femily her teken o finsl dscieton concerning its nubliestion

snd I em hovreful that such 5 declision may be resched im the nesr future.

H¥rs, #1111 hes gentinued her atudy of Ruealsn coonomic snd soeinl develop-
uent, chlafly under the ghldance of Profesecr ¥Worren, On Soverbor 19th she
gave » second “eoture here st the Inntitute covering one of the periode in
Tussisn hiatory, She hse sleo continued teschinz the Busalsn lansusze and

now hae tws olrr<eas thel meet sach week, During the yesr she has slso been



of some sasistonce to Frofessor farle in the prevaration of o chapter in
hia book on Modern Strategy. Mro, Eill understende that it is not our in-
tention to recommend o renewsl of her naeistanteblp whem the present soroint-

ment expires,

5¢ JYers and Frisdrich lutsz

In the ¢arly monghs of thelr appointmente, My, and Hrs, Iute worked at
Fillside (the Notionsl Buresw of Zconomic Rescareh) with the statistlcal me
terlel collected LUy the Tloanoiasl “esesrch “yogram, Jhe purpose was $0 oute
1ine » 1izt of probvlems for inveetigstion in the general field of corporste
finanelal behsavior sné to become soquainted zt firet band with the data
avallable for anglyele sad laterpretatlon, Early in Colobar a report was
ende cetting forth ten asuch prebdlems =nd enggestlng methods of atteck upon
them,

In eddition to assisting in this work, lre. luiz made sn inventory of
uwnrublished wepvserints now at the Buresu in order to aveld sny duplication
of investigation snd comrleted s draft of s chanter entitled "Post-iay
Reconversion and the Fole of Corporate Heserves,” After comsultation with
us and with o géaa denl of reluctance, ¥rs, lutz decided to resign her
ssalntaneahlp'ia the Institute and rejoln ¥Mr, Lovedsy's stnff, which she
did on Hovember lut,

¥r, Lutr continued st Fillelde during vert of Fovember asnd has brought
to completion ¢ study om “Corporate Cosh Balences im Teance and War." He is
4o present & puper oa this 2ubject vefore the Uommittee on Hesearon in
Finunoe at & meeting to be held in Sew Tork on Decembder 3rd, This ie not
only a subjeet of guite urgant_curnonﬁ interest, but sleo one on which there

hae never been sdesuate gquantitative date or satliefuctory interpretation,
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Wr, Lutz 10 now beek at the Institute and will remsin here, excent for
oeenrionsl visite to the Fational Buresn, for the ?ofiod of hie mexbdership,
His plan ie to advenoe se far se »osoidle the theoreticel analysicof his
probler and to uze the 2taff of the ¥ational Dureau in aseemdling the %

empirienl datz Por testing and spalyzing the theory, Thiaz is in line with |
!

eunrlier undertskings where the Inatitute hon coomerated with "Hillside,*®

the ueefulnese of whioh hes now heen tested by experience,

£, Nattle ¥ise

Mins Wise, in nddition to neoting o seeretary to the Reonomles Oroun,
hse been doing editorial work, not only on menmseripte prepsred by members
of the Inetitute, But sleo on documents of the Yetionsl Buresu, Two of
these studlen were o deserirtion of the organization and sdrinletroticn
of the Jorporste Bend Frojeet, which wea inftlated by Hr, Elefler and con-
ducted by the Hutional Durean, Others, whiech were nore inm the neture of
e&itar&gl,assistnneo then revision, were Mr, Fickmen's study of the Term

Structure of Interest iates amd murusoripts by kr. Gotsmen smd Kr, 31lvert.

7. Irefessor Wnrren

Hp, ¥Yarren's trivs to the Ire«sury in ¥sahington have now settled into
s rether definlte schedule, ¥e levver Princeton on Honday afterncon ond {s
usuelly heok st the Institute on Thursdsy morning, ‘ﬁhiln no one can aver
b sure what use i made of advice recuented, I am sure the Treanury regerds
the ndviae 1t reta from economiets nt the Tnegtonte ae esm-etent nad lomartlald
and I feel that In present clroumetances we sre not ia & prositlion to deoline

requests made of us. Mr, Warren has continued his mezbershin on the Toonamie

Eniagrnes

Tiagory Committee, whiech held fte sutumn meeting heare in Princeton on

SN

September 3 and k.



8. Irofessor “tewary

Tor toue months My, Stewert has not ma'e trins to ¥echington, though
he hes oconslionally beem called unon for ndviee either by letter or tele-
rhone and some Tart of hie tine le devoted to the study of the banking

and ourrenoy savegts of fiscal rolley.

Both ¥y, ¥errem and 1 hove continued the jwrrotice which we begun when we
Ceume $0 the Inatitute of resding over s rangze wider thon economics, include
g ‘5, ing histery, rolisicn) theory and philosovhy. This rises from our bellef
that economics is too narvowly defined. vhere this muy lesd us in the

end 1s not now evident, but 1t is gquite likely to ‘nfluence our recommends=

:iuaas of menbers to the Instliiute,

In & revort on the Finsneial Hesesrch “rogram of the Yatlonal Buresu

thers was the following statement concerning eooperstion with the Instituces

“From ite ince tion the Finenolsl Tesearch Urogrum hee nuine
e trined olose goorerstive relstlons with the aconomies staff of the
Ingtitut e for idvinced "Sudy, Dr. Flefler wa+ Chulrmun of the
fotlonsl Purcau's “mlarateory Committee on Finenoiel Beseureh in
1917, vhone revort luld the foundation for the Vrosrem's work, From
1938 4o 1042 he wee Cheaiymen of the Motional Buresu's Committes on
Resesrch in Finence, and nurticimted in the planning nnd dirsetion
of Frogram resesrch g9 e member of the Centrsl Steff, Both Iy,
Stew:rt ond Dr, Werrem have slso ¢ollsborsted actively lm the work
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of the Trogrem, advieing on the s=haping of resesreh plans snd

alwe comsulting in the development of resesrch studies, In addi-

tiom, Jr, darven hes served elnae 1918 as » menber of the Mutiemnl °

Harscu's lonmitves on Hesosrch in Finance.

ilwe yeseorred sesocistes trained 1B Lhe Frogrem’s wethoda,

irs, Uevid Jurend end d, Srsddock Vickman, held mesderships in the

Inetitute in 10u0=LY, The Tropram cocperated in the conduesr of

thelr resesrch lavestipatlon by providing atatletical materialse,

clorleal masistanes, fugllities for comsultation on resesrch pro-

blems, editorial help, eriticism and pudblication wmedlum, During

Lhe gurrent year, lUrs, Friedrich and Vers Lutz are esrrying on

thelr resecreh work as Institule mesbers unler ¢ sinilar arrange~

ment with the Irogrem., Over the poat yeay, Jv. Clarence Long,

merber of tae lastitute's cconomlics a%aff, huz conduseed an investd-

gatlon of the lador force In werdtloe with the collaborstion of

another scotion of the Hstlomal Buresu,®

The relstion dbetwesn the lmilinte wnd the Natlomal Buresu ie of such
antusl Peaefit that ao guesiion of 2ur relatdve consrlbutions silses, The
¢ esenos of the relatlomslilp, oo I vlew Lt, 1o thel we are engaged in & come
mon task thousk working with different imstroments, 1If there were no
Batlonsl Puyeswn, the Inetitute would nave e bulld uwp am expensive otaff
with clericel sssistence sud all bhe arparatus requlred for evatisticel
inventigatlion., If there were no Justitute, those working at the Bureaun
who found the need for reflsctive study would heve to search for sn stmos~
vhers a3izilesr 10 ours. OCollaborstion of tue kind we now Luve between the
two institutione makes it possibdle for » schelar to integrete susntitative
and emplrdes)l knowlodpe with snulyels and interpretation. Iy secme likely
that In the future we will want to regommond sryengemensts for Jolnt pro-
Jecte slullar ¢ those now under way.

For youyr infomation I am ettuching s supplementary ctotement of the

neeting on the Naveridge Jepory vhleh wan held under Lbe awsplees of the

Zoonemles Group,
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Unemployment in the Unlted Stsies

Yrogress Herort

Aork accomplished

Purrose of the 'rojees!?

Stndy the hietory of the unemrloyed in the United Stoces since 191k sznd
deterazine the kind of neonle who hove been ovt of work, their number, -nd when
they have been unesmloyed in time relsztion to other immortsnt cconomic events,
Uyrpw from this history e-nelusions relevent to nresemt dny nroblemes in economie

theory and noliey.

Course of setiont

Eetimate by monthe the number of unemrloyed in the United States from 1914
to the vregent, if vroessidle by induetry, nge, 2ex =nd economic clsssa, In ofdnr
to de this, meke slmller estimotes for both lsbor supely znd ewnloyment, snd
determine the differences between them, Ihus exsmine the history of the entire

United Jtptes labor moriet over the nest three deecsdes,

Hsture of Moterisnls?

ioe United Stutes censuses, made by howe~to-home visit or by extrace
tion from rocords of bBusiness flrms.

B, Sneelsl surveys of lobor sumly, emnloyment and unemployment.

C. Zmployment statinstica for individus) states =nd industries,
collected neriodically and econtinnously by feder:l, stntie and
loesl government srencies, ¢hiefly 2o a breproduet of resulstion
of heslth, sofety, =nd eomretiiion, or by business firme snd
srgoel~tionn, am n by-nroduet of oneration or regulstion,

"rosress o0 Jate!

L, Congerts exarined »nd related to the rurreses of the atudy

B, Hoterial gathered, tested nnd snalyeed



Armendix A 2

€. Estimotes of labor foree completed for 1914-1930 by

Lze groups

Hex

Sehool pttendance, by cex
Huritel otatus of women
Hilivaxy status of wmen

D, Zstimates of Emrloyment ecomnleted for 191L-1930 cross-clsssified by
(exeert lomestie Service snd Hiscellsneous)

Feonomic ¢laga
fuployers snd self-emnloyed
fyofescionzls
Wepe and saloried workers
Unpedd foolly workers

Industry (many of these have bheen estimated
by detailed sub~orouns)

Agrie:lsure ublie Usilitles

Hining ' Trede

Construetion Businese Jervice
Tranenortntion frmserment «nd Hegrestion
Communiestions Profeselionsz]l Services
Governnent Hisgellansous

%, Detziled srrendiees on neaterisls snd metiod prevared ond filed,

P, lstimetes charted sand compared with eativetes available from
other studies (ususlly meager’

‘ublicstions?

“The Concept of Unemrloyment," (uarterly Journsl of “comomies, Nov, 19423 tm, 1=30

"“The Labor Foree in Wertime Americs,® Ocessions=1 Faper Vo, 13, Hitlonsl
Buresu of Zeonomic Resesrch, November 1943, pn, 100,

fapera vresent ed?

The ¥Wpr Lebor Force in the "mited Staves, 'leoncmic Discussion Groun,
Liogue of #etions, ‘rineeton, ¥, J,, Forch 16, 1943

Some United States Ttutietics Relevant 4o the Deverldge "lam, Instiiuie
for fdvanced Study, July 2, 1943,
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The Mesning of Unemployment, Hconomics Club, Princeton Univer=ity,
flovembher, 1941,

froeas =nd Vet Unemnloyment, Ameriesn Statleticsl Assoecistion meeting,
Decembher 1041,

Post-dsr Plong?

1.

Comnlete the estinntes of lobor forece »nd emnloyment, = fter 1911,
segording $o the method outlined,

Comrute the number of unemployed ench month since 191 by subtracting
the eatinntes of emrloyed from the estirutes of labor force,

Pegl with the etstistliesl end conceptu=l problen of the part-time
unemrloyed,

inelyze the laubor force, its unemnloyment and employment into cycles,
seasonal movemente sné trends., Uompore theese and other lsbor nerket
ohenomens with owtstending events in the field of wages, incomes,
unionizzti-n, government expenditure snd so on, bvoth im war znd in
DEsce,



fenendix B,

Sir Willism Beveriopge wos invited to Princetem to meet wish o group of
economists, botk English and smerican, under the susplces of the dgonomice
Groun st the Instliute, $o dlscuss the Severidge Report, Whie mecting took

viece on July lut =nd “nd] the grouy membere sre llsted below,

My, Leo Yolman (Chalwmom) .
e William Reveridge Ky, alexander loveday
My, Arthur Durne Me, Uemnie M, Roherteon®*
¥p, J. ¥, Claxk Ve, Sumner "lichter
My, Henry Clay My, Walser W, Stewsrt
¥y, Borer Fvans Me, Jacob Viner
e, B, A, Goldenweisey iy, Robert B, Wayren
te, Alvin B, Huneen Mr. John ¥, Willismse
My, C, 0, Hardy My, Joneph ¥, ¥4114itse
fr, Cluvence U, Long ¥r, Donald Woodward

e, LA :

1.



Memorandum
Tos W,
R.

Fron! w.

February 26, 1915

W. Riefler
B, Yarren

W. Stawart VV}MEQ'

Re: Conference with Divector, Tnesday, Fahrusry 27th.

Dy, Aydelotte said that he wvould he zlad $n see us someiime tomorrow,

Tuesdny, February 27th. Hare ars some of the points we mizht eoncider

with him,

Y 1. lienbershipy invitation to C. W, Averett

N 2. Invitotion from the Nalbional Buresu for the Institute to
nominate = director.

3. Tavitation to Richerd Stome and wife. (I suggeet a copy &NfW'ma*

of Btons's letter to W. W. K. be sent to Director so he s« v

(el

nay resd it before the meeting.)

4,  Invitetion to Noel ¥all - renort cn our conversatisn with
Willits concerning it. B e }iuﬁmg

5« $he nrojeet of John Cooner for o study of the Intera=iisnel
. Lsws of the Air. Cooper has telked with Earle who lkes seen
iy the memorsndum snd en this point Harle ehonld be with us whea
we t2lk with the I'irector. We czn lecve the Cooper memorandum
with the Director.

6. Twentieth Century Fund Project for a study of commercic)
policy, international investment »nd intermational monetary
arrangements to he eondneted by Prechensn, Imtz and nrodahly
Haley. 1If the Director a-proves, ve can ask Dewhurst to
come to Frinceton tn ennsider tre logation of the »roject
here.* (See note re Natl. Buresu)

7. HMembershine - 1915

Axpiration of membershin of Jomathan ¥itchell March 31, 19us,
Arrivel of Wilmerding, probably on March 1, 1945

Visit of Dr. Goldenweiser March 13-15. Do we extend in-
vitation to membership/ |

V,Uz/h 3 u’.ln‘ - N.B- r\mv
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fuggenheim fellows for 1945. Memberahip invitation to be
limited to those workiag in lconomicse, such 8 Miss Timlin,

¢

8. Appointments to the faculiy - Do we wish %o prorcss Jacod
Viner as 2 member of the faculty ir the Sechnol of Economies.

Poseih;lﬁty of some part of the Finencisl Research Progrem of the :
Nationsl Baresu lecated in Princeton -- elther one or two 1ndividuall~€hﬁkyg
foy whom we eould nrovide office enace in the Institute, or larger

,(‘4“,54
sanle orojeet reauiring snace outeide Inetirnta. Thie should also @%ﬂ&f ')
be mantioned and dilecussed with Director under #6.)



To:
From:

Sub ject:

I have outlined briefly below the type of work which I would like to
inaugurate in the School of Economics and Politics, and the facilities

which would be required for an approach to the problem from this point of

attacke

Jectively and impersonally as possible, the four following points of refer-

encee

l. The plam of scholarship for which the Institute for Advanced Study

Dr. Flexner
Mr. Riefler

Program of work in Economics for the School of Economics
and Politics of the Institute for Advanced Study

In framing the »rogram, I have tried to take into account, as ob-

seeks to conserve its resources

2¢ The most promisings fields for productive work in the Social Sciences

The Institute is nct directly concerned with scholarship
of the undergraduvate or even the graduate level. As a
minimom, it limits its work to the postdoctoral level,
and within this broad field puts its emphasis on the en=-
couragement of genuine productive scholarship at the
frontiers of understanding.

A factual approach to specific problems seems to me to
offer the most advantageous opportunity for a genuine con-
tribution by the Institute at the present stage in its
development. In economics the traditional theoretical
approach no longer commands the instinctive respect of
important groups of scholars, despite the fact that it
interprets phenomena in terms of a well-articulated and
internally consistent body of doctrines I feel that this
has come sbout partly because events during the past two
decades have given rise to sweeping changes in social and
economic conditions on a larger and more devastating scale
than our theoretical analysis was commonly understood to
imply, and partly because a huge body of factual data has
recently become available which constitutes a major chal-

' lenge to the testing of our theoretical analysis. I would

like, therefore, to concentrate for the present upon the
explanation of some of these developments in terms of fac-
tual data now available.
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3+ The relevance of my own training and background to this work

My personal training is most highly specialized in the field
of money and banking. TFrom this ceniral point of attack on
economic and socizal problems I have acquired a considerable
body of experience (a) in general financial problems, such as
public finance and the scope and functioning of the securities
markets and the mortgage market, (b) in data relating to econ-
omic fluctuations, such as changes in production, employment,
trade, etc., and (c) in certain asnects of governmental pro-
blems relating mainly to the place of government in society.
If my contribution is to be effective, the studies which I
personally undertake or facilitate should not be scattered
but should be concentrated for the most part in the fields
vhere my experience is such that I can be reasonably satis-
fied that a creditable and useful piece of work will result.

4, The limitations of the resources which we can brins to bear

' The resources of the Institute are ample for first class work
' provided we are modest in our approache We will miss our op-
portunities if we undertake too ambitious a program. It is
/ not our mandate to reform the world or rewrite the theoreti-

" cal background of the social sciences as such. On a less
grandiose plane we should not necessarily feel required to
draw upon our resources to support all individual workers or

| specific projects which come to us, even though they fall
within the limitations described above, The field to be
covered is far too large for us to undertake a contract of
. this kind, either expressed or implied. To do so, in fact,
‘would dissipate our resources, both intellectual and fi-
nancial, Our primary concern must be, not only to under-
take work on a high plane of scholarship, but also to limit
{ourselves within this area to efforts which are feasible,
‘which promise a creditable outcome, and which fall within

{
our range of competence.

Program

With these considerations in mind, I would like to concentrate my
efforts “or the present upon the organization of factual data for the un-
derstanding of economic problems, selecting key situations for analysis,
where, from my own experience, I know that the requisite data for the
clarification of understanding are either already in existence or can

readily be obtained. Both my owm work and that of members who might be
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attracted here to work with me would be governed by the requirements of

this type of avnproach. The following jobs to be done will illustrate

what I have in mind.

A

B.

The banking crisis of 1929-1933 was accompanied by many of the
phenomena which characterized earlier crises, such as the panic
of 1907, and was followed by many of the same effects. It dif-
fered from earlier crises, however, with respect to one key point,
namely, the availability of rediscount facilities in terms of which
earlier panics have to a considerable extent been explained. In
trying to stem the course of the crisis, most of the emphasis in
1931 and 1932, both at Washington and New York, was placed on the
elaboration of further rediscount facilities, such as earlier ex-
erience had indicated was necessary. Finally, in 1933, there was
\i substituted for this treatment, a program of bank-capital re-
| habilitation, the major details of which are only now beginning to
emerge: in official publications. In some resnects, this experience
< Was parallelled in the German credit collapse of 1931, where the
same general type of treatment was also applied. I believe that
this situation contains the materials for a major contribution to
economic understanding. Now that the crisis is over, the secrecy
which was imposed on all participants who were intimately familiar
‘with the situation can be dispensed with and its essential charac-
teristics can be analyzed for the benefit of economists. I would
not attempt at first to aim 2t anything so imposing as an a2uthori-
tative treatment of the whole banking crisis - that problem will
be occupying the attention of economists for years to come. I
would concentrate rather on specific aspects of the situation where
I am satisfied (1) that a contribution can be made because of a
lack of understanding of the facts, and (2) that the facts exist or
can readily be obtained to illuminate the problem. Given these con-
ditions, I would try to locate one American expert, and if possible
also a German expert, to deal with the problem simultaneously. I
would select these experts on the basis of (a) familiarity of con-
tact, (b) technical proficiency, and (c) economic understanding,
By bringing men of this calibre to the Institute as members for six
months, or longer if necessary, and by creating an atmosphere in
which they can distil the understanding they have gained for the bene-
. fit of economists, we will be contributing to productive scholar-
‘ship at the frontier of knowledge in this field.

A second opportunity for making a specific contribution of this type
exists in the field of corporate finance. During the 1920's con-
ditions were favorable to the building up of corporate cash balances
upon a scale unprecedented in history, and also, I am inclined to be-
lieve, to an extent that was not rontemplated by economic theory. I
would like to attract a first-class member or worker, fitted by ex-
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perience to deal with the problem, to explore the origin, use and
something of the consequences of these funds. W know that from
1927 to 1929 they appeared on a huge scale in the security markets
in the form of "loans to brokers from non-banking lenders", and as
such constituted an abnormal source of funds with which our credit
machinery was not fitted by experience to deal., It is more difficult
to trace the effect of these funds after 1929 when they were with-
drawn from the brokers' loan market, but I suspect that they contin-
ued to play an important role in subsequent credit developments, es-
pecially during the crisis of 193%1-1933, when large-scale movements
of funds from bank to bank in search of safety aggravated the in-
stability of the banking situation. Now that the whole period has
receded into history, I think that we can, if we approach the pro-
blem properly, secure access to records which will make it possible
to analyze this movement and bring its main implications into the
thinking of economistse

The circumstances surrounding the departure of Great Britain from

the gold standard in 1931 afford an opportunity for a somewhat dif-
ferent tyve of activity on the part of the Institute. In going over
the literature coverinz this episode, I find a general assumption

on the part of practically all economists that a serious over-valua-
tion of the pound sterling in relation to other currencies constituted
one of the basic causes of the crisis. Such date 2s is assembled to
support this point, however, refers mainly to the pound in relation
to continental currencies, and does not seem to me to be at all con-
clusive so far as dollar-sterling parities are concerned. A4 study

tc clear up a key point such as this would also f2ll within the type
of work upon which I would like to see the Institute engazed. Price
data is so difficult to manage objectively, however, that I am not
sure such a study could be made. In cases such as this, consequently,

"I would like first to comtact leading economists of different schools

of thought, seeking their views on the problem and requesting their
asgistance in outlining the factual tests which they would consider
valid. If it appeared, after such consuliation, that such a study
could be made, I would like to see the Institute in a position to
participate in its execution.

Finally, there are innumerable situ=tions where economists are una-
ware of the significance to their thinking of data which is already
availsble. The growth of factual data has been so rapid in recent
years that all of us are guilty of resoriing to inference and sur-
mise where we might proceed in the light of knowledze. In going over
economic literature, I find mvself constantly wondering whether the
author, when he made his analysis, was aware of certain data with
which I happen personally to be familiar, or whether data subsequently
developed would have changed his judgment. As a result, one cannot
be sure of the extent to which apparently serious clashes of opinion
among economists reflect genuine differences of point of view or
merely deficiencies in their familiarity with relevant data. To
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minimize this latter impediment to a more constructive common attack

on our problem, I would like to undertake the establishment of a

series of direct contacts with other economists by correspondence

on a more elaborate scale than is commonly conducted. TFor example,

when, in the case of a given writer, I find myself in doubt as to

whether he was familiar with certain data with which I have been in

touch, I would like to be in 2 position to organize the relevant ma-

terial, but if it is undertaken objectively and continuously over a

period of time as a major part of the Institute's activities, I be-

lieve it would repay itself many times over in graduslly develop-

'ing a more uniform approach to economic problems.
Comments

The foregoing examples are illustrations of the kind of approach which

I would like to adopt. They would engage the activities of the Institute
in economic problems at a level of genuine advanced study and would foster
the development of intellectual contacts with productive scholars in this
field throughout the world. The members brought to work at the Institute
would be definitely above the average of the post-doctoral grade and on a
par in many cases with the faculty. The scope of the program, furthermore,
would at all times be within our control. Ve would be moving into situa-
tions where we could be reasonably confident of constructive results and

would be in a position to expand or contract any given line of activity

in accordance with its merits without regard to overly large prior commit-

mentse
Cost of Program

The program can be inaugurated, I believe, without going beyond our
resources. Ag it develops, however, it will be necessary for us to sscure
additional support from the Foundations. If we seek workers or members of

Ethe calibre indicated above, namely accredited specialists holding in
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many cases key positions, we will have to maintain them at a rate of re-

muneration considerably higher than would be required for younger post-

/

‘aéctoral scholagg. This cost, I would endeavor to cover by specific
grants from the Foundations, which would, I believe, be anxious to sup-
port work of this promise. There is no provision, therefore, in the ac-
companying request for assistance to cover the cost of carrying these
members. The Institute, on the other hand, must stand ready to supply
the facilities for work of this calibre, not only in the form of adequate
office space, equipment, and secretarial service, but also in the form
of statistical %acilities of 2 high order of competence. The accompany-
ing memoreandum outlines the cost of facilities of this order and would
cértainly be adequate for the remainder of the present academip year and
the first part of the following year. Later, should the program develop
as is hoped, additional office space would be required as well as a
moderate further éxpansion of clericael and secretarial facilities.
Dissemination of Resgults

It is too early to harzard any definite plans for publication of the
findings which will result from this program. We can, havever, indicate
the attitude from which we are anproaching the problem. This attitude
may best be expressed by stating that we do not look forward to an out-
put of books as our chief means of disseminating our work. In general,
we would not encourage the publication of studies until they had pro-
gressed to the point where the contents would constitute an authoritative
contribution covering a major aspect of the field. We would seek to en-
courage, on the other hand, the immediate dissemination of the results

éf our work among all scholars to whom it would be profitable. This we

yould do through a heavy reliance on short memoranda Covering yorv specific



points of analyeis which we would endeavor to make available by direct
{

i
\
i
\

contact or correspondence with economists wlsewhere who are working on
similar problems. If, by attacking our problems and disseminating our

results in this way, we can help to develop a greater degree of common

understanding and background among economists, we will have m=ade an im-

portant collateral contribution to the effectiveness of the Social
Sciencese
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December 13, 1939

Deer President Aydelottes

You esked me, in the course of our coaversation this morning, to draw
up a program outlining the type of activity which I think the economics group
at the Institute should follow. I know of no better way to meet this request
than (a) to submit the attached exhibits, (b) to describe the circumstances
under which they were written cnd (e¢) to indicate the extent to which the subse-
quent experience cnd developments have modified views snd recommendeations
there set forth,

My first gﬁgihit is the progream for the economics work at the Institute
which I prepered in the spring Q{M}g;6= during the first year of my residence
here in Princeton. (Exhibit A). It is in the form of a memorandum to Dr,
Flexner entitled, "Shazll the Institute concentrate its work in economics
in the field of finence?" It recommends (&) thet the Institute for Advenced
Study concentrete its work in economics in the general field of finance, end
(b) thet it undertske to orgsmize = large scale program of research in finance,
I would no longer recommend the orgenization of the resesarch program at

Princeton due to subsequent developments et the Natioual Burezu of Economic

~ Research. I still recommend unreservedly thet the Institute concentrate

its work in economics in finence for the sazme recsous set @own et length in thet.
memorendume. - .On tiue basis of subsequent expsrience in developing the Instituté®s
activities in ecomomics, I would now stress =n aspect of sdvanced work .d8

finence which is igpliedyﬁiher then explicit in the memorandum, namely
\

inter national finance. 1y



D

My own activities since the above memorendum wes writtem have been de=-
voted almost wholly to carrying out the objectives there set forth./ ly pro=
cedures, of coirse, heave been flexible and adepted to what was feasible:]ln
the spring of 1936 Dr. Flexner did not feel thet the Institute was in a ,
position to pro;;ed imnedistely, either with the additionel appointments in
economics‘recommended in my memorandum of Merch 13, or with the program of
financial reseerch on the scale envisioned therein. Instead he sent me abroad
to improve ﬁy contacts with foreign ecouomists end to gain first hand exper=-
ience with certzin aspects of internstional finemcizl problems. On the day
of my return, hovever, ther. came an opportunity to further the research pro-
grem I had 3 mind in the form of & telegream fromJoseph Willdts. in that
telegram he asked me to attend z conference of leading benkers and economigsts
fo explore the possibility of ineaugurating a more comprehensive ettack on
financiel problems through e program of reseerch. As a result of the con-
'ference‘I undertook to act as cheirmen of & committee of the National Bureau
of Economic Research to draw up such a progrem, a work which ewentuated in
a two vdlume report. Volume One (Exhibit B) for which I was largely re-

sponsible , recommended a plan for & comprehensive program of financiel re-
search under the aegis of the Nati onal Bureau of Economic Research. It was

egsentielly a development end adagﬁation of the resserch arganization out=

lined in my memorandum of larch 1§‘f0r adoption by the 4nstitute. Volume (ne
also recommended e comprehensive program of specific mejor inquiries in
finance. Volume JTwo (Exhibit C) prepered by Professor Relph Young of the
University of Pennsylvanis, whoacted as Secretary to the Committee, presents

an exhaustive inventory of all projects in financiel research going forward
at that time, in univesrsities, research institutions, public agencies and

privete business =znd financial institutions.



Under the leadership of Joseph Willits, the progrem recomuended by the

comuittee wes adopted by the National Bureasu of Economic Reseerch and large

| grants of funds have been mede for its support from private bauking institu-

{ tions end pub ic agencies as well as the Rockefeller Foundat one I o

have personally part1c1pated intimetely in the scientific qspects of the
prégram from the beginning in a number of capacities, (a) as a Director of

ihé National Bureau of Economic Research, (b) as Chairman of the National

Bufeau Committec on Research in Fineance (the scientific committee directly in
charge of the programg,(c) as Chairman of the Neationel Bureau Committee on the
Corporate Bond Study (the operating committee directly in chagge of on§M2£;
the threc major research inquiries now under way). The present status of the
program is outlined in the attached document prepared by the National Bureau
of Economic Re~earch entitled, "The Financial Research Progrem of the Nationel
Bureau of Economic Reseerch,"(Exhibit D)

y participation in this program takes various forms such as (a) suggestions
of areas of inquiry, (b) formulaetion of specific problems end procedures
for research, (c) continuocus contact with reseerch -im progkess through the
medium_ of conferences with the personnel engeged and criticisms of work

memoranda and menuscriptse. This development hes brought +to fruition a grest

| part of the specific research inquiries, contacts and influencing of younger
“personnel corntemplated in my memorendum of March 13,1936. Consequently I
‘would not now personally recommend that the Institute for Advenced Study inaug-

. urate a duplicate progrem in this field, but rether that professors and e

members of the fEnstitute in Economics meintain their research contacts in finance

by similar activé participation in this end compareble work now going forward.

_Progessor Werren, for example, is also a. member of the Commltteqbn Rese&arch

— =

' in. Finance of the Nationel Bureau as well as of its Fiscal POlle Commlttee.
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The memorendum of ligreh 13,1936 did not contmmplate that the economic
work of the Institute be confined ¥ active participation in financial re-
search. 4+t planned that its faculty work at an advanced level throughout the
renge of finenciel problems, that Princeton be a place where specialists ig finance
would come from sbroad as well as here end that the faculty be of a quality
£hat would be called upon for advice , from zbroad as wel%bs from hers. Iy
experience to date has indicated more scope for this type of activity than
could safely be assumed &t that time. For example, during the winter of
1936=37, lir, Hulphrey Mynors, econorist (now secretery) of the Bank of England,
spént threejonths in residence at the Institute at Princeton. During the wiater
of 1938=39 Iir. Henry Clay, Economic Advisor to the Bank of England, likewise
came to the dmstitute for a period of five weeks. In the autumn of 1936 I
became intimetely associated with the finenciel end economic activiﬁies of
\fhe Lesgue of Nations, sitting with the Finance Comuittee, the sub-committee
Eon Financial Statistics of the Statistics Committee, and the Delegation on
LBusiness Deppessions, This work, which necessitated two trips to Geneva

ih 1937, two in 1938 and one just before the outbreek of wer, broyght me into
‘intimate contact on e working badés with economists eand finencisl specialists
gbroaed. In addition, from June 1937 to Merch 1938, I Washnvited to act as

'Special Consultent to the Stebilizetion Fund at the Tressury in Weshingt m.

prii—

| Since the outbreck of the war, together with Professor Stewart and Professor
'.Viner, I heve agaiﬂbeen invited to act as Specisl Adviseru to the Secreteary

| of the Treasury. In these days of crisis and official secrescy these contacts "'
! A "

i have been invaluable. They constitute elmost the only means by which the economist
secking to work at en advanced level in international finance can obtain

¥ « make g £ 3
relevent meterisl, become femilier with relevent problems snd meke an effective

" comtribution. Up to last year, the scope of work of this type wes limited by

-
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the fact that I was the only appointment in this field et the Institpte. There

weas no group at Prlnceton for outside speclullsta to v151t. It consisted, there-

fore, too largely of my heving to move out to get into effective contact with prob-
L

lems. With the advent of Professors Stewart =nd Warren this deficiency will be

\ remedied, should they concur in the geumersel progrem.l.have endszvored to work out.

e S -

i A A AN Sl b

Our people will stilire called aw*y from Priaceton from time to time - that is
ineviteble for a program in 1nternwt10nbl finance, but there will zlways be
\ others here to meintain a going concern at Princeton where outsiders mey come for
contact and treining.

This outline indicates the geunerel progrem whith I heve had in mind, together

\\V'w1th the cngptatlons that have becn forced by time end circumstences. Deppite

- o e AT Y S o e s
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these adbptqtlons, it represents, I bell sve, e consisteut development toward ob-

jectives stated at the beginning in e feirly precise form. Up until very recently

it has bear worked out on my sole responsibility. Now that Walter Stewart and
S =1 not
r Robert Warren have joined us, the situation is different. They areacommitted
|
|

i,
T,

o

{ to this program, of course, bul are as free &8s I have been to project their work

SST—— i e i et b0 st

'1n the direction they deem most effective. Nevertheless, they ars both of the type

5 yenvisioned in this progrem, i.e., thsy are econouists higly specialiszed in finance,

mationel end international, @=nd their interests cover very much the same range

of interests as were outlined in my origimel memorLudum oF 1936, Thile I cannot

-gpeak for them, I would counsider their activities covered also. For exemple,.the

outline of activities suggested by Professor Warren in his letter of December 8th Sy |

,,,,,,,,,,,,,,,,,, - 3

to Yoseph Willits (Exhibit E) indicates types of activities falling within the HDY**“
‘ s ot
gener&l pattern. Nt s

Very truly yours,

Winfield W. Riefler

President Frenk Aydelotte
Institute for Advanced Study
Princeton, N.J.
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December 18, 1979

Yot Pyofasnor Mefler
Proms Professor Varren

1 gonaur in both theses of peur lotter ¥ President Ardelotte -- from
my training, I esnnot help But emphasizs the finurctel eide of cconories,
since 1% {5 the only phase with which 1 an Familisr, and oy Tnelinstion,
habita, and previous 1ife 211 lesd ce to » proelivity towmrd itas international
aspacts «- o strongly indsed, that ab timee I find sypoelf unable te draw a
elenr dmpariation hotween internationnl and notional finance. Unfortunately,
ny sense of nationalisn is wesk st besi.

I aleo ayprove the declstion not to umdartake a specific ressardh proe
eram ot the Iastitute, Attracidive ns wos Yhe project presented in your nonte
randum of Mareh 1935, 1 believe that syents have Feuonntreted that the
Eeanowd on groun of the Institute works effsetively (I sheuld say nont affoe-
tively) through the wedium eof nuteide crganimntions. Far ons thing, this
fm the Inatitute from - measure of routine sdministrative work; aud as
your own record with the Duresu lhies shown, you have been able to sl Yiply
ymolf ag you could not hove done had the same progrem been bm@'/em
Frineston. On a far sualler and mere prosale patiern, the underisking of
Don Woodward and wyself with She Foderal Reserve Board im the current autumm,
allowed me %o participste in shaping a progres vhich utilized the gtaff of
the Sonrd. Similarly, 4f oy Me@ill Project zaterialiszes, I shall be adle $o
influence certaln programs of ebtudy in the Dominion through the formation of
the proposed Canadian Bureau of Reonomic Mesearch,
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Hawartholess, 1% 43 5y personal intent $o devols my pajor interest %o

mﬂnﬁn fio’«h of iadiﬂd:ml nthor than .,srou:;; effort. i'@ur of thege I put-

LA L e S LR

v B SEIEY
Ima& in v mf.%r Lt ) ﬂm'aa .a.l m&mrtm}riw -~ the w-—ca).}aﬁ C‘amniﬁla i an h Wl
ad'mrtttremgi_gr ern, and T satimste 1t w411 3ake aboul flve years to brisg

1% %2 & Zorn viere it san bo more sdvantageously tumed syer to aa organim-
tdon of some sard, The wark in sellaboration with ¥leg ”"sc!gghntar@i‘f iz alaso

quite personalized for e present. The other twe mus! walt Jor tine and

™,
Y

¢lrousgtance, In addition, from tize to time, 1 encounter 1?:!17&:1%13 whe
are pursuing alone giudles initiated by thely own ouricelty. It s wy hepe
to Giscover sore of these and to afford them some sort of effeciive nasie
tance., Indead, T Vaink I ot do this sort of thing botter then the_ fﬁﬁ“
group resssrch; and I faol this so sirongly that ¥ may withdraw sniirely from
mr‘éir;i;pr;;;ion in orgenisad ox growp projogts.

Fim&lj, gulte apart from such undertaxings, 1t ls sy intent ¢ toke
the same of the Ingtitute seriously. I 1ntand to pursue sy own ntuﬂi«ng for
I find that witwda 2ves the bracketsd ares of financial egonomies, toples ave
conbisually sproaring %o whieh I foel I ocught %o devote study and reflection.

Before cowing %o tho Inastitute, I had a sumber of dlgcussions with Dr.
Flexaer on the sannar ia which the institnta wouid "presipitate” or actually
function. It zave me great concsrn; annd I was disturted by the absence of
gongern expragsed Uy Pr. Mlomxner. ¥hon 1 asked bim to say Ly the Institute
would "precipitate,” Lis invariable reply was! "I don't know. But i1t will.*

After o year here, 1 apyreciate the profundity of bis falth. 1 have not the

ﬁ.&gﬁhﬂ doubt that when we have a mousetrap to glve the world, or as ¥ have
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mousetrang to zive the world, the world w111 come to ret them. Indsed, o far X
a8 I pm conoerned, my ovtput of mousetrape ie small, and they are suiteble
only for small mice; and I an really spnreliensive that strsncere should get
the vague lwvressisn that 1 hed an assoriwent of bear-irays nnd elephant Svaps.
Your "etter nade 1it4le reference to "agnhers” or etudents in rosidence.

Por mysslf, I do not wont pny for the present, The lacdk of s Iibreyy veally
i . e

‘maket that sart of thing fmpegeidble; and the secasions) srplications supresd

that {:ﬂcplﬂe are laboring under a delunion as $o what we have to offer. Yotwﬁ

if we hsd a library, T ax inclined ¢4 think that I plould weleome such people

R o>

in small ausbers. 1 ballevs it would help my own ghudies 17 I wers in con-

SR WS Sy 67 puriies asldacuily yioer Wk MRS, SEdee B
is bﬂéaune If;nl t‘nq Mmﬁ of » 1ibrary o atrméi? t‘zatl" wn tompted to
lock for rensons to supplensant ny own wichew.

In this here now Inotitute (seMarcusuzed %o say) I ihisic 14 most lmpowe
tant to rec:l) Haopel: YIL g the function of the iden to cr-ate the institue
tiom; 1% ie the function of the institution %o destroy the iden.” Dr. Flexmer's
:ldﬁ kas created an ingtitution; But T cannot tell you hov concermed I» am ever
the regvonaibility he hos given us -~ to defend his {dee agninst the inatitue
tion 1% crented, and go prove legel wrong.
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Merch 13, 1936

MEMORANDUM
Tos Dr. Flexner .
From: Mr. Riefler

Subject: Shell the Institute concentrate its work in economics in the
field of Finance?

There is an ouportunity for the Institute £6r Advanced Study to

carve out for itself a much more unique position in economics than

seemed possible as recently as last autumn. To embrace the opportunity,

however, requires & fairly definite commitment to cultivete systematically

the field of finence and to make additionel eppointments wnd to create

additional facilities to tha end . These commitments mely be and propably
N are more definite than the Institute desires to undertake &t present. The

situation is such, however, theat the whole subject deserves the deepest

consideration.

Hegsons for Concentretion

The advantages ofcondentreated develooment of & particular phease of
economics, &@s contrasted with an attempt to cover the whole field, require
little comment for wn institution dediceted to scholarship on en advanced
plene, provided only thet the field chosen for coneentration be sufficiéntly
importent to merit consistent end systematic development. I think you are
responsible for the observation that it is only at the undergraduste level

rimer
that déducati nel institutions should sekk +to mget a,gesponsibility for

broad and competent treining in all fields of scholarship. In graduate
schools, end especielly in zn institution st the post doctoral level,

the main emphasis instead should be placed upon achieving distinction in
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e limited number of carefully selected focel points rather then upon
broad coverage. ©Should such a policy be adopted generally in econowics in
the graduate schools of thi: country, the caliber of advanced work would be
enormously forwarded. Instead of diffusing their energies trying to cover
the universe, each leading university would concentrate upon quality in
some one field with the result, seay, thet advanced students would train

as a matter of eourse at Herverd if they were interested in general
economic theory, at Minneapolis or Stanford if they were interested in
agriculturel economics and at Princeton if they decided to specialize

in fingnce. I have consulted President Dodds informelly upon this

aspect of the subject and have found him not only sympathetic but

anxious to cooperate by building up the Princeton graduate faculty in

the same direction. The proposal then is to endeavor to mcke Primceton

as & locelity, including both ths Graduste School of the University and
the work in economics at the Insitute for Advenced Study, outstanding in
the field of finance.

Bhoice of finence as the field for conceumtration,

Lhe most importent decision from the point of view of the Institute
de® s not revolve earound the relative advantages end disadvanteges of

concentration, but rather around the choice of finance :s & specific

l

%field for concentretion rathggf?éay, economic theory. Here, certain
2minor advantages accrue from the fact that the Princeton Graduate
School has elready achieved eminence in theat field and that the greater
part of my o/n experience has been geined in deeling with financieal
problems. In a much more basic sense, however, even without teking into
account the spacific opportunity outlined below, the field of finance
hes great merit from the point of view of the Institute.

1. It is of primary socizl and economic importence. Problems of finance,



especielly monetary policy, stand at the very center of the public
problems with which the world is wrestling and will in all probability
continue to wrestle during the next generation at the least. They are
problems, furthermore, that call es & metter of course for insight and
guidance from the economist.

& Lok WS

2eThere is no outsta.nding educationsl institution in the world which hes
concentrated heavily in this field., The scholars of outstanding rep- ‘
utation can slmost be counted on the fingers of two hands. Most of
them work in relative isolation end meny of them such as Welter Stewart,
fe.ury Cley, Benjemin Anderson, R.G. Hewtry =nd Alexander Goldenweiser
have no academic connections. Feirly well defined groups of younger meu
heve grown up arowd J.M. Keynes and H. Parker Willis, but in neither
case are the facilities aveileble so comprehensive or bealanced as to
constitube &an authoritative center of training such as is envisioued
in this program.

3.In finance the scholar must of necessity subject the results of his
thinking to the facts of recl life. If he is to e effective he must
combine, furthermore, a broad theoretical background with z high degree
of sheer +technical proficiency. It is largely for this reason thet so
large e proportion of the outstanding reputaetions are found outside the
un_versitites and so few of the universities have been gble to give their
most promising professors sufficient freedom to acquire the technical
proficiency required.

4.An extraorddneridy broad renge of economic problems forus under the
generel heading of “finmmee. It reaches so far,in fact, that the Institute
would be in o me danger of heving selected too broad a field for intensive
development rather thon of having sommitted itself +to activity that
might prove toc limited in scope. To mention only & few of these reami-
fications, the proper evaluation of finenciel end monetery problems re-
quires proficiency not only in problems of centrel banking, monetery stan-
derds of value cund the foreign exchages. In addition, the student must
be expert in finenciel orgenization, in the monetary pheases of economic
theory, in questionsbf public finance and texation, in the theory and
phenomena of price movements eand in economic fluctuations end the theory
of the so-called business cycle,.

Cooperation with Govermment and Foundations.

In addition to these generel considerations which warld in eny case
merk the field of finence &s one . hich the Institute should cax wvass
mestcarefully before deciding upon the direction of its emphasis in
economics. I feecl I have located a very rich and in meny senses unique
opportunity which the Institute might gresp, if it is in a position to
meke a decision now. As this opportunity iﬂstill inthe rezlm of an idea

with no commitments made on any side, I caxﬁest describe it by relating
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personal exeriences in recent weeks.,

Tn accordanee with the specific projects outlined in my memrandum
of last autumn, ell of which incidentelly fell in the field of finance,
I have been endesvoring to see whether it was possible (1) to agree om g

ﬁ the individual scholar best quelified to work on each of these problems,

\
%'(2) to meke arrengements giving him access to needed materials end facili-

?ties, and {3/ to detach him long enough from his current resposibilities

to permit the execution of the project. To date, thc difficulties have
revolved lar.ely around the last point. I hive fouﬁginperts whom I

hed in mind not ouly willing but anxious to work on these problems aund the
instizgiions effected ready to give ample access to facilities. The granting
of = more of less indeéefinite leave of absence +to a key individual in a

functioning organization, on the othedhand hs precented a stumbling block.

‘With the best cooperation in the world, the fact remains that expertsc of
fhe type I heve in mind cennot leave their orgenizations for six mounths,

,é year or two years without placing their positions in resl jeopardy. I have
not, therefore, felt justified in pushing the projects until this major

4 difficulty could be removed.

This contact work, on the otheriheahdy:shes suggested the opportunity
which forms the occesion for this memorendum. In cmferences at the Social
Science Research Council, at the Federeal Reserve Bank of New York, at the
Federel Reserve Board in Washington and elso in discussions with a consider-

able number of indiwviduzls who are intimetely conderned with the current
confusion and conflicts in moneteary end finencial theory, it has been urged
‘thet the Institute should underteke to provide leadership in organizing a

comprBhensive attack on the theoreticel =nd factuzl problems involved. While

- the various concepts as to whet might be geined from such leesdership are not
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at all thought through as yet, and could not be until th. project wes
well under wey, + think I can best summerize the common ettitudle which

T heve found by drawing an enalogy showing the w ntrast between the

state of informed thinkin%kn financiel end monetary metters today and thgt
which followed the érisis of 1907,

After 1907, Congress gppointed the Netionel Monetery Commission to

~mmke zn exhaustive investigetion of the ressous for the crisis and the

77w4 b bt
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weeknesses in our financial structure which it had exposed. This under-
taking restilted eventually in ﬁkuge series of publications, meny of which

to be sure mede relatively little contribution to our thinking on the

problem. At the same time a fairly genersl sgreement wes reuched as to

the causes of the crisis and as to the mein elements of reform in our
financial structure thet were indicated. This diasgnosis, which zllayed the
silver conbroversy of 1896 cnd which resulted eventuelly in the creation of
the Federal Reserve System, wes not confined to economists; it embraced
legislators, financial leaders and statesmen as well. Without questioning
too deeply the correctness or depth of the diagnosis reached, the fact -
remains thot the effort, teken as a whole, constituted a major contribution to
the ever recurrent problem of bringing the scholer in the socizl sciences
into effective contact with the real problems of modern social organization.

As compared with ths recent world wide crisis, thet of 1907 eppears
'unimportant from almasﬂany point of view, yet no c.mprehensive attempt has
yet been launched to evaluate it on anything like the authoritative scale
thet was then underteken by the Natiouel Monetery Commission. It is this
leadership which the Institute is being urged to underteke.

I have talked this pr posal over with numerous key individuals who
would be involved and so far have found them unanimously eunthusiestic and u
urgent that we proceed immediately, with the single exception of Welter

tewart who was friendly but did not seem to be enthusiastic. At the

e
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Social Science Reseerch Council, for exemple, I wes requested to frame up
e specific proposal immedietely so that they could sound out the possibil-
ities of financing the project. At the Federel Reserve Bank of New York,
‘I .es urged to go szhead =nd promised hearty cooperztion in meking contacts
and obtaining meterisl. At the Federzl Reserve Board in Wa hington, Dr.a
Goldenweiser was equally enthusiastic end thought thet the Board might
wel)come the opportunity to cooperate formelly in a joint, fdr recching
investigation of the financisl crisis, deteiling its own experts to partic-
ipate and shouldering the heavy expémse thet might ensue in the deteiled
. exemingtion of its own records. I have also gone over the gemneral scope
of the proposal with Stacy May who heas mede vealuablie suggestions as to the
best form in which an inquiry of this kind should be set up. To summerize
these remarks so fer: (1) the need for a camprehensive inquiry of the type
contemplated is, I think, almost unquestiomedl; (2) I have fownd not only
enthusiasm for the inquiry, but also an extraordinery desire to cooperate
on the part of these whose cooperation would be almost essentiel, so far as
L have been sble to sound them out; and (3) I have been urged from many sides
\ to try to persuade the Institute to take the leaderchip in the undertaking.
ihis razises, I think, two questions which should be decided befa e the
specific implications of th:oproposal are exsmined. (1) Is the Institute  the
best organization to undertike leadership in this underteking, or should
leadership be stimulated semewhere else? In the latter case, 4 assume, the
Iﬁstitute wo uld stillkesire to cooperate and participate on a project as
chose to its interests and ideels as this., The oonsiderstions involved -»
in answering these questions can best be formulated Dby canwassing alternatives.
*-A project of this kind must be authoritative, disinterested, completely free
[ from suspicion of bias and must commend the respect of the community. It
requires the complete cooperation of the perites at interest, but should

out
not preferably be directed or controlled by them. This rules’vutomatically
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the use of the segis of such orgsrizations as th:s Chember of Commerce, th
Americen Bankers' Associstion and the Stock Exchenge., It elso militates
somewhat against the use of a device such as a Congressional Committee of
‘_Inquiry or an inquiry inaugurated wholly emd completely by the Federal ?eserve
System. With these sponsors eliminated there remain, (a) the universitites,
'none of which is eny better equipped than the Institute and all of which are
b‘more committed to other activitities, (b) speciel research foundations such
. as the Brookings Institution and $he Nationsl Buresu of Economic Research
.and (c) the possibility of organizing a special Institute for the purpose
in hand, with specisl Foundation support. On balance, therefore, it would
~seem that the Institute for Advenced Study im as well equipped as any other
‘:Qrganization to assume leadership for te undertaking.

Llhe second question goes to the heert of our problems here, nemely: from
the point of view of the Institute for Advanced Study, how dees such zan
| undertaking fit ? Does it represent & unique opportunity to be grasped, or
would it divert the Institute from its true purposes? The answers here, I feel,
hinge meinly eround the question of whether the Institute (1) desires to build
up its work in economics &nd (2) if so, does it desire to con@euwtrate in
finance. If it is in %@osition to answer these two questions in the affirmative,
it has an opportunity to achieve distinction quickly in its chosen field that
xis unparallelled.

Mlethod of Procedure

Should the Institute choose to cultivete finance =nd undertske leader=
ship in this undertaking, it would need to proceed something as followss
l. It would need to meke provision for -

a. The gppointment in the near future of at least two additional
professors of outstanding reputation in the field of finance.

b. The eppointment leter of two or three additional professors
and elso of assistents as need for & more rounded faculty in
finance developed.

ce. The creation of additional clerical facilities.
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d. ine eveilability of offices and a certein amoumt of facilities
not only for the resident faculty, but also for workers, visiting
professors, technicel experts etc.

e. The availability of modest trevel end enterteinment funds for
conferences.

2. With these provisions , which would regquire =z total budget pessibﬁy as
great es $50,000 next year and $100,000 znaually thereafter, the
Institute would be in a position to create a distinctive achool of
finance. This school would then assume lesdership in formuleting a
broad inqguiry into the causes and phenomene of the financiel crisis
as indicated cbove. ,he inguiry would be set up as a project sponsored
by the Institute for Advenced Study, tobe carried out disintcrestedly

WwER e b= | in cooperation with all of the ageucies =aud interests affected, and to

H . be financed in part by the Kockefeller Foundation and in part by the

- I officiel agencies involved. While the Institute would be spounsor and
assume leadership, litle of the actual invistigation would be carried
on here, The Institute woul represent rather a center of intellectual
stimulus. Ppecific problems to be investigeted would be proposed here,
their exact formuletion sgreed upon here efter full consultstion with
scholers and experts from outside, and thefresults of the investigations
as they were carried on would be subjected to c.nstant evaluation add
advice from the Institute which would act as the rallying point for
disinterested and competent scientific opionion.

go meke this suggested procedure effective would require a formel request
or the cooperation ¢B the officicl agencies involved, and a formal
request to the Rockefeller Foundation for supplementery finencing to
enable us to bring into the project experts and interested parties
from outside the official agencies end the staff of the Institute. The
project, I think,should have & geunerslcommittee on which experts in
the official egencies, the Social Service Research Council, outsteanding
scholears from other universitites and other pearties of interest were
represented,
Further specific steps in procedure cannot, of course, be formuleted at
the present time. As I seefit, the project -hould not be conceived as a specific
inquiry to be published some time later in the form of @ shelf of volumes,
Publication of scientific results obtained will, of course, be required, but
'the methiod followed should be that of continuous end seerching inquiry. At all
steps in th e process every effort shoulﬁge nade to engage the interest and
obtain th- criticel help and advice of scholars throughout the field so that
the inquiry itself wowld constitute am educational process in advanced scholar-
ship and the resultswomld represent a rezl focus of competent and informed
opinion,

In driving towerd +this goal the Institute would, I believe, become the



natural center for advanced work in fiueance throughcut the country. In the
process of carrying out the inquiry. which would take at least five years,

all of the leading acholars in finance , both here and sbroad, would have been
in contact with the Institute, most of them war 1d have teken extended port ’

in the formulation of problems here and the evkluation of results, and meny
would have been engzged in working on specific pheses of specific investi=-
getions. 4n addition, younger men &t the post doctorsl level who would be

used as assistants throughout, woauld be afforded an unrivalled opportunity

for advanced treining in finance,
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September 24, 1936

MIHORANTUM
Po3 Dr.' Ml exner
From: Mr. Riefler Progress Report

In my memorandum of Mareh 13, 1936 I suzgested the advantages which might
accrue to the work in ecenomics of thes Institute; if it concentrated ite ef-
forss for the present on the cultivation of =malysis in the general fisld of
financial problems. Of the varions considsrations which led me to the advanc-
ment of this sugzestion, I feel that the following three sre by far the mogt
important 1-

1. In developing a general field of scholarship as wide as that included
under the term economics, 1% ie desirable to aveid dispersion of cur
work, especially at the besirnine. This may be done by selecting
some one point of attack, such as the financlal aspects of economic
problems, as 2 point of departure around which we focus our activities.

2. The field of financé is especially suited for work of an advanced level,
not only because of our contacts and location in Princeton, but alse be-
couse of its primary social and economlic importance, =md its heavy reli-
ance upon specialization of a character which most universities and
graduate schools are not in a position teo suppert.

3. The recent finmancial collapse and the current confusion of thinking
with regard to its cauees =nd consequences affords an immediate op-
portunity for development of productive work around which we may or-
ganize quickly.

Since submitting this memorandum, two further events have occurred which
afford an opportunity to cultivate our work in the direction outlined. Pirst,
in visiting Bngland this summer, I urged on Professor Honry Clay of the Bank of
England the desirability of making an extended study of recent developments in

finaneial research in this ocuntry, particularly research inte problems of con-

QgP 193v-1
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sumer finmancing end real sstate credit. The Institute has since invited Pro-
fessor Clay to make Princeton his headquarters, if he adopts thie suggeation,
This type of arrangement for visiting scholars exemplifies the mle which the
Ingti tute might play, if its work in finance develops suecessfully.

Secondly, I have recently agreed to act as Chairman of the Exploratery
Committee on Financial Research of the Nation2l Pureaun of Teonomic Research.
It is the function of this Committee to prepare an inventory of all resesrch
work inte financial problems now going forw-rd in this ecountry including work
within finsncial institutions and within public research agencies, as well as
work going forward at the varicus wniversities. This inventory is now being
prepared under my genmeral direction by Frofessor Ralph Young of the Uhivefaity
of Penngylvania., In additions, 1t is the duty of the committee to prepare a
report containing recommendntions for the furthsr desvelopment and coordinatien
of financial res-arch throughout the country. This move of the National Bureaun
was undertaken under the imstigation of the Regerve Cily Bankers Association
which made available to the Bureau a siall sum for the purpawe of facilitating
an exploratory sarvey. It is expected that the repert will cutline = broad
profram of research and analysis calling for the support of 2ll agencles now
engaged in financial researcn both public and private, including the founde-

tions =nd the universities.
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September 24, 1936 -

MEMORANDUM
To: Dr. Flexner

From: Mr. Riefler Progress Report

In my memorandum of March 13, 1936 I sugzested the advantages which might
accrue to the work in economics of the Institute, if it concentrated its ef-
fortt for the present on the caltivation of amalysis in the gemeral field of
financial problems. Of the various considerations which led me to the advanc-
ment of thies suggestion, I feel that the following three are by far the most
important :-

1. In developing o general field of scholarship as wide as that included
under the term economics, it is desirable to aveild dispersion of our
work, especially at the beginning., This may be done by selecting
gome one point eof attack, sauch as the financial aspects of economic
problems, as a point of departure around which we focus our activities.

2. The field of finance is especially suited for work of amn advanced level,
not only becsuse of our contacts and location in Princeton, but also be-

. cause of 1ts primery soeial and sconomic importance, a2nd its heavy reli-
ence upon specizlization of a character which most universitiees and
gradunte schools are not im 2 position te support.

3« The recent financial collapse and the current confusion of thinking

- with regard to its causeg and consequences affordy an immediate op-
portunity for development of productive work around which we may or-
ganize quickly.

Since submitting this memorandum, two further events have occurred which
afford an opportunity to cultivate our work in the direction outlined. TFirst,
in vieiting England this summer, 1 urged on Professor Henry Clay of the Bank of
England the desirability of making sn extended study of recent developments in

| finaneial research in this country, particularly research inte problems of con=-



sumer financing and real sstate credit. The Institute has since invited Pro-
fessor Clay to mske Princeton his headquarters, if he adopts this suggestion.

This type of arrangement for visiting scholars exemplifies the role which the
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In_stitute might play, if its work in finance develeps successfully.
Secondly, I have recently agreed to act as Chairman of the Exploratory
[ Commit tee on Financial Regearch of the Nationel Bureau of Economic Research.
<It is the function of this Committee to prepare an inventory of 21l research
1work into financial problems now ging forw=rd in this cduntry including work
i{within finsncial inetitutions and within public regearch agencies, as well as
onrk going forward at the various universities. This inventory is now being
prepared under my geneial diz:e'ctien by Professor Ralph Young of the University
of Pennsylvania. In additions, it is the duty of the committee o prepare a
report containing recommendations for the further development and coordinstion
of financial rescarch throughout the country. This move of the National Bureau
| was undertsken under the instizetion of the Reserve City Bankers Association
which made available to the Bureau a small sum for the purpose of facilitating
‘an exploratory survey. It is expected that the report will outline a broad
progran of res@arcb and analysis calling for the support of all agencies now
engszed in finaneial research both public and private, including the founda-

tions and the universities.



March 13, 1936

MEMORANIUM

To: Dr. Flexner

From: Mr. Riefler

Subject: 8Shall the Institute concentrate its work in economics in the
field of Finance?

There is an opportunity for the Instituts for Advanced Study to carve out
for itself a much more unigue position in economics than seemed possible as
recently as last autumn. To embrace the oppormity, hewever, requires a
fp.irly definite commitment to cultivate systematically the field eof finance
and to make additional appointments and to create additional facilities to
timt end. These commitments may be and probably are mere definite than the
Ins titute desires to undertake at present. The situation is such, however,
that the whole subject deserves the deepest consideration.

Reasons for Concentration

The advantages of concentrated development of a particular phase of econ-
omics, as contrasted with an attempt te cover the whole field, require little
comment for an institution dedicated to scholarship en an advanced plane, pro-
vided only that the field chosen for concentration be sufficiently important to
merit consistent and systematic development. I think you are responsible for
the observation that it is only 2t the undergraduate level that educational
ingtitutions should seek to meet 2 primary responsibility for bread and com~
petent training in all fields of scholarship. In graduate schools and es-
pecially in an institution at the pes t doctoral level, the main emphasis in-
stead should be placed uvon achieving distinction in a2 limited number of care-
fully selected focal points rather than upon broad coverage. Should such a
policy be adopted generally in economics in the graduate schools of this cov

try, the caliber of advanced work would be enormously forwarded. Instead -
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diffusing their energles trying to cover the universe, each leading university
| would concentrate upon quality in some one field with the result, say, that
' advanced students would train ag 2 matter of course at Harvard if they were ¢
interested in general economic theory, at Minneapolis or Stanford if they were
interested in agriculturd economics, and at Princeton if they decided to special-
ize in finance. I have consulted President Dodds informally upon this aspect
. of the subject and have found him not only sympathetic, but anxious to cooperate
- by building up the Princeton graduate faculty in the same direction. The pro-
posal then is to endeaver to make Princdon as a locality, including both the
vGradmte School of the University and the work in economics at the Institute
for Adwanced Study, outstanding in the field of finance.
Choice e 8 field for Ce tration
The most important decision from the voint of view of the Institute does

not revolve around the relative advantages and disadvantages of concentration,
but rather around the choice of finance as a specific field for concentration
rather than, say, economic theory. Here, certain minor advantages sccrue from
the fact that the Princeton Graduate School has already achieved eminence in
that field and that the greater part of my own experience hasg been geined in
" dealing with financial problems. In a2 much mere basic sense, however, sven
withont taking into account the sgpecific oppertunity outlined below, the field
Qf ﬁ'nance hag great merit from the point of view of the Institute.
1. It is of primary social snd economic importance. (_Eroblems of finance,

especially monetary policy, stand at the very center of the public

problems with which the world is wrestling and will in 2ll probability

continue to wrestle during the next generation st the least.) They are

Problems, furthermore, thet call as a matter of course for insight and
- guidance from the economist.
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2: There is no outstanding educational institution in the world which has
concentrated heavily in this field. The schelars of outstanding reputa-
tion can almost be counted on the fingers of two hands. Most of them
work in relative isolation and many of them such as Walter Stewart,
Henry Clay, Benjamin Anderson, R. G. Hawtry and Alexander Goldenweiser ¢
have no academic connections. Fairly well-defined groups of yout?t men 7
have grown up around J. M. Keynes and H. Parker Willis, but in nelther >
| case are the facilities available so comprehensive or balanced as to con= -
stitute an authoritative center of training such as is envisioned in this

program, |

3. In finance the scholar must of necessity subject the results of his think-
ing to the facts of real life. If he is to be effective he must combine,
furthermere, a breoad theoretical backeground with a high degree of sheer
technical proficiency. It is largely for this reason that so large a pro-
portion of the outstending revutations are found outside the universities
and so few of the universities have been able to give their most promising
vrofessors sufficient freedom to acquire the technical proficiency required.

Y, An extraordinarily bread range of economic problems focus under the general
heading of finance. It reaches so far in Tact that the Institute would be
in some danger of having selected too broad a field for intensive develop-
ment rather than of having committed itself to activity that might prove
too limited in scope. To mention only a few of these ramifications, the
proper evaluation of finmancial snd monetary problems requires proficiency
not enly in problems of centrgl banking, monetary standards of value, and
the foreign exghanges. In addition, the student must be expert in financial
organization, in the monetary phases of economic theory, in questions of
public finance and taxation, in the theory and phenomena of price movementis,

(  and in economic fluctuations and the theory of movements of the so-called

' business cycls.

In addition to these general considerations which would in any case mark
the fleld of finance as one which the Institute should canvass most carefully
before deciding upon the direction of its emphasis in economics, I feel I have
located a very rich and in many senses unigue appo:tmity which the Irnstituta
mig‘htvgré,;;}v. if it is in a position to make its decision now. As this oéﬁér-
tunityi is .stilll 1.n the realm of an idea with no commitmenis made on any side,
I can best describe it by relating personal experiences in recent weeks..

| In accordance with the specific projects ocutlined in my memorandum of
last autumn, all of which incidentally fell in the field of finance, I have

been endeavoring to see whether it was possibdle (1) to mgree on the individual
scholar best qualified to work om each of the problems, (2) to make arrangement
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giving him access to needed materials and facilities, and (3) to detach him long
enough from his current responsibilities to permit the execution of the project.
| To date, the difficulties have revolved largely around the last p_e:int.. I have c
found the experts whom I had in mind not only willing but anxious to work on
thesé problems and the Institutions affected ready to give ample access fo
facilities. The granting of a more or less indefinite leave of absence to a
key individual in a functioning organization, on the other hand, has presented
a stumbling block. With the best cooperation in the world, the fact remains
that experts of the type I have had in mind cannet leave their organizations
for six months, a year, or two yesrs without placing their positions in real
JeoPardy. I have not, therefore, felt justified in pushing the projects until
this major difficulw could be removed.

This contact work, on the other hand, has sugzested the opportunity which
forms the occasion for this memorandum. In conferences at the Social Science
- Regearch Council, at the Federal Reserve Bank of New Yerk, at the Federal Re-
gerve Board in %’ashingtoﬁ, end also in discussions with a considerable number
»oif individuals who are intime tely concemned with the current confusionm and con=
flietes in monetary and financial theory, it has been urged that the Institute
| should undertske to provide leadership in crganizing a comprehensive atitack on
the theoretical and factual problems involved. While the various concepts as
to what might be gained from such 1 eadership sre not at all thought through
ag yet, and could not be until the project was well under way, I think I can
best summarize the common attitude which I have found by drawing an analogy
showing the contrast between the state of informed thinking on financial and

monetary matters today and that which followed the crisis of 1907.
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After 1907, Congress appointed the National Monetary Commission to make an
exhaustive investigation of the reasons for the crisis and the weaknegses in
our finaneial structure which it had exposed. This undertaking resulted even-
tually in a huge series of publications, many of which to be sure made relatively
little \contribution to our thinking on the problem. At the same time a fairly
general agresment was reached as to the causes of the crisis, and as to the
main elements of reform in our financial structure that were indicated. This
diagnosis, which allayed the silver controversy of 1896 and which resulted
;vpntually in the creation of the Federal reserve system, was not confined te
econemistéé it embraced legislators, financial 1 eaders, and statesmen as well.
Without questioning too deeply the correctness or d epth of the diagnosis reached,
,t4he fact remains that the effort, taken as a whole, consti’mted’a ma jor con-
tribution te the ever recurrent problem of bringing the scholar in the social
sciences into effective contact with the resl problems of modern social or-
ganization.

As comprred with the recent world wide crisis, that of 1907 appears un-
important from slmost any point of view, yet no comprehensive attempt has yet
been launched to evaluate it on anything like the authoriative scale that was

| then undertaken by the Natiomal lMonetary Commission. It is this leadership
-_which the Institute is being urged to undertake.

I have talked this proposal over with numerous key individuals who would

be involved and so far have found them unanimously enthusiasstic and urgent

that we proceed immediately, with the single exception of Walter Stewart who

' was friendly, but did not seem to me to be enthusiastic. At the Social

Science Research Council, for example, I was requested to frame up a specific
proposal immediately so that they could sound out the peossibilities of fi-

nancing the project. At the Federal Reserve Bank of New York, I was urged to

é;o ahead and promised hearty cooperation in making . iects and obtaining
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material. At the Federal Reserve Board in Washington, Dr. Goldenweiser was
equally enthusiastic and thought that the Board might welcome the opportunity
to cooperate formally in a jeint, far-reaching investigagion of the financial
crigig, detailing its own experts to participate and shouldering the heavy
expenge that might ensue in the detailed examination of its own recerds. I
have a.].so gone over the general scove of the proposal with Stacy May who has

mede valuable suggestions as to the best form in which an inguiry of this

kind should be set up. To summarize these remarks so far: (1) the need for

' a comprehensive inquiry of the type contemplated is, I think, almost unques-

tionmed; (2) I have found not only enthusiasm for the inguiry, but alsc an ex-

traordinary desire to cooperate on the part of those whose cooperation would

' be most essential, so far as I have heem able to sound them out; end (3) I have

beer urged from many sides to try to persuade the Institute to take the lea-

' dership in the undertaking.

 Thig raiges, I think, two guestions which should be decided before the
specific implications of the propesal are exmmined. (1) Is the Institute
the best organization to undertake leadership in this undertaking, er should

leadership be stimulated somewhere else? In the latter case, I assume, the

 Institute would still desire to cooperate and participate on a project as

- close to ite interests and ideals as this. The considerations involved in

answering these questions can best be formulated by canvassing altermatives.

A project of thig kind must be mthoritative disinterested completely frec

J from susnicion of biau, and cemma.nd the respect of the commmity. It requires

the complete cooberation of the parties at interest, but should net preferably

be directed or controlled by them. This rules out autom tically the use of

4

4



-7~

the aegis of such organizations as the Chamber of Commerce, the American Bankers!

~ Association, and the Stock Exchange. It also militates somewhat against the
A
' use of a device such as a Congressional Committes of Inquiry or an inguiry in-

|
|

‘l‘.. augurated wholly and completely by the Federal reserve system. With these
spensdrs eliminated there remain, () the universities, none of which is any

| better equipped than the Institute and all of which are more committed to other

\ctivities, (v) special research foundations such as the Brookings Institution

and the la’cional Bureau o;t Economic Reaearch and (c) the possibility ef organ-

izing a special Insti’mte for the purpose in hand, with special Foundation sup-
porte On balance, therefore, it would seem that the Institute for Advanced
;tudy is as well equipped as any other organization to assume leadership for
_the undertaking.

The second question goes to the heart of our problems here, namely; from
the point of view of the Institute for Advanced Study, how does such an under-
taking fit? Does it rejreabnt a unique opportunity to be grasped, or would it
dvert the Institute fréﬁ its true purposes? The answers here, I feel hinge

mainly around the question of whether the Institute (1) desires to build wp its

[(: work in economics, and (2) if so, does it desire to concentrate in finance., If
,}k;:“ . it is in a polit?.on to anewer thesez two questions in the affirmative, it has
here an opportuxlxlity to achieve distinction quickly in its chosen field that is
unparallelled.
Method of Proogm‘ (:)

Should the Inntituté choose to cultivate finance and undertake leadership
in this undertal:t‘.ng, it would need to proceecd something as follows:-

1. It wgn‘ld. need to make provision for-
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a, The appointment in the near future of at least two
N ' additional professors of outstanding reputation in
L im"’;;: the field of finance.

b. The appointment later of two er three additiomal
-~ professors and also of assistants as need for a
more rounded faculty in finance developed.

¢ The creation of additional clerieal facilities.

d. The availability of offices and a certain amount of
facilities not only for the resident faculty, but
also for workers, visiting professors, techmical ex-
perts, etc.

¢« The availability of modest travel and entertainment
funde for conferences.

2. With these provisions, which would require a total budget
possibly as great as §50,000 next year and $100,000 annually
thereafter, the Institute would be in a pesition to create a
distinctive school of finance. This school would then assume
leadership in formulating a broad inquiry into the camses and
phenomena of the finanecial crisis as indicated 2bove. The in-
quiry would be set up 28 a project sponsored by the Institute
for Advanced Study, to be carried out disinterestedly in co-
operation with all of the agencies and interests affected, and
il dia g‘__.,_ N \;: be financed in part by the Rockefeller Foundation and in
e rt by the official agencies involved. WhiTe the Institute
) would be sponsor and assume leadership, little of the actual
investigation would be carried on here. The Institute would res-
resent rather a center of intellectusl stimulus. Specific pro-
 blems to be investigated would Ve proposed here, their exact
formmlation agreed upon here after full consultation with
' scholars and experts from outside, and the results of the in-
vestizations as they were carried on would be subjected teo
constant evaluation and advice from the Institute which would
act as the rallying point for disinterested and competent
scientific opinion.

N

B —

To make this suggested procedure effectiive would require a
formal request for the cooperation of the officlal agencies
invelved, and a formel request to the Rockefeller Foundation
for supplementary financing to enable us te Lring inte the
‘project experts and interested parties from outside the offi-
cial agencies and the staff of the Institute. The projeect, 1
- think, should have a general committee on vhich experis in
the official agencies, the Social Sclence Research Council,
. outstanding scholars from other universities, and other par-
'\ ties of interest were represented.
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Further specific steps in procedure cannot, of course, be formulated &
the present time. As I gee it, the project should not be concelved 25 a
specific inquiry to be published some time later in the form of a shelf of
volumes, Publication of scientific results obtained will, of course, be
required, but the method followed should be that of centinuous and searching
inguiry. At 211 steps in the précoss every effort should be made to engage
the interest and “oﬁtain the eritical help =nd advice of scholars throughout
the field so that the inquiry itself would constitute an edueatiemsl process
in advanced scholarship, and the results would represent a real focus of com-
petent and informed opinion.
In driving toward this goal the Institute would, I believe, become the
‘\ natural center for adwanced work in finance throughout the country. In the
process of carrying out the inqﬁiry, wvhich would take at the leagt five years,
all of the leading scholars in finance, both here and abroad, would have been
in contact with the Institute, most would have taken extended part in the
formulation of problems here and the evaluation of results, and many would
have been engaged in workinz on specific phases of specific investigptions.
i In addition, younger men at the nost doctoral level who would be used as
} assistants throughout, wuld be afforded an unrivalled opportunity for advanced

| ,
| training in finance.



To: Dr, Flexner
From: Mr. Riefler

Sub ject: Program of work in Economicg for the School of Economics
and Politics of the Institute for Advanced Study

I have ocutlined briefly below the tyvpe of work which I would like to
inavgurate in the School of Economics and Politics, and the facili’éies
which would be required for an approach to the problem from this point of
attacke In framing the progfam, I have tried to take into account, a.s ob-
Jectively and impersonally as possible, the four following points of refer-

arnces

1. The plam of scholarship for which the Institute for Advanced Study
seeks to congerve its rescurces

The Institute is not directly concerned with scholarship
of the mndergradunte or even the graduate level. As a
minimom, it limite its work to the postdoctoral level,
and within this broad field puts its emphasig on the en-
couragement of genuine productive scholarship at the
frontiers of wderstanding.

e e most promi e or oductive work in the Social Sciences

A factual approach to specific problems seems to me to
offer the most advantageous opportunity for a genuine con-
tribution by the Institute at the present stage in its
development. In economics the traditional thecretical
approach no longer commands the instinctive regpect of

© important groups of scholarg, despite the fact that it
interprets phenomena in terms of a well-articulated and
internally consistent body of doctrine. I feel that this
has come sbout partly because events during the past two
decades have given rise to sweeping changes in social and
economic conditions on & larger and more devastating scale
than our theoretical analysis was commonly understood to
imply, and partly because a huge body of factual data has
recently begome available which constitutes a major chal-
lenge to the testing of our theoretical analysis. I would
like, therefore, to concentrate for the present upon the
explanation of some of these developments in terms of fac~
tual data now available.



My personal training is most highly specialized in the field
of money and banking. TFrom this central point of attack on
aconomic and social problems I have acquired a conglderable b
body of experience (a) in general financial problems, such as
public finance and the scope and functioning of the securities
markets and the mortgaze market, (b) in data relating to econ-
omic fluctuations, such as changes in production, employment,
trade, etc., and (c¢) in certain asvects of governmental pro-
blemg relating mainly to the place of government in soclety.

| If my coniribution is to be effective. the studies which I

\ pergonally undertake or facilitate should not be scattered

| but should be concentrated for the most part in the filelds

“;\kv.hero my experience is such that I can be reasonably satis-
fied that a creditable and useftl piece of work will result.

4, The limitations of the resources which we can brins to bear

The resources of the Institute are ample for first class work

! provided we are modest in our approachs We will miss our op-

- portunities if we undertake too ambitious a program. It is

. not our mandate to reform the world or rewrite the theoreti-

| cal backeround of the social sciences as such. On s less
grandiose plane we ghould not necessarily feel required to
draw upon our resources to support all individual workers or
specific projects which come to us, even though they fall
within the limitations described above. The field to be
covered is far too large for us to undertake a contract of
this kind, either expressed or lmplied. To do so, in fact,

{would dissipate our rescurces, both intellectual and fi-

' nancial, Our primary concera mst be, not only to under-
take work on a high plane of scholarghip, but alsp to limit
ourselves within this area to efforts which are feasible,
which promise a creditable outcome, and which fall within
our range ¢f competence.

Prosram

with t‘msé considerations in mind, I would like to concentrate my
efforst for the pmsent upon the organization of factual data for the un-
derstanding of v-aconnmio problems, selecting key sitnations for analysis,
where, from my mrp experience, I kmow that the requisite data for the
clarification /igf understanding are either already in exlistence or can

readily be ob/f.ained. Both my omm work and that of members who might be

/ 4
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attracted here to work with me would be governed by the requirements of

thies type of approachs The following Jjobs to be done will illustrate

what I have in mind,

As

B.

i
i

¥

[

|
i

The banking crisis of 1929-19%3 was accompanied by many of the
phenomena which characterized esrlier crises, such ag the panic
of 1907, and was followed by mony of the same effects. It dif-
fered from earlier crises, however, with respect to one key point,
namely, the availability of rediscount facilities in terms of which
earlier panics have to a considerable extent been explained. In
trying to stem the course of the crisis, most of the emphasis in
1931 and 1972, both at Washington and New York, was placed on the
elaboration of further rediscount facilities, such ag eariier ex-
perience hal indicated was necessarye. Finally, in 1933, there was
substituted for this treatment, a program of bank-capital re-
habilitation, the major detalls of which are only now beginning to
emerze in official publicationss In some respects, this experience
was parallelled in the German credit collapse of 1931, where the
same general type of ireatment was also applied. I believe that
this situation containg the materials for a major contribution to
economic understonding. Fow that the crisie is over, the secrecy
which was imposed on all participants who were intimately familiar
with the situation can be dispensed with and its essential charac-
teristics can be analyzed for the benefit of economistse I wonld
not attempt at firegt to aim at anything so imposing as sn zuthori-
tative treatment of the whole banking erisis - that problem will
be occupying the attention of economists for years toc come. I
would concentrate rather on specific aspects of the situation where
I am satisfied (1) that a contribution can be made because of a
lack of understanding of the facts, and (2) that the facts exist or
can readily be obtained to illuminate the problem. Given these con-
ditions, I would %ry to locate one American expert, and if possible
also a German expert, to deal with the problem similtaneously. I
would select these experts on the bagis of (a) familiarity of con-
tact, (b) techmnical proficiency, and (c) economic understanding.
By bringing men of this calibre to the Institute as members for six
months, or longer if necessary, and by creating an atmosphere in
which they can distil the understanding they have gained for the bene-
fit of economists, we will be contributing to productive scholar-
ship at the frontier of knowledge in this field.

A second opportunity for making a specific contribution of this type
exists in the field of corporate finance. During the 1920's con-

. ditions were favorable to the building up of corporate cash balances
| upon a segale wprecedented in history, and also, I am inclined to be-
. lieve, to an extent that was not contemplated by economic theory. I

would like to attract a first-clace member or worker, fitted by ex-

\
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perience to deal with the problem, to explore the origin, use and
something of the consequences of these funds. We know that from
1927 te 1929 they appesared on a huge scale in the security markets
in the form of “lo@ns to brokers from non~banking lenders", and as
gsuch constlituted an abnormal source of funds with which our credit
machinery was not fitted by experience to deals It is more difficult
to trace the effect of thess funds after 1929 when they were with-

dravn from the brokers' loan market, but I suspect that they contin-

ued to play an important role in subsequent credit developments, es-
pecially during the crisis of 1931-1933, when large-scale movements

Jof funds from bank to bank in ssarch of safety aggravated the in-

' stability of the banking situation. Now that the whole peried has
receded into history, I think that we can, if we approach the pro-
blem properly, secure access to records which will make it possible
to analyze this movement and bring its maln implications into the
thinking of economists.

The eircumstances surrounding the departure of Great Britain from

the gold standard in 1931 afford an opportunity for a somewhat dif-

ferent type of activity on the part of the Institute. In going over
the literature coverins this episode, I find a general assumption

on the part of practically all economists that a serious over-valua-

tion of the pound sterling in relation to other currencies constituted

one of the basic causes of the crisis. Such data as is assembled to
support this point, however, refers mainly to the peund in relation

to continental currenclies, and does noi seem to me to Me at all cone-

clugive so far as dollar-sterling parities are concerned. A study

. to clear up a key point such as this would also fall within the type

' of work wpon which I would like to see the Ingtitute engaged. Price
data is so difficult to manage objectively, however, that I am not
sure such a study could be made. In cases such as this, consequently,
I would like first to emtact leading economists of different schools
of thought, seeking thelr viewsg on the problem and requesting their
aghistance in outlining the factual teste which they would consider
valids If it avpeared, after such consultation, that such » study
eoild be made, I would like to see the Institute in a position to
pariicipate in ifts execution,

Finally, there are inmmerable situstions where economisis are una-
ware of the significance to their thinking of data which is already
availsbles The growth of factual data has been so rapid in recent
years that all of ue sre guilty of resorting to inference and sur-
mise where we might proceed in the light of lmowledge. In going over
economic literature, I find myself constantly wondering whether the
author, when he made his analysis, was aware of certain data with
which I happen personally to be familiar, or whether data subsequently
developed wonld have changed his judgment. As a result, one cannot

L be sure of the extent to which apparently serious clashes of opinion
among ecgonomists reflect genuine differences of point of view or

[ merely deficiencies in their famili.rity with relevant data. To
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minimize this latter impediment to a more constructive common attack
on our problem, I would 1like to undertake the establishment of a
series of direct contacts with other economists by correspondence
on a more elaborate scals than is commonly conducted. Tor example,
when, in the case of a given writer, I find myself in doubt as to
whether he was familiar with certain data with which I have been in
touch, I would like tec be in a position to organize the relevant ma-
terial, but if it is underiaken objectively and continuously over a
period of time as a major part of the Institute's activities, I be-
lieve it would repay itself many times over in gradually develop-
inz a more uniform approach to ecohomic problems.

s

Comments
The feregoing examples are illustrdions of the kind of approach which

- T would like to =zdopte. They would engage the activities of the Institute
in economic problems at a level of genuine advanced study and would foster
the development of intellectual contacts with productive acholars in this
field throughout the world. The members brought 3o work at the Institute
would be definitely above the averare of the post-doctoral grade and on a
par in meny cases with the faculty. The scope of the program, furthermore,
would at éll times be within our control. Ve would be moving into situs-
tions where we could be reasonably confident of constructive rasults and
would be in a positlon to expand or contract any siven line of activity
in accordance with its merits without regard to overly large prior commit-
ments,.

The program can be inavwsurated, I believe, without going beyond our
| resources. Ag it develope, however, it will be necessary for us to secure
additional support from the Foundations. If we seek workers or members of

the cslibre indicated above, namely accredited specilalists holding in
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many cases key positions, we will have to maintain them at a rate of re-
muneration considerably higher than would be required for younger post-
doctoral scholarss This cost, I would endeavor to cover by specific
grants from the Foundations, which would, I believe, be anxiocus to sup-
port work of this promises There is no provision, therefore, in the ac-
companying regquest for assistance to cover the cogt of carrying these
members. The Institute, on the other hand, must stand ready to supply
the facilities for work of this calibre, not only in the formm of adequate
office space, equipment, and secrstarial sorvice, but alse in the form
of statistical facilities of a high order of compeience. The accompany-
ing memorandum outlines the coat of facilities of thig order and would
certainly be adequate for the remainder of the present academie year and
the first part of the following year. DIater, should the rrogram develop
as is hoped, additional office space would be required ag well as a
moderate further expansion of clerical and secretarial facilities.
Dissemination of Results

It is too early to hazard any definite plans for publication of the
findings which will result from this program. We can, havever, indicate
the attitude from which we are arproaching the problem. Thie attitude
may best be expressed by stating that we do not lock forward to an out-
put of books as ocur chief means of dlsseminating owr work. In general,
we would not encourage the publication of‘ gstudies until they had pro-
zresged to the point where the contents would constitute an auvthoritative

con$ribution covering a major aspect of the fields We would seek to en-
§

i

. ourage, on the other hand, the immeli-tc dissemination of the results
‘w work among all scholars to whom it would be profitable. This we

.d de through a heavy reliance on short memoranda covering very specific
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points of analysis which we would endeavor to make avallable by direct
contact or corregpondence with economiszts wlsewhere who are working on
gimilar problems. If, by attacking our problems and disseminating our
regults in this way, we can help to develop a greater degree of common
understanding and background among economists, we will have nede an im-
portant collateral contributiorn to the effectiveness of the Sccial

Sciencegs
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THE 1f ST’{TUTE FOR ADVANCED STUDY

PRINCETON, NEW JERSEY

November 24, 1934

Dear Ed: ¢

I am sending you herewith a memorandum
prepared for me by a young economist with whom I
have had a number of interviews in the last two
years. It represents a very radical departure
from academic economics. I wonder how it strikes
YOu.e

With all good wishes,

Sincerely yours,
a5

Professor Edward liead Earle
2200 North Tejon Street
Colorado Springs, Colorado

AF/MCE



PROPOSED ECONOMIC UNIT
OF THE
INSTITUTE FOR ADVANCED S8TUDY
There cen be little question of the urgent need for a more
profound understanding of economic problems., The persistence of the present °
depression, its intensity, the extent of economic disequilibrium which it hes
revealed, its world-wide character, and the human suffering in the form of
sustained unemployment by which it has been asccompanied, all offer incontro-
versible testimony on this point. In the field of economics, the problem is
not whether there is emple scope for advanced study, but rather how such study
can best be implemented, for the quality of the humen need is such as to cell
for all of the intelligence which we can bring to its solution.

Role of the Inetitute for Advenced Study

The paremount problem of economics todey is to reformulate its
besic thinking to the point where it cen offer an authoritetive explenation
of the present world-wide paralysis. As compared with this problem, the
dootrinal disputes of predepression years fade into insignificence. lo
speciel school, no particular type of logical analysis, indicated the immanence
of a breakdown such se this prior to 1929, nor has the course of events since
thet time especially justified the approach on which any one group was working.
We have, in fact, no central core of accepted verifisble genersliza-
tions in this field such as are found in the other major intellectual disciplines.
There is no unity, therefore, in the various subdivisions of intensive speciali-
zations, nor is there a common body of logiec to serve ee intellectual tools in
the development of new hypotheces on the frontiers of advenced study. 4s a
result there is confusion in accredited professional economic judgment upon
almoet any major problem that is posed. This has been particularly emphasized

during the past few yesrs of divérgent counsels when economiste, as & group,



have almost universally falled to spesak with en authoritstive voice either
in their enalyses of the course of evenits or in their proposals for their
amelioration or cure., Instead, when professionsl counsel was most urgently
demended, economicte have been found widely divided even upon questions of
basic import where professional competence could be precumed to be final.

One source of this confusion is found in the failure of current
economics to taén sdequately into account the dominating cheracteristice of
economic society in the twentieth century. Thel part of our present theory
which is cerefully worked out and logicelly articulated is based essentially
on the economlie processes and relationshipes which were prevalent in our
society e century or more ago. Moest of the resources of the community were
then occupied with the produetion, distribution and consumption of perishable
auﬁmoditi&a, such as food and elothing, and the major attention of economists
was directed taw#rd an ahelysis of econcmic phenomene essociated with the
markets for such goods. During the years lmmedistely preceding the depression,
on the other hand, fully one~half of our production of comodities consisted
of durable goods, the merkets for wh;ch differ widely in their beheavior from
those markets upon which most economic analysis hes been based. This change
calls for a re~analycis of economic data, a new development of economic theory.
Such en enalysis will run to the heart of all of the phenomena associated with
the current breakdown. It will require, however, the creation of new intellec~
tual toole in sddition to those with whiech economists are now working. By con-
centrating on this epproach and by devaloﬁing systemetically all of the varied
facets which it will uncover, the Inastitute cen reasonably hope to meke a
major advence in economic theory during the next decade.

The logicael tools, the generaligetions,and the resesrch methode

with which advenced students in the field are now working, fall in general into



three broad categories:

(1) OCommodity or price system studiee which conceive of our
economic system as one regulated by the free interplay
of coste and pricess To aid in the analysis of thie inter-
play, there is aveilable a highly refined body of logical .
generalizations with respect to merkets for perishable
commodities and to supply and demand relationships for
these commodities, genersalizetions which were developed
and emphasized during the so-galled classical peried of
economic study;

(2) Monetary studies, which, because modern economic society
is organized along pecuniary lines in which finencial
phenomens are especially importent, regerd movements of
money and oredit as of paramount significence. Students
working in this genersl field also have the aid of a highly
erticulated body of logical generalizations, but they are
for the most pert generelizetions based upon snalysis and
obsorvation of & world-wide money market for short~term
eredit instruments, unified by a gold standerd,; and regu~
lated by cénteal banks. They do not take adequately into
seoount the influence of the capital markets.

(3) Quantitative or statiestical studies, which ere still in
the empirical stage, posseesing as yet no body of logicsl
generalizations and few explicit assumptions of an sconomic
character. Economists in this field have uncovered the
problem of economic fluctustions snd have charted their move-
nents. They have contributed little ss yet, however, to an
understanding of their causes, their prevention or their cure.

The Problem of Dursble Goods

It ie proposed, therefore, that the Institute for Advenced Study
ettack this problem by developing s sustained inguiry into that group of
unsolved economic questione which are associated with the current stagnation
in the durable goods industries and which are now loocsely aggregated»unéer
the caption "The Problem of Durable Goods." Such en attack hes the sdvantege
thet it ie sufficiently limited to be specific et e time when & more general
approach might be drowned in the preveiling confusion of thought, thet it is

sufficiently undeveloped to require expleoration, and finally that it ise

| sufficlently basic to afford hope thet it will disclose the key which will

lead to a reformulation and closer srticuletion of economic theory.



Its importence has become increasingly apparent to economists
during the course of the present depression which has been particularly
associated with merkets for dureble goods. On looking backward it now
appeers that these same phenomens were more generally aharécterietis of
previous deprecsions than was formmrly’reeognized. If one can'lomk forward
to an eventual resumption of the basic economic trends which have accompanied
the rise of industrislism during the past century, it is a tenable amseumption
that future economic repercussions, erising out of stoppages in the flow of
durable goode, will be even greater than et present, since the relative pro-
portion of our totel economic activity which is represented by the durable
goods industriee is bound to increase with rising industrial efficiency and
the growth of productivity. In other words, a high standard of 11viﬁg implies
& heavy concentration of economic resources in durable goods industries, and
e rising standard of living of necessity increases the general havee attending
malad justments in these industries.

It is sefe to assume, therefore, that ineelecting the problem of
the economics of durable goods for solution, the Institute would be exploring
not only a factor that is now recognized as of major importance in the present
breskdown but in addition one which will probably become of increasing importence.

There sre found in this problem numerouve fields for highly intensive
specialized research, for durable goods include not‘only capital goods, but
also public works, replacement capital Hoods snd consumers durable goods. Each
of these cetegories now represents individually large elements of our economy,
and together make up over one-half of the total. The factors, social and
economic, which determine whether there is or is not & demend for goods of this
character, go a long way eclso towerd determining the extent of unemployment,

and the rate of activity of our entire economic system. They have come to



ocoupy , therefore, a position at least equal in importence with factors
common to merkets for perishable commodities and deserve an equelly thorough
exploration at the hands of economists.

The logical faetors which should govern the demand for cepital
goods, for exmmple, cen be enalyzed, even though their application to specifie
situations is difficult since investment in such goods is naaossatily based |
upon an imperfect cepitalizetion of an estimated return in en uncleer and
unforesesable future. In the cese of consumers dursble goods, on the other
hend, such as houses, automobiles, etc., the existence of demand is partly
social in cheracter, a reflection of the stendard of living and subject to
changee in style. These widely differing merkets, therefore, will require
correspondingly different analysis.

An example of the type of theoretical problem posed by the
development of ¢ dominent industry devoted to consumers durable goods is
offered by the recent experience of the motor industry, where in 1932 wide-
spread unemployment and distress preveiled throughout all the industries that
participete in the menufecture of automobiles. The stagnetion in the merket
for new cars, however, did not imply that the American people, as a whole,
were using less automotive trensportetion than in predepression years. The
consumption of gesoline in 1932 in fact would seem to indicate relatively
little decline in the setuel use of sutomobiles in that yeer. Automobiles,
however; were durable goods, and this single faot permitied the Americen
people to continue to consume automobiles even though they were not currently
producing them. In other words, the American economy had developed this
important industry to the point where & sustained end effective demand for
consumption was not of itself sufficlent to call forth an equelly effective

and continuous demand for employment in the manmufacture of the article consumed.



The prepanﬁaratiﬁg importence of durable goods as such opens
up for exploration a further equally important field in their reletion to
8 credit economy, for durable goods by their nature represent large finencial
conmitmente and in most cases require almost of necessity the aveilability
of & loen merket. Any basic study of durable goods es such, therefore, leads
directly and realistically inte e study of savings end investment, of sscurity
end mortgege markets, of banks and finsnce companies, and, finally, of money
merkets, BfxkanksxzndxfirzmxesxgomperitesxendyxLingdiys QL Reno¥earket sy
foreign exchenges end currencies.

In theory, as we have inherited it, this espect of monetary
problems has received far too little attention. Our monetary theory today
hes not yet deperted fundamentally in its thinking from s finencial structure
in which the preponderating elements consist of (1) & currency besed on gold,
(2) depositecreating commeércial benks dealing in self-ligquidating commerciel

~ peper, (3) central banks regulatingz through e short-term rediscount rate the
volume of deposite created by these banke, and (4) an international gold
standerd to govern the amctivities of centrel banks., In theory under this
pleture, the whole economic structure is meinteined in equilibrium through
movements of gold which, on the one hand, are governed by the response of
foreign trade to relative commodity price levels, and, on the other hand,
through their effects on central banks set in motion forces to maintain these
price levels in equilibrium. Any raalist;c exeninetion of this snalysis in

| the light of today's conditions reveals its inadequacies and its relative
\neglect of the major inetitutions and forces that play on the financial merkets.
!In point of fact, a realistic study of the balance of payments todey reveals
'that the distribution of gold is infinitely more affected by large movements

of capital items of a highly unsteble character than by trade in commodities



of a type to be sensitive to small chenges in relative price levels.
These examples ere sufficient to illustrate the basie nature of
an approach to our economic theory from the standpoint of durable goods. Our
present theory is based essentislly on an economic society in which durable
goods sctivities play e minor role. In a society such es oure where they have
achieved preponderance, o fresh approsch is indicated with respect both to the
commodity enalysis, and also with respect to the "money surface of things,"
‘an approech which must take into asccount the essentiel importance of whole
areas of the esonomic seene not yet sufficiently explored. An ettack on the
problem from this angle gives évary prouise of being more basic than the work
now being done end elso of serving to unify work of & partiel nature in several
major segments of the field. | |
Problems of Orgenizetion
The greatest flexibility in organization and detail will be
'nsogsuary if s major epprocach slong these lines is to have a reasoneble chance
~of succees. A grouaaof economists of outstending quelity, capable of rethinking
end reformulating economic theory is essential. It should be built up es
- ocecesion warrants on the basis of the quality of the individual concerned and
fths nature of the thinking which he can bring to the progrem. If e center of
real thinking is established, there will be no difficulty in persuading such
individuale to join in the quest, nor will there be any lack of close contact
with the universities.
\ For this group to develop anything more solid than highly conjec-
Etural hypotheses, they must be granted special facilities. The project will
require not only a careful formulation of specific problems tc be tested but
|also an exlensive reliance upon stetistical data much of which is not now avail-

Lable. One of the tasks of the Economie Unit of the Institute will be the develop-



ment of statistics oapaﬁls of aiding in the solution of ites problems,
statistics which must of necessity be produced in the mein by large govern=-
mental stetistical and research bureaus in this country and abroad. 1In this ;
it will gain heip from gsome of the endowed research imstitutions and the
universities. To make thie date availeble and usable in Princeton the Institute
ishauld contemplate from the beginning the establishment of a small statistical
;rasaarch and clerical staff. It should also coﬁtemplate that its faculty or
group heve suffiaiqgt,frggﬁggmto keep in close personal contact with the
statistical end research centers where the basic materials are being forged.
This mey require travel end et times possibly extended absences from Princeton.
There will be little scope for formel classes, or for students as such, but
smple opportunity for close contact between intellectual workers on a common
group of projects of high promise. Part of tﬁis group will be brought to 7
Princeton, pert will be §;¥£i;gmin'the universities, end an importent part
‘uill be loceted at centers of specialized research. The Institute should not

conceive of iteelf as a location but rather as a source of mental ferment

embracing all of the advanced students in this field.
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November 17, 1934 WALTER W. STEWART
PERCY 8. STRAUS
0SWALD VEBLEN
LEWIS H. WEED

LIFE TRUSTEES

MRS. FELIX FULD

Dear Dr. Riefler:

I have received and read your interesting memorandum
of the 16th. It is a vigorous doonunent and strikes me - an untrained
person, to be sure - as in a high degree substantial and suggestive.
I shall say nothing more about it until I have had a chance to see
Mr. Stewart and learn his opinion. A

I have been ocalled ou£ of town and shall be away from
Princeton until Wednesday evening. I shall be here from Wednesday
until Saturday evening, and then out of town from Sundey morning until
Tuesday or Wednesday, abc'mt November 28th. After that I have no
appointments except on December 6th, when I must be in New York.
Thereafter I am free. '

With many thenks for the trouble you have taken and are
still taking, I am

Always sincerely,

TR Bl e

Dr. Winfield W. Riefler
Room 7219, Commerce Building
Washington, D. C.

s/uc
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Bovemmer 18, 1930

Dear Mr. Stewart:
Enclesed is a eopy of my msmorandum for
Dr. Flexmer. 1 have 2ot had mmeh time to give
%o 1% and feel that 1% i stil] msedlessly wordy.
Howswar, it will have to do. I weuld appreciste
your reastion.
Yoy truly yours,

|

vEf
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November 18, 19%H

Dear Dr. Flexner:

I hope that the enclosed memorandum serves the
purpeoses which we discussed at our mesting in New
Jork., It sussmarises my present thought om the bdest
approach to the problem of organizing an scomomic divi-
sion of the Institute of Advanced Study om lines oom-
parable to those now developed im the field of mathe-
matics. As you kmow, these suggestions are purely
tentative since I have had 1ittle real tims to give
to the problem. I am sending a copy of the memorandum
to Nalter Stewarid.

Thank you for the oppertunity of going over the
whole guestion with you. It has helped to clarify my
own attitude immeasuradbly., 1 shall bs glad %o come
to Princeton as soom as ]I can arrange to leave here.
I carnnot set a definite date at this time because the
current week is more than crowdad.

Very sincerely yours,
Dr. Abraham Flexner, Director

‘The Institub for Advanced Study
20 Nassau Strest

Princeton, lew Jersay

Ses WP 13y-49
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Eovember 16, 1934

PROPOSED BCONOMIC UMIT
OoF THR
INSTITUTE FOR ADVANECED STUDY

There can be little guestion of the urgent meed for s more
profound wnderetanding of economis prodlams., The persistence of
the present depression, its intemsity, the sxteat of ecomemic dis-
equilibriws which it has revealed, its world-wide character, and
the hussn suffering in the form of sustained wmnemploymsnt by which
nmmm-;. all offer imcontrovertible etimony om
this point. Im the field of ecomomics, the problem is not whether
there is ample sospe for advanced study, Mt rather how such study
can best de implemented, for the quality of the human meed is such
as to call for all of the intelligsnce which we cam dring teo its
solution.

Hels of the Instiluie for Advanced Studv.

The paramount problem of economics today is to reformmlate
its basic thinking to the peint where it can offer an suthorita-
tive sxplanation of the present world-wide paralysis. As compared
with this probdlem, the doctrimal disputes of pmcu; yeoars
fade imto insignifiance. nmm.umwu
logical amalysis, indicated the immanence of a Mreskdown such as
this prier to 1929, meor has the course of eventis sines that time
especially justified the approach om which any ome group wes werk-

ing.
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e have, in fast, uo-mun.fuuptdvmm.
gonsralisaticns ia this field sush as are found in the other
major imtellectual diseiplimes. There is no waity, therefore,
ia the varicus subdivisions of imtensive spesislisatioms, mer
is there a common Yody of logie to serve as inmtellsstual jools
in the develepment of mew hypetheses om the fromtiers of advamced
study. As a result there is confusionm ia ascredited professiomal
sconamic Juidgeent wpon slmest any major problem that is pesed.
mnh;‘cbo-wtlnlwhmmmwt fow years
[’ of unrplt_mln when esonomists, as a growp, have almest
| universally failed to speak with an aathoritative voioce sither
| in their analyses of the course of events or im their prepesals
for their amelioration or c&o- Instead, when professional ceunsel
vas most wrgently demanded, econcmists have besn found widely
divided even upon guestions of dasie impert where professiomal
competence oonld be presumed to be fimal.
gmnm-maumumuumdm
rent ecomomigs to take adequately into account the domimating chare
acteristics of sconomic scciety im the twentieth century. That
paﬂ of eur present theory which is carefully worked cut and legi-

cally articulated is based essentially on the scomomio processes

\,‘andrchunmp-m.ouprﬂnm in our soccisly a cemtwry
.u or more ago. Most of the resources of the community wers them oo~

cupied with the preduction, distridution and consusption of perish-
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able commodities, sush as food and cleothing, and the major attantion
of sconomists was directed toward an smalysis of economis phenomens
associated with the markets for such goods. During the years imme-
diately preceding the depressiom, om the other hand, fully eme-half
of our production of commodities consisted of durable goods, the
markets for which differ widely in their behavier from those mar-
kets upon which most economic amalysis has been based. This change
calls for a re-analysis of ecomomis data, & new develoyment of econ-
omie theory. OSuch am amalysis will rum to the heart of all of the
phencmena associated with the curvemt breakdowm. IS will reguire,
howsver, the éreation of mew intellectual tools in addition te those
with vhich economists are mow working. Ny comoemtratimg om this
approach and by «ml-pm'q-mu-xu all of the varied facets
. which 1% will uncover, the Institute can reasonably hope to maks a
major advance im sconomiec theory during the next decade.
T™he legical tecls, the gemeralisations, and the research
' methods with which advanced students in the fisld are now working,
fall ian general infto thyee Myoad categories:
(1) Comsedity or prise system stuiies which ¢onseive of our *
sconouic system as ene rugnlated by the free interplay
of costs and prices. Te aid in the amalysis 3
interplay, there is available a highly refined of
legical gmeralizations with respect te
perishable camedities and to sapply and
tionships for thees coomedities, gemerelisaticas which
were developed and emphasized during the se-called clas-
sical period of econemic study;

(2) lonetary studies, which, decauss moderm economie society
is organised along pecunisry lines im which fimancial

%gs‘é'
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phenomena are sspecially impeortant, regard movements of
monay and credit as of paramount significance. Students
working im this general field also bave the aid of a
highly articulated body of logical gensralizations, tut
they are for the wost part generalizations based upea
analysis and obssrvation of a worli-wide money market
for shert-term credit imstruments, unified by a gold
standard, and regulated by central banks, Thay do not

| take adequately inmto scoount the influsnce of the eap-
ital markets.

(3) Quantitative or stutistical studies, which are still ia
the sapiriecal stage, possessing as yet no body of logieal
gensralizations and few explicit assumptions of am
sconomie gharacter. Xeomomists in this field have ma-
covered ths predlem of sconomic flustuations and have
eharted their movemsats. Thay have contributed little
as Jet, however, to an undsrstaanding of their camaes,
their prevention or their cure.

Sha_Rxablem cf Jurshis Oeoda.

It is preposed, therefore, that the Institute for Advanced
Study attagk this prodlem by deweloping a sustained inguiry into
n;utm of mnsolved seonemic questions which are assosciated
with the curreat stagmsation in the dmradle goods industries and
which are now loosely aggregated under the captioan "The Prodlem
o{wﬂh Goods.®* Sush an attack has the advantage that it e
sufficiently limited to be spesific at a time whem & more general
sppreash aight be drowmed in the prevailing confusiom ef thought,
that 1% i sufficiently undeveloped to require exploration, and fimal-
ly that 1% is sufficlently dasic te afford hope that it will disalose
the kay which will lead %0 & reforwmlation and closer articulatiom
of essmemic theory.
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Its impertanee has become imcreasingly spparent to esomomists
during the course of the present depression which has been particu~
larly associated with markets for durabls goods. Om looking bagk-
ﬁttmwmt\hmmm-counmu
oharutuh}ic of previous depressions than was formerly resognised.
If ome san lock forward to an eventual resumptliom of the basis
economiec trends which have accompanied the rise of industrialism
during the past cemtury, 1t is » temable assumption that futare
economic repercussions, arising out of stoppages in the flow of
durable Qoh. will de even greater than at present, since the rels-
tive proportion of cur total econamic astivity which is represented
by the duradle goods industries is bound to increase with rising
uauum efficiency and the growith of productivity. Ia other
"?rh'. a bigh standard of living impliss a Lsavy comcentration of
| sgonomie resources ia durable goods industries, and a rising stan-
dard of living of necessity increases the gemeral haves attending
maladjustments in these industries.

It 1s safe to assume, Stherefore, that im selecting the prodiem
of the economics of durable goeds for selution, the Imstitute would
be exploring mot only & facter that is mow recegnised as of major
importanse in the present bhyesklown but in addition ome which
will probably bhecome of imereasing imporiance.

fhere are found im this problem mumerous fields for highly
iatensive specialized research, for duradls goods include net enly
capital geeds, but aleo pudlic works, replacement capital geods and
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consumers durable goods. Iach of these categories now represents
individually large slements of our sconomy, and together make wp
over ono-half of the total, ‘The fasctors, secial and ecemomis,
which determine whether there is or is not a demand for goods of
this character, £o a long way also toward deteraining the extent
of unerployment, and tue rate of activity of our entire ecomomie
system, They have gcome to oacupy, therefore, a position at least
eqal in importance with factors common t0 markets for perishabdble
commodities and deserve an egqually thorough exploration at She

hands of sconomisis.
The logical factors whieh should govern the demand for

capital goods, for exmmpls, can be analysed, evem though. their
application t¢ speeific situations is difficult since iavestment

in such goeds is necesearily based wpon an imperfest capitalisation
of an estimated refurn iz an unclear and umnforesessdles future.

Ia the case of consumers Suralle goods, on the other hand, sush

as houses, muSomebiles, ots., the existence of demand is parily
soclial in character, a rsflection of the standard of living and sud-
Jest to changes inm style. These widely differing markets, there-
fore, will require correspondingly different analysis,.

An example of the type of theoretical problem pesed by the
develaopment of s domimant industry devoted to consumers durable
goods is offerfed by the ressnt experience of the meter indwstry,
where in 1932 widespread unemploymeat and distress prevailed
throughout all the iadustries that pa_urtlcipuh in the mamufacture




L

=]=-

of automodbiles. The stagnation im the market for new cars, hewever,
d4id mot imply that the American people, as a whole, were using less
automotive transportation than im predepression years. The consump-
tion of gasoline in 1932 in fact wonld seem to indicote relatively
little decline in the actual use of automobiles in that year. Aiuto-
mobiles, however, were durable goods, and this single fast pormitted
the American people to coatinue to gonsums sutomediles even though
thay were not currently produciag them. In other words, the Aserican
econoumy had developed this important imndustry to the peint where

a sustained and eoffective demand for consumption was not of jteelf
sufficient to call forth an squally effective and codinmmus demand
for employment in the mamufacture of the article consumed.

The preponderating importance of durabdle goods as such opens
up for expleration a further equally important field im their rela~
tion to a gredit esconomy, for durabla goods by their nature repre-
sent large fimancial commitments and in most oases require almest of

necessity the avallability of a loan market. Any bdasic study of

duradble goods as sush, therefore, leads directly and realistieally
_‘i:n.touswulntnpluimout. of sesurity and mortgage
markets, of banks and finance companies, and, finally, of monsy
markets, foreign exchanges and curremcies.

In theory, as we hauve inherited it, this aspset of monstary
problens has received far too little attention. Our mometary theory
today has not yet departed fundamentally im its thinking from a '
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finangial strusturs ia which the prependerating slsmemts consist
of (1) a currency based on gold, (2) deposit-creating commercial
banks dealing in self-liquidating commercisl paper, (3) central
banks regulating throngh a short-term rediscount rate the volume
of deposits sreated by these damks, and (¥) an international gold
standard to govern the activities of central bunks. In theory under
this picture, the whole ecomomie stiructure is maintained in eguili-~
brium through movements of gold which, om the cae hand, are governsd
by the response of foreiga trade te relative camodity price
levels, and, on the other hand, through their effeects on eentiral
banks set in motion forees $o maintain these price levels in
eguilidriwm. Any realistis ezamination of this analysis in the
| 1ight of today's eonditions reveals its inadequacies und its rela~
| tive neglest of the major institutions and foroes that play om the
| fineneisl markets. In peint of fact, a realistic study of the
balance of payments today reveals that the distridbution of gold
is iafinitely more affected 2y large movemsnts of capital iteme
of a highly unatable character than by trade in commedities of a
type to bde sensitive t0 maall changes in relative price lovels.
These examples are suffiecient %o illustrate the basic navure
of an approach $o our esonomis theery from the standpoint of dur-
sble goods. hat-puptwef Fur present theory sivieh—ie-sarefuity
woviasd-set-umi~deogically antboniwbed is based essentially on an
eoononic secisly in which duradle goods astivities play a miner

S

role. In a socisty such as ours where they have ashieved prepon-
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derenve, & fresh appreach is imdicated with respect both to the
comuodity analysis, and alwo with respect to the "money surfece
of things," an approach which mmst take into agoount the essemtisl
impertance of whols areas of the sconomic sgene not yel sufficiently
explered. An attack on the preblem from this angle gives every

‘1\ promise of being more basic tham the work now being dons and also

| of serving %o walfy work of a partial nature in several major seg-

\‘: ments of ths field.

Eroklsna of Organiiakicn.

The greatest flexibilitly in organizatiom and detail will be
negessary if a major approach alemg these lines is to have a
reasonadle chance of success. A group of economists of outstanding
quality, capable of rethinking and reformulating economic Sheory is
essential. It should de built up as ocoasion warrants on the basis
of the quality ¢f the imdividual concerned and the mature of the
thinking which he can Wring to the program. If a center of real
thinking is established, tiere will bde no difficulty in persuading
such individuals to Jjoim in the guest, nor will there be any lack
of close contact with the universities,

Yor this group to develep amything more solid tham highly com~
Jjectural hypotheses, they must de gramted spegial facilities., The
projesct will require mot only a careful forumlation of specific

problems to be tested Dul also an extemsive reliance upon statis-

tical data much of which is not mow available. Ons of the tasks
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of the Roomomic Unit of the Institute will be the development of
statistics oapable of aiding in the sslution of its problems,
statisties which must of necessity bs prodused im the main Wy large
mﬁd statistical and research bureaus in this country and
abroad. In this it will geim help from some of tihe ondowed re-
search institutioms and the universities. To make this data
avallable and usable in Princeton the Institute should contewpl.te
from the beginmming She eutadblishmesat of & suall statietical re-
search and cleriecal staff. It stiould also contexplate that its
faculty or group have sufficient frsedom 1o keep in close persconal
contact with the statistical amd research eenters shere ths dasic
naterials are being forged. This way require travel aad at times
possibly extended absences froa Princeton. ' There will be little
scope for formal classes, or for stulenis as such, but amsple op-
portunity for close gontact detween intsllectual woerkers on & comw
mon group of projects of high promise. Part of this group will be
brought te Primceten, part will de working ia the universities, and
an important part will bde lecateld at centers of specialised re-
ssayeh, The Institute sheuld not comnceive of itself as a lecalien
Wt rather as & soures of mental ferment sudraeing all eof the ad-
vanced studemts ia this field.
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liiss Alice M. Fitzgerald, 53 Aiken Avenue - telephone 1288-W

School of llathematics
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s ducetonian EXPANSION =~ JAN./&/?
>~ With the announcement of its intention
to establish a School of Economics and Poli-
tics, the Institute for Advanced Study once
more impresses itself keenly upon the Prince-
ton community as an invaluable agency in
pushing forward the frontiers and, to speak
selﬁshly, an inestimable supplement to Prince-
ton in its graduate work.

— Already the School of Mathematics, draw-
ing so heavily from Princeton’s Department,
has borne rich fruit, and this community’s posi-
tion as’ pethaps the greatest center of mathe-
matical study upon the American Continent
is rendered even more impregnable. And the
same Procedure we hope, bids fair to repeat
itself in the case of these social sciences. The
proposed School will attempt a “‘reexamina-
tionof political and economic theory,” and
“with absolute freedom of thought, opinion
and’ expression, study the economic and po-
litical _phenomena of our own items.” In|
this time, when in 50 many countries the heavy
hand of arbitrary censorship is crushing the
nnpetus for free thought and untrammelled
investigation, such a reaffirmation of academic
freedom is a welcome note. And certainly,
in this period of economic change, when so
much that we formerly accepted upon blind
faith, as the truth, is being upset, a reexam-
ination of political and economic theory is
very much in order.
~ The connection which has been established
between the Institute and the University will
be maintained. Students in either institution
may avail themselves of the facilities of the
other without any additional cost. Two such
academies of learning in the same community
could not possibly attempt to exist side-by-side
without some mutual cooperation; else the
cause they are both seeking to foster would
suffer greatly. Now that the Institute has
undertaken to broaden its research work, tak-
ing in its scope both those principles which
affect the everyday relationship of men to
each other in earning their livings and those|
imponderables which relate man to the struc-
ture of his universe, let us hope that this co-
operation may continue in geometric pro-
gression. By it the cause of higher learning
and the advance of scholarship will be incal-
culably promoted.

Nl S
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PLANNING THE ECONOMIC STATE OF TOMORROW

Sir Arthur Salter Discusses the Questions of Cooperation and Control
That Are Raised by the Vast Program Begun in This Country

( Continued from Page 3)

ment. Currency must expand so as
to correspond with, and encourage,
but not to outrun current and im-
mediately prospective production.
These activities need therefore to
be linked up with the general na-
tional organization which will be
described presently, culminating in
a National Economic Council.
Moreover, international trade re-
quires that not only should the
price level of a particular country
be stable, but that its exchange
value with other countries should
also be stable. This means a co-
ordination of monetary policy be-

- -tween different countries, and an

instrument, such as the Bank for
International Settlements (which is
in effect an association of central
bankers), through which the policy
can be carried out.

The instrument exists, and only
needs development. But the policy
needs to be agreed upon and,
through both a national and inter-
national machinery, to be linked
to the economic policy on which
it depends and of which it must be

the servant.
LR O

ET us turn now to the credit
system. The present abuses
and defects are evident. In

each country, I suggest, the flow of
capital should be regulated by a Na-
tional Investment Board. Such a
board would, in my view, consist
partly of government officials, but
mainly of those who direct the ac-
tual credit system through the
banks. It should be closely linked
with the central economic policy of
the country and should thus be in
a position to judge how far at a giv-
en period foreign lending is desir-
able, and in what, if any, direc-

mwmm1
in the use of capital.

The board’s powers should be
mainly negative; that is, it should
forbid certain classes of issues, but
not positively direct and enforce
investment, capital continuing to
find its way to the most profitable
fields of investment as at present,
subject only to the definite prohibi-
tion prescribed.

But the board might do more
than this. It should stimulate a
professional organization among
issuing banks which would estab-
lish greater support for the in-
vestor and discourage, or by its
collective influence make impossi-
ble undesirable types of loans or
loans unaccompanied by sufficient
investigation and safeguards. Ac-
tion of this kind is' especially nec-
essary in regard to foreign lend-
ing, especially to governments and
public authorities, where the abuses
have proved most serious.

The problem is a manageable one,
for foreign issues are substantially
in the hands of some half a dozen
houses in the United States and an
even smaller number in London
and Paris. ° Azreeggt between

of institutions would
Collectively they would make
impossible for any issuing house to
tempt money from the investor for
any loan which did not satisfy the
conditions they agreed to be neces-
sary.

* % %

HEN we come to industry
we come to a more difficult
problem, because the units
of organization are so much more
numerous and more varied. Never-
theless, for the great bulk of in-
dustrial activities, the adjustments
of supply and demand can safely
be left to the ordinary competitive
process subject only to such gen-
eral regulation as the government
can impose. It is only in relation
to the very large industries which
have become so organized as to
have a semi-monopolistic character
that special action is needed.
In these industries effective com-
petition has so far disappeared
that it cannot be relied upon to

financial resources and scale of
production are so great that they
may be a decisive factor in the
movement of the trade cycle. It is
therefore essential that the auto-
matic price-system of adjustment
should be supplemented by deliber-
ate policy and that this policy
should be determined by the gen-
eral economic position,

The very fact that these partic-
ular industries have developed on
such a scale as to impede the nor-
mal working of the price-adjusting
system means that they are in the
hands of a manageable number of

~ Associated Press.

Sir Arthur Salter .

persons. These persons could be
| unit dustrial council and
could wield a sufficient authority
to determine policy throughout the
industries concerned.

Let me take one example of
method. If it became evident, at
a given moment, that expansions
were proceeding to a dangerous
point which was bound to lead to
overproduction, a reaction and a
slump, the whole situation could be
substantially relieved, without any
need for fixed quotas, by a tempo-
rary suspension of the system of
instalment sales. This would- at
once reduce production just when
this was 'necessary and would pre-
gerve purchasing power for the
coming period of falling demand.

* %8
T is obvious that each of these
I proposed institutions, concerned

with currency, credit and indus-
trial policy, would need to be close-
ly linked up to central policy. The
obvious instrument for this is a
central economic council composed
of representatives from the sec-
tional institutions referred to and
also of persons of other forms of
experience, including economists
and government officials. The ef-
fectiveness of such a body depends
"Upon {ts“Members being really rep-

ith posed body will never obtain the|

necessary action throughout the
whole economic organization.

To the extent to which the eco-
nomic life of the world is on a
wider than national basis, such a
system must be international and
not national. An international in-
dustrial council could be formed of
delegates from national industrial
councils; a central currency au-
thority could be composed of the

tral banks, and so on. At the apex
of the whole system there could be
a world economic council, com-
posed of delegates from national
economic councils and comprising
every form of experience and ac-
tivity, official and unofficial alike.

Through such a system the main
framework of economic and finan-
cial policy would be developed and
in turn executed throughout the in-
dependent units so linked up. And
this policy would deal not only with

adjust supply to demand, and their

currency and tariffs and govern-

& might for example, be required for |

,|decide how many people should

principal officers of national cen-|

mental action but also with the
main principles governing expan-
sion or restriction of production in
the case of certain basic commodi-
ties and manufactures.

* % %

HAT would be the main prin-
ciples  of the system here
outlined? First, control and

regulation would be limited, both
in range and in character, to what
was absolutely necessary. The free
system, and the normal working of
competition, would be left to oper-
ate just so far as it did not result
in obvious waste or abuses.
_A__deliberate. collective program

steel production, but the ordinary
competitive system might be left to

make radip sets or razor blades.
So, too, when a collective program
was necessary, control would be
limited to seeing that it was car-
ried out, and would not penetrate
into the detail of industrial organi-
zation.

Secondly, the whole system should
be conceived of as growing up from
below, not imposed—though it might
be guided—from above. It would be
better, for example, that those en-
gaged in foreign lending should,
subject to certain safeguards, them-
selves develop and apply the rulés
and methods required to protect
the public interest. And the ulti-
mate central authority should simi-
larly be composed in the main of
persons drawn from those who oc-
cupied actual directing positions in
the business world and were taking
part, each in his bwn sphere, in the
appropriate specialized regulation
and control. That is, the system
should be one of economic self-
government, not of State manage-
ment. : M

Lastly, the govemment 1n such a
system would have a role at once
limited and invaluable. It would
supply guidance, coordination, stim-
ulus and—when necessary, but only
then—compulsion. It would supple-
ment by direct State organization
where private organization failed.
But even in regard to such func-
tions it should act on the advice
of those engaged in actual economic
activity and in the direction of the
external institutions described.

L O
UCH a system would be one of
real economic self-government.
It would be elastic and adapt-
able to'changing needs. It would
allow room for freedom of enter-
prise and choice, while providing
just enough control to stop actual
abuses. It would leave the price
system functioning, but supplement
it where it was failing. It would
be not so much a middle way be-

tween laissez-faire and communism
as a selective combination embody-
ing the best of both and avoiding
their defects.

It is, I believe, only on these lines
that we can retain the essentials of
freedom and still secure a tolerable
working of modern economic insti-
| tutions. This is the kind of struc-
 ture of _society to which the world
is t.ending, unless the continuous
constructive intelligence which it
requires should fail and face us
with the bleak alternatives of chaos
or a system incompatible with
either political or personal free-
dom. = kil
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Cetober 5, 1939

¥y dear Dr. Flexner!
Thank you for your letter received this morning., I had intended to

wvrite more at length to explain precisely what I wns doing, and why, in my
opinion, it is an undertaking sppropriate for the Institute -- for, as I ex-
plained to Dr, Goldenweiger when he introduced the subject of compensation,
either the undertaking fell within the intent of the Institute, in which case
no compensation was admigsable, or it fell without, in which case the under-
taking was inadmissable,

| Last Suring Senator Yagner, Chairmen of the standing Senate Comzmittes on
loney and Danking, intmdwd a resolution ealling for a "study" of the objece
tives of monstary poligr. In the debate, it was developed that he did not pro-
pose an "inquiry" or “investigntion®, much leses a smear campaign. The resolution
was passed, and the Federal Reserve Doard undertook to prepare a formal state-

ment to open the hearing. This statement was projected as consisting of about
fifteen alstorical, deseriptive, and factual papers, prepared by individual

megbers of the staff,
The firgt drafts were gubmitted sbout the end of September, and disclosed
two things: (1) The papers ran between 50 and 100 typed pages a plece, while

the limit was approximately 20; and (2) the papers, individually prepared, did

~not form a clear cut entity as a whole, nor could they be so grouped as to yive

a defined pleture of the several major aspecte dlscussed .
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At this point, Dr. Goldenweiser sugmested that lr. Voodward (2 close friend
of ming) and I de invited to edit three papers, and 1t was for thie purpose that ;
we were brought here. We dudied the papers, and came to the prompt conclusion
that the project required much more than editing. I4 required (1) a forsulation
of intent, (2) a design of orsanization of material $o further this intent, (3)
a complete recasting of most of the papers, and (4) the preparation of several
additional papers to cover omissions in the material,

Nambers (2), (3) and (%) have been proceeding unier some pressure. The
Hearing was scheduled for Uctober 15, and if it is ¢alled for that date, i% can
be done, However, Mr, Woodward snd 1 sarly made the strongest representations
for postponement, and this is almost assured -~ not on our acecount, but because
of the absorption of the Benate in the Nsutrality Legislation, The formulation
of intent, which seems to precede the other parts of the program is actually
slow and difficult. It was originally stated to be no more than, as was sald
above, the presentatlon of historical, descriptive, and factual material; but
it had been overleoked that the bdaldest demeription, by ite arrangement and
eonsclous or unconscious emphasis, conveys an intent to a committee, and may
‘mnuy a wrong intent by the very effort of endeavoring to avold convering any.

This has necessitated (a) a very close study of the papers as presented,
and (b) an independent study on our part of the entire subject of the banking
gystem of the United States, of the nctual {as contrasted with the pregsumed)
ralation of the Federal Haserve Systom nnd the Banlrs, and the involved relations
of the Federal Heserve Board to other Federnl agencies.
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While we have been obliged to work against the scheduled date of October
15, we have in fact outlined a program that will keep us fully ocoupied to the
| end of the month, By Novesmber 1, we hope to have this program so well in motion
that our continvous presence will no longer be neseded, although we anticipate
that our attentlion and occasional visits will be expected over an indefinitely
longer period.

. Thile in some ways, 1t would have been easier to have ghost-written much
ef the material ouraclves, we determined againet this method, partly because of
an ulterior design we have in view. We intend %o sugrest to meubers of the
staff certain projects of continued study extending beyond the time and even the
soope of the Haaring, and this would be discouraged if we ghosted the present
requiramente

I might add that our situntion has no political aspect whatever. The ques-
tions to which we are addressing ourselves are queations of organirzation, nde
sinistration, and technique; where they go beyond that, they are questions of
objective monetary ecomomics. While the Hearing will no doubt develop politi-
enl angles, we intend to keep entirely aloof from them.

1% seems %o me that this entire undertaking falls within the intent of
the Institute.

2. 1% requires "advanced study™ of the money and banking system
on my parts.

be It contemplates outlining of projects of "advanced study® Ly
individuals who are members of an extremely compeient staff of
persong whose professional careers are mldway belween the
theoretical and applied in one area of economics -~ monay and
‘hlmkins.
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ce The undertaiing itself 1s in the public interest, in that it is
designed to improve the present administration and organization of
the nation's banking gystems As such it has certain claims upon
t'e comparatively few persons who combine a presumed professional
compatence with time-freedom to employ it In such service.

I believe, therefore, that our joint decision as to the propriety of my
engaging in the undertaking, which at the time it was made was only a hazard,
has been and is being justified by the development of the undertaiking.

At or near the end of the month, I will make asnother report, carrying the
rarrative down to that phase.

I am sorry %o hear about your laryngitis. It has been epidemic this
autumn. I trust thsel by nowyou are entirsly recoversd, Please give my

repenbrances to Vrs. Flexner,

Yery respectfully

Robert Warren

o e e



1 WHR
e {
5F. P.
Eoseys in Govermment
Should Elections to the House be Staggered? )
On the fromt page of the Hew York Times recently there appeared an appeal,

taken verbatim from the Germsn redio, sesking !’:f Allied clemency: ia cloass
yn#aﬂy the sditor plsced a second appesl, from President Roosevelt to the
ﬁomns for legislative sotion on the problem of civilian manpower., It may
seen strange that s coumtiry like the United States which had gone "all out?
for the war should still, in the very hour of Sriumph following yeurs of effors,
be haunted by aprrehension that elvilians at home would quit their war jobs
before fimal vietory.

~ To the politically imitiate, however, there was nothing straage inm this
eontrsst. They know thet while our democrasy is cspable of making gres. e
ci-tmu. is will fregquently procrastinate slmost to the limit of disaster im
providing sdequate implementation. Those of us who happen %0 be familisr with
the hietory of the efforts %o mobilize civillsn menvower know $hat Sthe govern~
ment long ago appreclated the importance of more adequate legislasion end reguested
w«t to deal with the problem a;hquuu. Ve auleso know that this requess
wae not pressed in 1944 when aotion would have been most appropriate, decause
& Uongressional election was smpprosching. Congressmen have lssrned from long
experiense that their constituents are likely to resct unfaverably to a spe~
oifio vote for legislation that steps on locsl toes., Cuses in which the voters
punish en individusl Songressmsn for fallure t¢ press nesded legislation are
puch mors rere. The Congressman bas learned that election $o the House is deter-
mined primarily by “local” issues, Undsr these circumstances, he is inelined



.

for & monent in the spotlight of nationel affeire and dDasking in the headlines of
the metrepoliten press, might schleve s new reslization of thelr importance %o
the netion, \

It is equally conceivable that this seme proecess might teand to rsise the
gaality of Congressional sepiremts. It would certeinly serve to incrssse the
dignity of membership in the House snd to elimingte in some messure 1%s present

enonluity.

Repergussions in the Party Orgsuirstion of Gongress |

In ﬁ:him» iteelf, the effects of stagpered elections to the Fouse would

be direct pe well as indireet. At presemt g new Congress i orginived bisnaially
in Jamvery $0 teke sccount of the nev elections, It ia then that the sajorisy
take over, thst the Spesker 1e chosen, anéd the sll-powerful M1t$m ere sdected.
Glu'rly 8 system of ataggered elections would force » drsstic change in this pro-
gedure, sines the party thet orgsnives the House does 20 because 1% controls the
votes of g majority of i{s members. Under s system of staggered elections there
would be no sudden shifts in shis mejority, shere would be no predeternined date
such a3 January of odé-numbered years requiring a new orgsnizstion of the House,
It would be nescessary on the other hand, to undertake reorganization of the House
wvhensver the majority sctuslly shifted, as a result of e¢lections in the preceding
month. Such a reorganiszstion would clearly constitute a major event in our polit-
ienl life in some eenve enslogows to the guedrennial election of the President.

It ie dmpossible to foreesst how this prodlem would bBe solved. It is poseidle
to speculete thet 1% would not de worked out conetruotively in such & way as $o
ingresse the suthority and responsibility of the House, It might, for example,
bave the unfortunate effect of ineressing the individuslism and factionslism of

the House membership and thus wesken the two-purty system. On the other hend,
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national lesves might become so important in the contimuwing eleetlons te the
Bovese se to inerease its usp‘oal‘nuur‘ for inltiating publie poliey. In
other voprds, 1t might induce a shift tovard parlismentary govermmezt. Im this
eane, the mejority perty would be forced to insist that the Speaker, the Com-
mittee cheirmen, the power Fules Committees and the "m and Kesms Committee com~
wlst of the o‘t‘t““lﬁg un‘wuﬁ!.p with less emphasis on senfority.

! wut ta g@_-tgsmg

Prior to the sdoption of tﬁo IX imendment to the Constitutior im 1937 it
vould probably heve been possidle to adopt & ‘nrstcn of staggeved elections
without & constitutional smendment. The original Constitution provides only
that mambers of the House of Hepresentatives be elected for two-year jerms.

The Fatherz wndoubtedly envisioned simultaneous elections a2 Swo-year intarvals,
at there is nothing in the erigime) written document to preclude the procedure
here proposed, The XEX Amendment, however, which provides for inssuguration of &
uov President on Janvery PO instead of Mereh 4, is spocific in stating that the
terus of members of the House 2hall begin on Jemuery 3rd. The actual adopsion
of o system of staggersed elactions e the m.. therefore, wonld require a
formal amendment o the Constitution. ‘



%0 play safe, particulsrly in evem-numbered years, when he must leave Yashingbon
%o campsign for reelection. If the idwministration comes Fforwsrd with 1.;1-1»%«
of the type of the mempowsy bHlll which touches intimstely wost of his constitu-
ents, he will wesk te have consideration postponed to sn odd yesr, i.e., the
session of Oongrese coming just after eleotdons, If 1t ie pessed in an odd year,
the poople heve s longer tine %o become adjusted to 1%, or may have forgotten ids
inconveniences by the time eleetion gomes pround, Thie illustration given sbove,
of the manpower bill, ie not unfique. It esn be parpllelled in every recent
seneion of ODongress. Im 1943, for exsmple, the Prode igreements Aot wee revewed
for twe years instesd of three ne shet its nexs resewsl would fall im 1948 juss
following the eleetion of 1984 rather than in 1946 just preceding a new appeal

te the electorate.

The timing of leglslation, however, met wish refersnce to ite occerion oy
neecessity, dut rather to the approach of elections, doss not express itself
s0lely in postponement., The ever regurring bilennial election may have the offect
of bhasntening leginlative setion, if such cetion spoesis o the wishes of m
pressure groups. The Railroad Betirement At of 1934 Lo @ cese in poing. I
remember vividly the frantie efforts of the propomsnts of Shis Aet to get it re-
ported for = vote on the lsst day of Congress in June of that yesar, a vots which
they were gonfident would be favorable because of the lmpending slectione. In
this agane the genoral vurpose of the Aot was warmly endoresd by She Administration
but sthere was some desire to postpone sction vn separste rolisment lagislation
for the rallyosds until the next session vhen the mare genersl provislen for old

ege pensions then being formulated would come wp. The Frazier-lemnke Bill of 193h,
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dealing with farw bankruptedes, whisch was also passed im the clesiang hours of
that same Congress, comstituted snother exsmple of thiz ssme practise. It was
genarally recogmized that this plece of legislation was badly dwvawa, but whea
Senstor Huey Lomz managed to get 1t reported out of Jommittee, the favorable vote
of both Houses was gertalnly affected by the immending elestions, It was rumoved
that many whe suppersed the bill axpected Shat 1t would be invalidated by the
Suprems Cours., It 4s sigaificent that there was pelatively little sutory when
this heprened.

The above sases oould be multinlied many fold. Ths history of the Soldiere’
Bonus eonstitutes another case in poiat, In faes, sn 1llweinstiag snslysie of
legislative setion eould be mpde, parely from the point of view of 1ts timing
with referance $o impending elections. It would he found, I shimk, that legis-
lative emsctmontns that are clearly in the broad national interest tut whilch at
the sems time are likely to waken resentment oa the part of special precsurs
groups, tend %o bHe passed in the odd years betwesn sleetions. legislation $e
which there 43 legitimate objeotion tmt whish 1e popular with sugh greups, om
tha other hand, is sither smothersd in Committes, or is 1ikaly %0 Ye passed in
the sesaion imsediately nreceding an sppeal to the vosters. Yrequently this is
done in confidense $hat the legislmsion will be throwa sut by the Suprems Oours.

flearly this ie a situation which cennot be allowsd te pevsist. In the re-
surring erises of regent years there havs bheen jo¢ many occasions whea the
national imterest rsguived immediate Congressiomal eonsiderciion snd aetion.

We eannot afford to wals far odd years when such eomsiderstion in more conveni-
ent to the individual member of the House., It is pot in the bread intersat of



democratic provedure, likewise, for longress 50 ¢ome to regard she Supreme
Court as & lightning zod. This 48 e sisustion, therefors, that requires rewady.
Unlike many aihe@mnui of democvady, where reform is essentlally s
watter of spirit and attitude rether than of machlmery, thls perticulsr problem
onn be remedied by o Conebltutiocusl smendbent sines 1% arises purely out of &
defest in the mechanies of owur Comatistublon. IV refiects the faot thai mewbers
of the lover House of Congress ave elected prectieally simultansously in the
autuma of even-numbered years. DSelng purely mechanioel in origin, it lends it~
self %o mechanioel colution. The remaiunder of this memorsndus is devoted to an
exploration of one mechanicsl device by which this defect sould be corrected,
numely, an smenduent 0 the Comatitution to preovide fur » system of staggered

elegtion for menbers of the Bouse of Representatives,

The proposal in itz escsence is that member: of the House of Hepresemtatives
gontinue to be elected for two ysar %erms, but that these olesctions bs held o
steggered intervale. A% present Comgresemen In all ststes exeept Maine sve
elected in early Hovember of even-mumbered years, to take office st noom on
the third of Jenvary of the following odd~-bumbered yesrs., Under the system of
stagrered elections here proposed, mewbers of the House would be elected through~
out the year, @0 that the House would be » truly eontimuing bedy in which s hend~
ful of members were alvays up for impedlsto reslection, but in which the great
aajorisy of members would be secure in thelr terms {vr » gonsidersbdle period,
Undsr this system mo period would be more fevorsbdle then eny other for the gen-
sideration of sny particular plecs of legislation, frem the purely mechenieal



standpoint of its tinming.

o make the proposal comerete, sud as olmple av possible im exposition,
let us suppose that the present membership of the Fouse of Eepresentatives werd
redsed by five seats from its present limit of LIS constitueneiss. This would
provide W0 seats, « nmuxber evenly divisible by 22, If this were done, 1% would
be possidble to maintain the twe year term und st the ssme $ime to hold elections
for 20 members of the House coptinucusly in every month of the year exoept Sovem-
ber when the great astionsl and stete elections gre held. This would mean that
in esoh district where an eleotion for the Fouse was held, the seleetion of the
new representative would be the eole or maln order of business of the votsra,
Atsention would not be distracted from the election, its issues, or the relative
fitness of the sandidates by the competision of simultensous Prosidential, Sena~
torial or Oubernatorisl elections. The twenty seats in which elections were %o
be hold esch momth (excepting Hovember) wemld be sesttered geographicslly so as
$o provide that each month some elections would be held in the South, seme in
the Yast, some in the Niddle West sand some in the Far West. They would slse de
s soattered that a certain propertion would be held in urbsn and ia rursl ocon~
stituencies respectively.

From the nstional poing of view, this slmple mechanieanl device would com-
plately eliminate sny defect in our elective system for the Eouse which tende teo
veriodieity ia progedurs, It would end the practice of sonsidering “umpepular?
biile in odd-numbered years snd “pepuler® dills in even-numbered years. It would
slee bring sbout o very consideradle changs in the orgasivation and ®unctioning
of Congress. From the loesl point of view of an lndividus)l constituenay, there
would be wuch less change from the present system. In sach oonetituensy an elee-
tion for the House would st4ll be held regularly every two years. It would nmog,
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however, be held nisultsneously with other, frsguently more imporgsnt.electipng,re
in ¥ovember., This would be 1‘! ghief differense. Uhe main leecal objestisan %o
the chenge might well be goncenty ted om the »dditionsl cont thet would ensue if

elesctions for the House were held senurstely from ghess for other offices,

Hould Btappersd Nlections hove other effects

We muy toke it for granted, I think, that this device, if adopted, would
eliminste, se far as the House is concerned, mmy =nd 211 effeets now resulting
from Lte ayatem of simulteneous bdlemnlsl eleetions., That 1% would do so iw o
trulem, sings 1t would eliminate sheir cause, What, however, would be its other
effeste? Our Vedersl goverament is » deliczte instrument, the result of lomg
evolution under & writtes Jonstitution ns well ss under unwritten but equally
compulling customs snd prauotices. It could sesily be shrown out of belanee in
wuys never susvected by provonsnts of reform, It is sssentisl, consequently,
$o expleore the proposed deviee, ot primerily from the polat of view of the de~
feots which 1% i designed %o elimiumete (i%s efficacy im thet fisld may in Shis
inetence be taken for gronted) bub vather from the point of view of ita gollatersl
effeets om $he gw lity snd competence of our Feder:l goverament. Before proceed-
ing %o consider these effects in detail, it chould be noted th ¢ this provossl
wouléd seeentusrte further one beele 4iffervnce between our system snd the Viplie-
sentsry syrtem s practiced im Urest Britein. There slections are never timed
iu_aévaaao. but are held on a specific iswue arising out of = government defert
in the Sommons :nd fts zrvesl $o the country for vindloesntion, Here elections are
held regulirly s provided im the Yonstitutiom. Much hus been made of the suocess

of the British systes in focussing attention of resl issues, but foith in shis

sdventsge hos been tempered considerably by the inter-wur exverience when elections
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frequently cegurred on fneups trumred wo by the Joveranment on whlah to apneal |
to the awﬁtry for & rm@m& ‘af its mandate. It 1s debotable whether she
imericyn system, inelsting on recurrent elegtlione, doee not in gemersl securs
more continuoue sont.ot with the publie. In eny csse, Sthere is litsle chance
that we will depors from the present system of recurring elections timed in
advenge,
() GConsimuing Populsr Referendum

If sleations $o the House were stogpered cz is here proposed, the
possibility srises that they will eonstitute = econtimuing berometer of slectersl
sentiment, much more precise from = purely politiscsl standpeint then existing
devices for melnt ining popular contzet, such s8 the representations of pree~
sure groups, editorisl comment, snd publie oplaien polls, This would be &
highly desirsble sechievenment, Ne problem wets more basloally the politiesl
inetinet of the incumbent in Uongress or the c¢sndidute for election thereso
thom that of distlnguicshing ¢oldly snd elesyrly between vosing sentiment, on the
one hend, snd pomulsr vreferences :nd poligies) propegsnd:, on the other, Ixcuples
couvld be eited indefinitely %o prove the non-identity of thess cencepte. The
eundidate for reelection, for exumple, cannot take the press at ites feee value,
since sooereely an eleetion passes without & considersble nusber of csndidetes
who wers suscessful desvite opposition by 211 or & prepender:nt varé of the
vress, lNor ¢an the Congressmen sfferd to suke publie opinion as his sole gulde,
The history of she public opinionm pell is short, but it hww alresdy furnished
= saltitude of instonces where dominsnt porulsy sttitudes within & constituency
have been consistently =t verisnee with the mojority vote of lte representstion

in Congress, These representutives, moreover, huve continued te be reelected.



Anyone frmilicr with Comsress gen alte numersue osees, likewlise, of 1ns%aneec°
whers pressure groups, despite thelr grest and obvioms power, heve failsd to
provent the reelection of sn Ingwsbent who hed defied them, or evea seriocusly
to affeet his povulsy majority. These instunces are nos eited $o indicate
that press sentiment is unimportsat, thet public opisioun vells ars insseurste,
or th:ad pressure grouns and lobbtles look wolities]l strengih, The cttention
wald to 211 three of thene deviges by exverienced politiciins belies such sm
inference. Yhat they do show is that sl) three are highly fullible e» indies-
tioms, no% of how vosers feel sbout vertieulsr fasues, but of how far these
feelings will govern thelr votes at the next election,

This is vhe decimive frotor in ¢ democrsey. Hvery longresemen, Ineluiding
those thet are deeply conscientious s well s2 those who «re primarily oppor-
tuniet, must toker Anto zecount, in every action of shelr vublic 1ife, ite ef-
fect on thelr chances for reelegtion. It i# lwporisnt thet they knew how the
various elements in thelr constituvencies fesl sbout veading poblie issues, bus
it is even more imvortand, in faet it is geruelsl %o thely politicsl existence,
to know how these ssme elements will resct s% the nolls,

1% may be thet regulorly stageered elections will help to solve this nyo-
blam. Under sueh = system, all Cengressmen eould observe such month the setusxd
resgtion st the polls of voters in twenty widely scuttered eleetion districts,
These twensy dietricte would not pesaibly constisuie » solentifie balunced nample
of the United Zpstes, but they would comprise = good rough sumple, snd, morsover,
& guwmiletive one, st elegtions went on from month %o wonth while coruei: 1 publie

iseues were up for dedute and decision. Under these clroumstances the skilled

wolitician would be im &« position o resd politiesl trends more ascurstely, to
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sae wherse the preference of voters u8 exyressed im ~ublie orimion nolles were !
gofficlently intense $o »ffect sheir voting sttitudes and where they wore nes,

to distinguiah detween lobiuiss genuinely representing the outraged feelingn of
winority grouys snd lobdbles eng:ged merely in the vrocess of eupitalising politi-
enl svoprehensions, to discern when aditorial epinfon wss in tune wish its comsunity
snd when it wos diverse. It ia generszlly shought thet the oeessionsl bye-elestions
held in Opect Pritain $o 111 vecsneles %o the House of Commoms perform this fune=
tiom. It may be that it would be nuch more sdequ tely performsed in thie country
by stuggersd elections, I1f this should sventu-te, 1% would comtribute gressly

to the revitalization of the democrstic process, for representative bodlies cunnod

be erpeetsd to verform resvonsibly snd eoursgecusly when they are unsure of their

naudate,

%1“; of Memberehins

The factors deternining imericen polisiesl vitality lie very deen, so deep
that wide recghing mechanienl reforms such sz ths direct primsry, the pomular
referendun, snd even womsn wuffrage heve exerted only minor effects upon the level
of polities)l sotivity or she guelity of its perascnael, It may well be that o minoy
mecheaiesl change in the timing of elections such <8 is hers proposed, would be
sgquslly wmneticeable wo fer as these Ywe faebors sre eoncermed. +he specisl elee-
tionz now held from tiue to time %o finish out the term of o desexssd Congressmen
hove gerd inly not differed grestly from the regulsy elections with sspect either
to the level of the locsl debsts or the auslity of the sepiranve. Shere is &
rossibility oa the other hand thot 1f elections %o the House were regularly stuggered,

the imrortsnce of "netionsl® ss contrausted with "locsl® ifssues in Congressionsl

cumpalgne would be increcsed sod nlwo Shet membershiy in the House would guin
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prestige. Thle would tend to gome shout if the nctions] lenders, sware thet the
oxisting argunizstion of t\hu.ﬁ:m“ was ot lmoune from useet &t the polle, under-
took actively to play o role in she swenty locul electioms held ench month.

I would be willing to weger thet if o Gullup poll were teken todsy throughous
the Unised Jgstes it would be found thed more than 70 percent of the volters would
be uneble to give the nsme of thelr reprecentative in the Houre of Eepresentatives,
thet more them B0 percent would be unsble to name his lecdibg ovponent «% the last
Gongressionsl electiong, and thet wore then 90 pereent would fail édlemslly if they
were naked %o glve his stand on fmportent bubt controversisl nationsl inmsues now
up for comsiderstion in Congress. It ie obvicus that st:oggered eleetions 4%&1‘
not of themselves reverse this situstion., It ie possible, heowever, that they
eould be mede n vebiele, and » very effsctive one, in ite smeliorstion,

This fortuncte result wounld enave o the sxtent thit our resyoneible natiomal
lendern were forged by the sxegencies of politiecs, the necensity on the part of
the mejority party, %o maintein gontrol of the House, e intereet themselves per-
sonzlly smd direetly in the twenty scattersd elections being held each momth., If
this eompulaion were in operatiom, and 1% is Aifflcult to see how it could be
uvolded, the voters in esch constituency would experience the feeling once every
two years that their choice hed » nutional av well ss » local significance. It
night e thzut nationsl leaders would come Lo apesk and %o partieipate personally
in esgh loesl esmpaign., The nutionnl party orgenization might be foreed to ergenise
definitely %o cover shis field. If the reform took this directiem, it would slmest
inevitably follow that national insues would be stressed o & far greater extens
then at present in esch local campaign. Helstively obscure conmstitunenclies, placed
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Note for Mr. Warren

Dr. Aydelotte will be pleased to have
your comments and suggestions on Saturdsy in
reference to the attached report for the meeting

of the Trustees of the Institute on Monday,

January 27.
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REPORT OF THE DIRTOTOR

January 27, 1941

I

Mr. Bamberger has suggested that I should discuss with the Trustees
from time to time the developing program of the Institute, as it takes shepe
ih my own mind. I am enthusiastic over the wigdom and sgkill with which
Dr. Plerner has laid the foundations of an educational institution of a type
new in this country. Upon those foundations it ie now our duty and owr
opportunity te bulld. We should do this slowly according to a earofﬁlly
thought-out plan, which ghould embody all the wisdom and erxreriemce which can
be assembled from discuselons with our own faculty, the members of our Poard

of Trustees, and with echolars everyvhere who have the ingight and imagination

to eee the contribution which such an institution as thie can make to education

a#d scholarship in thies country snd in the world outﬁido.

It is impossible for us te forepee the future, but we may be sure
that, whatever course world events may talke, the next decade will make great
demands upon us and will present problems which will tax all our wigdon and
all our resources. Our task will bs not to rivsl other institutiones in
doing work which they are slready performing satisfactorily but rather to
gtrike out into new pathe and to devige for ocurselves nev waye in which we
can gerve education and scholarshin by methode which umiversities organized in
the conventional mamer are not free to sadopt. Thege new pathes are not
entirely uncharged. Thare are many institutions from which we c¢an learn
much and none perhaps from which we cannot learn something. Put we ghall
fall short of the ideal which Dr. Flexner and the Trustees have adopted for
tha.lnstituta during the last ten yesrs if we do not make 1t » unique place,
offering a contribution which is made by no other institution of learning at

the arolont'tlla.



The experience of the members who have come here to work makes it

clear that the need for instruction does mot end with the Ph.D. degree, that
handrede of young scholars, endowed with braine and ambition, flounder in their
offorte to widen and deepen their own scholarship and to advence the frontiers
of knowledge, for lack of the stimulus and guidance which they might receive
from leaders in their fielde of knovledge in 2 place like thies. The prodlem
of eatering to their needs 1§ A1fficult and fameinating. It cannot be met by
routine methods or by medioecre minds. The 4ifficulty of the problem ie only
matched by ite importence. In go far as we are able to solve it, we ghall
contribute to the advancement of knowledge and to the strengthening of scholarship
not merely in Princeton but in 211 our centers of learning from the Atlantie to
the Pacific and in other countries beyond the gens.

Q&4MMU In order to lay the problem of our future dewelopment before the Trustees

WAt I propose to begin, in this and the two or three meetings to follow, by a discuselon
of the work mow going on at the Institute. The methods pureued here at pregent
are as varied ag the members of our faculty. This is ae 1t should be in an
institution which has no cholee but to be experimental. It is only, 1t seems to
me, by understanding the work mow ir progress that the Trustees can form any clear
ides of the direction which growth should take in the future and form any estimate
of the poesibilities open te an institution of this character.

I shall begin today with the School of FReonomiece and Politics,

the work of which ig closely bound up with research organizations outeide the
Ingtitute: the ¥ationsl Buresu of Hecomomie Regearch, with vhich Profegsors
Riefler, Stewart, and Waerren are all commected, and the American Committee for
International Studies, of which Professor Tarle is Chairman. Of Professor
Mitrany's work I ehall ssy nothing today. We is om his second year of
leave, working with the Chatham Wouse group at Oxford for the YMnglish Poreign

Office, on confidential tasks conmcerning which he is not at liberty at present



to make any detalled report. It should be 2 matter of satisfaction to the
Ingtitute to be gble, by ite loan of Professor Mitrany's services, to make a

contribution to the ¥nglish war effort.

11 : .
N The Nafional Bureau of Xeonomie Research, inte which the members of
our esconomiecs group are putting so much effort at present, wes organiged in 1920
by a group of leading American economists of which Dr. Joseph H. Willits, then
Dean of the Wharton School of the University of Pemneylvania, now in cherge of
the Divigsion of the Socisl Seiences of the Rockefeller Foundation, was a member.
Dr. Wesley Mitchell of Colunbdla University is Chairmen of the Bureau, and the
verious Boarde and Committees include s large number of the most
forvard-looking economipts from univereities, from departments of the Covernment,
from research foundations, and from great banks and business corporations. The
work of the National Buresu is an attempt to codify and arrange the vast and
complex data of modern economlc activity as a basie for a truer understanding
of the forces which control economic phenomena in the modera world. It l.l
K undertsking to assemble and put into order the facts upon which any seience of
| economice, valid for the pregent day, mudt de daged. Such a task would be
impossible for any menm or group of men working 28 individusls. The only feasible
method for performing it ie by colperative research in which a large number of
individuals 2nd groups combine their efforts. The need for coldperstive research
on the ambitious sesle on which it ie¢ being attempted by the Pureau {e widely felt
and the work has been generously supported not merely by universities and foundations
‘but also by the Government and by associations of bank and bneinese corporations.
Q 2! In 1937 the ¥ational Bureasu approved the suggestion, made to its
Exploratory Comnittee by the association of Regerve City Pankere, for the initiation

of nn extensive program for research in finance, looking to a better understanding
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of the probleme facing the Mtry in the eapital merket and in benking,
Professor Miefler ig Chairmen of the Commititee on Research in Plnance ae well
as of the Gmtrﬁl AMminigtrative and Research Staff, Professor Warren is

a memder of the Gomitth on Regenrch, and Professors Stevert, Mefler, and
Warren, alan;g with Mr, Douglas of ouwr Board of Trustees, are all members of the :
a&ﬂmzﬂr‘ conference on financinl resesrch.

During the last tvo and ome half yesars the Cormittes, under Professor
m._nar'u leadership, hag undertaken three important rrojectn:

1. A comprehensgive study of instalment eredit

2+  The Corporate Bond projlect

3«  The finaneliszl structuwrd project .

The atudy of instalment credit, now nesring completion, has included
guch topies as personal finance and sales finance companias and thelr credit
practices, the part played by commereisl and industrisl banking companies and
by Govermment agencles in their bu=iness, the pattern and volume of consumer debt,
tko‘ element of risk, the operating experience of consuner ingbalment financing
agencies, the legel resulations governiny consumer finaneing companies, and
the relationof congumer instalment eredit %o economic fluciantions.

- Seven of the twelve projected monograchs are alrealy in print;

two more are in mamugeript form, and the remaining three are in course of
preparation. Taken together they rresent ecomomiste, government officials, and
business men with the first sm&horitaun acoount of the velume of instalment
eredit in thie country, the methods by which finance companies function, and

fho rengons vhy law, peychology, and prejudice have given this dusiness to mnianm‘
Wncies rather than to standard banks. VWe have a eareful, gquantitative estinate
sf the volume of ingtalment finmanee, the extent to which thig ecredit is used by
adifferent income clamses and occupational grouwps, the factors affecting risk, the

ef fect of instalment eredit on coneumer purchasing power, thé effect of econonie



finetustions on insbslment buying, snd the reciprossl effsets of ingtalment
eredit on business cyeles.
The whele congtitutes a study of far-reaching lwoortunce of o new
egononic phenomenon. The study has produced as by-products s mnew record in coliperation
of Government agencles and private corporations im seholarly research and hag :
as well opened wp & vwhole range of new prodleng for invegtigition.
The work of the National Puresu in this and sther gtudies has had
another result of importancge in the trrining of youmger men in the techndques
of coliperntive ressarch. Tiis rexnlt come about almest by inadvertence.
It was the first intention to have the study conducted by senlor economigta on
lesve of abgence from thelr universities, dut for various ressong this Gid not
prove to be fensible, 0léer profescors were often too busy, too much
[ prececupled with thelr own problems, and, in mavy eases, not sufficiently wp-to-date
:?ma not gufficiently patient snd flexidle to ndapt themselver %0 = new method

s

n! wr‘k. Able ybunger men, not more then four or five nw"i beayond the Fh.Dy =

men af the type whonm we welpome here as members of the Institute -- proved betier.
This might have been expected, but was not., It is on the vhole a

most Tortunate development., It mesns that the members of owr School of

Beonouics, working at the projects of the Watfional Bareaun, are at the mame time

ecarrying out in ¥ew York one of the fundamental purposes of the Imstitute in taking

=

eapable young men from thelr positions in the various colleges and wniversities,
- fraining them in wutanda.ﬁa methods M’ sconomle research, snd then sending them

| IR ——-——————

' back prepared to soutlnns sush yesssruh and rovitalise the huly of Ahe sudjeeh

| 4n thelr own ingtitutions.
The Matlonal Burean iz & rigorouns training school in coliperative
methode. Young men are mt mﬁmd what thay vuum mm o do. They are appointed
| to perform definite tmm, mmy related $o a work vhich other men are doing,
)‘ %o be rigarmlr checliad s parts of o conplets vhole. Fren though they have
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won thelr spurs inm scholarship, thay enter this orgemization as apprentices
with smeh $o learn, end they wmust work not sz free individusls Yut as members
of a tesm. The tralning they receive in rﬂu;m.p the hreadth whiich comes from
participation in taslcs berond the pawer of any sinpgle man to perform.

It geens to me that the Instituie mey be adle %o do mors then thet
for the beet of these voung recrults. One of them, Mr.David Durand, who hag made
his eontribution to the work in Wew York, writien his stuly and had 1t approved,
hae now been brought to !ﬂmctm fur a year er guiet study wnd reflection, nnd
it soens mhable that mu procedure will ba followed 1n the case of othars in
order to emable them to get the most out of thelr expsrience. The work of
our professors at the National Bureanm ia thus not merely advaneing the fromtiers
of knowledze bubt is alse training menm,.

e — |

I ‘ ' s
The dacond of the projecta of the Eational Buresn in financisl regearch
is the Corporate Zond atudy. It is designed to carry out the request of the
Exploratory Oommittse for work vhish would throw 1ight on the stenderds of
investnent credis. T think I may ssy that this iz Professor Rieflerts pet project.
| In addition to belng Chalrman of the Committes on Resesrch in Finance he is aleo
acting as Chalrman of the Administrative Oormittes of the Corporate Bond project
and hag taken the lead in the organization and direction of the work of the large
gtaff needed for so ambitlous an un&m»a;’dng.'
The Bond project is » gquantitntive stuly of the experience and behavior
of dormestic corporate bonds and the ta;; of corperate dond finameing in the
T.8: As from 1200 to 1940, It govers all corporate bonds iasued in thie country
during that period, records the facts sbout thelir behavior, interest roites, loss
mﬁms, ebcs, analyzed according to industries, ouallity, snd maturities.
It_a_.in %0 present an exact record of the use of the caplital meriret by businese

\_ ecorporations, the types of bonds iseued, their terms and ywrpose, the cost of
1



borrowing to in’duﬂﬂh mnd the net rete of return o invegtors., It wtll\uhm'
the relative merits of agenay ratings, market prices, and legl 11:§n as hmim
of bond gunality. It w11l check socurntely the fluctuntion of lomg term interest
rates and thelr relation $o eapital market activity. |

°

™e copt of compiling the daba over a peried of forty yesrs on

vS Oan LT B

appeared utwﬁn& Wothing 1ike 1% had ever been done; the task sxcesded

the regowrces of any ressnrch orgsniszation, and 1% might have proved impossible

for the ¥ational Bureaw had not Chalrman Crovwley of the Federal Deposit Inswrance
Corporation suggestod that the elerleal work invelved be made a W P A white-collar

relief project, with the Mational Buresu rroviding the technieal suwpervision,
This was arrenged, and a steff of about two hundred elerical worlkers, costing
for the duration of the stuly about $300,000, was provided by the W P A, Sud-

ol &utanual eontridbutions of funds for swrervision snd theereticn] work were mads

g

by ‘iha Rockefeller Foundation, the Assoolsntlion of Reserve Cliy Bankers, Meody's
Invegtment Serviece, snd other agencles. In addition, many rrivate corporations
and Government Departments have furnished data and technieal advice costing in
the ageregate a large sunm of money. The list of private and publiec bodles
particlipating in the siudy ineludes the offise of the Compiroller of the Curreney,
the Bomrd of Governors of the Pedersl Reserve Syrsten, the Secwrities and Exchange
Commission, the Interstate Cormerce Commission, the Banking Department of the
State of Yew York, the Federsl Regerve Dank of Wew York, the Central Btatistical
Board, and the four private Tinsneial advisory servicesy Piich's Inveetors!
Service, Noody'e, Poortes Publishing Cowpeny, and the Standard Statistics Company.
The projeet is eseentially a $alulation of data on »ll corporate bonds
1M over a peried of forty rears, of formldable ewtent and completeneas.
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It ineludes

1. Data on the velume of corperate bond efferings by year,
indugtry, size of fssue, covpon rate, maturitiess, and types
of ilgsue

2, Dabs on marizet pricss of bonds, yislde st offering and yields
realized, ratings, earnings of obligere, logal statng at times °
of igsue and extingulehnent

3. Data on number and extent of defaultes, analyzed by indugtries,
types of default and settlement, and realized ylelds on defaulted
bonds

4. Amwmal data on prices, ylelds and radtings for a selected seple
of bonds

5, Honthly price and yleld date for a emall growp of high-grade
and low-grade bonde

The data vhen complefed will be made avallable %o 211 colperating
agencies Tor such theoretiesl gtudiss ss they may wish to meke. Personally I hepe

thet means may be found by photostat or mierofilm to make theee tabhlations
uﬁihm at moderate cost to wniversity lidraries and departmsnts of economics
wherever they may be desired. Tabulations so carefullymnde and so complete will
serve as bases for a large range of theoretical studise for a long time to éome.
m period covered includes the haleyon days befors the war of 1914-1918, the war
period iteelf, the boom of the twenties and the depression of the thirties. Among
the topice ligted in the Wailonal Buresu report as eultadle for study from thege
data ares the oyelical dehavior of investment values and long term interest ratesg
the role of risk in merket intersst rates; the efficlency of various criteria of
future investment perfornmance, such se market price, legal listing, agency ratings
and corporate earnings; the value, for investment gafety, of simking funde, and
of typo and senlority of security; the chorasterigtics of bond defoults and

the problems which confront investors vhen default occurs; and the effects of
market fluctuations on investment erperiences Beyond these, the data will
Boubtless be uped by goholarg and finaneial erperts in many ways vhich cannot

now be foregean.



v

The third gitudy undertaken by the National Buresw under the direction
of Professor Riefler's Cormittee om Regearch in Minance is the so-called finanelal
structure nroject. In a certain sense all three studies are narts of a corprehen-
sive survey of the finmancial gtrueture of the V.S5.A: in the twentieth centuwry. °
The third project lisite itself to a survey of gontemporary relations between
bank and bminou. It undertokes to zive a mtitaﬂw pieture of the changing
rimcial recuirements of Ameriesn business, the trends !.nm ecs;';mﬂrald borrovwing,
tho future of commercial loans, the demand for short term copital as affeeted by
the éanh balances and secuwrity investments of large businese corporstions, whiech
often make them net ereditors inestead of belng net dedblors, the uwing hs‘bit of

.

financing capitel requirements internslly out of undistrilmted earnings and depre

AT A WAL

elation allmn rather than 'hy borrwingg or hauing c'lsook The study should

i et

afrcrd an indiutiea as %0 wvhether these devices repregent a permanent change in
the method of finanecing Mmeiness operations or vhether they are merely transitory
phmm.

The study includes three parta:

1. Trende in the financial structure of Ameriean bdueiness, 1900-1940

2, The sourcee and uses of businege fundg, 1920-.1940

3. co:ntmpamry relations between banks and business

York was begum Just a year ago and is etill %o some extent in the
preliminery stage. The 2im ig to troce guantitatively, from corporate financial
rcco;ds. the long term changes in dusiness financing neede, particularly needs for
ghort term copltal, and to examine clogely recent changes in the institutional
facilities that serve the short term eredit needs of business, znd to compare the
different facllities and methods of short iam financing avallable %0 Musiness
firms of Aifferent aslige and induatrisl types.

The data are drawm from many sources. Nere sgain the Buresu has been

able to secure the colperation of many agencles which never bafore had pooled the
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10
information at thelr dieposel in a study of this kind. Among the gources from
which information ig being gathered are the financliasl manuals, speecisl tabulations
of gorporste income tax date prepsred by the Treseury W P A Income Tax project,
spacial compllations of financlal stetements by the Robert Morris Associates,
eredit flleg of banke, corporate tax return files of Magsachusetts and Wiecon:in and
industrial loan aprlication files of the Federal Reserve Banks of ¥Wew York and Philae
delphis.
v

The three studies which I have deseribed, in which Professor Riefler has
taken a leading part and to which Professors Stewart and Warren have also contributed,
will, when completed, make avellable to economiste new primary materiasls in three msjor
areas of finance: consumer imhlmnt cr-d.n. commial m&it, and investment credit.
B lota iTerbel VLY provida & somier Tasls Than Jos Desk aveliadls Miheris for |
analytical and theoretiesl studies of problems in finanece. The work of the National

Bureau has furthermore made great progress in the development of rigorous wchn&qm

for research in the field, has aschleved unprecedented success in securing the

coliperation of Oovermment and private agencles in scholarly work, and has besn the
meang of training an impertant group of young economigte from all over the country
in tiu methods of coliperative research.

It 12 inevitable that the work now in progress will ghow the need
of simllar exact and comprehensive data in other fielde of economice. It has
already set the minde of the members of owr own department working on the nesd
for similarly careful study of economiec higtory. Under the leaderghin of

{Profnwra Stewart snd Warren and Dr. Willits plans for vork im this subject

i
I

!m alresdy under digenssion. The maturing of these plans will congtitute one

of the most important activities of our economics group during the next two or
three years.

Contemporary and historicsl data will in twrn eall for interpretation
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11
and it mey be erpected that the studies now under way and projected, concerning
the faetn of economic activity in the present and the past, will eall for
important revieions of economie theory. Indeed thies procegs has aslready begun.
Thus the work which ie now being done will expand to wider and wider circles
of scholarly endeavor, and it appears extremely likely that the vitality of 4
our School of Teonomies iill eventunlly demand additions to our staff to désl
adoquntoiy with the new vigtas of knowledge opened up by the data now being so

. patiently and ladoriously eomplled.

vI

Por some time Professor qugtzf hag interested himgelf in the teaching
of the socizl selences in American colleges snd universities. He has concerned
hingelf with the orgenization of the subject into departments and courses, the
character and quality of the textbooke uged, and the preparstion and background
of instructors. One value of this study ghould be to enadle the Institute to
organize ite activities in such a way as to be of maximum velue to higher education.
In order to reach sound conclusionsg Professor Stewart finds that it is not enough
to study the work of colleges and universities but that it 1e¢ also necessary to
consider the teaching of the socisl sciencee in gecondary gchools. A survey
of’thln field ie now being undertaken. President leigh of Bennington College
hag secured leave of absence for one gemester to become 2 member of the Inetitute
and to do the field work involved. Dr. Leigh will visit a selected liet of
schools throughout the country snd prepsre a report on the work now being done
in the social sciences. The report may or may not be published. Tts purpose
i to furnigh Professor Stewart with the background information which he needs
in order to estimate accurately the undergraduate teaching of economics and
political seience. I bdelieve such studies of elementary work in subjecte which
are being pursued on an advanced level %o have great potential value, and to
indicate another way in which the Institute csn render valuable gervice to our

entire educational system.



vil
The work which Professor Earle {gz doing touches both higtory and

political science and 1g closely linked to the political m:d‘ pilitary problens
confronting the United Btates in the present emergency. ’l'iv; years ago Professor
Earle began to turn his ettention to military policy as a much neglected phase’ of
political seiences. He has in vorious articles urged upon hisgtorians and political
sehnu;ta the importance of colfirdinating the study of military and naval problems
with the study of foreign policy and internstionsl relatione. It #0 happens that
Prineeton Univeraity has in Profegsors Stacey and Sprout two men whoge intereste
run very mach in the same direction. In colperation with these two men and a group
of younger scholsre who have come t0 the Inptitute, mogtly on fellowshipe granted
by the Rockefeller FPoundation and the Carmegle Corporation, Profegsor Zarle has

) conducted for twe years a seminsr on the forelgn and militsry policiee of the

' United States. From this seminar has issued alresdy a noteworthy list of books
and srticles, which are ereditable in themselves, and which have attracted additional
interest becaunse of the troubled intermationsl situstion, the 4ifficult problems in

forelgn policy confronting the country, and the threat to our security.

e The toplcs which have been dimcussed in the geminar and which have
¢ | ‘;"hnn slucidated by publications of the membere include the Americen dagme of ;
| A M :' )
/ imolation, its origine and i%s sppliesbility to the present-day world esituation,
Sl |

{
1
i

| the diplomatic history of the UnBed States, the problems of foreigm policy con-
|

‘ fronting the country at the present time, vafious problems of international law,
Lmd the gtudy of war as @ socinl phenonenon.
- Loaving aside the imwinent dangers of the moment, it ies obvious that
the greatest political and gocial prodlem confronting this and every other comntry
ig the need for some kind of international organization, like the league of Wationg
but more effective, which will rid the world of the danger of such calanities as
the wars vhich have revaged 1t twice within thie generation. To accomplieh this

pacifism, friendship, and good will are not enmough. To attridute wars to the
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baleful sctivities of munition makers or international bankers or diplomats
entrusted with too much power, or to the excesses of economic nationalism, ig to
ignore the political realitiesg of the world situation. ¥War i the product of

j international anarchy, and this anarchy is the inevitable regunlt of the doctrine

2 of unlimited notional soverelgnty. Until the nations of the world can bombine i;to
gsome kind of super state, sacrificing some part of their national sowvereignty and
delegating %o this supra-nationsl orgsni.stion the power to enforce peace and %o
gettle internationsl controversies by rolitiesl and judieial processes, the world
will continue to live in danger of war; and if the formation of the international
organization is too long delayed, the resulting confliets bld fair to bankrupt the
states concerned, lower the stendards of living of the massees of the people, and
destroy the material mnd moral foundations of our eivilization.

Thege congiderztions have enlisted the active interest of historians,
political scientists, and educstional foundations throughout the country. During
the last two years a number of voluntary groupe have been organized to stndy the
pgggggj. !oolipg the importance of colrdinating thege efforts, the Rockefrsller
Foundation called a conference eighteen months ago of leading members of various

¢ 2
.:. W”2“\

4 Yk {for Internstional Studies. Professor Earle is Chalrmen of thie Committee and its

groupe out of which sprang = colrdinating committee, mow called the American Committee
?xn; 3rau0nrch director. The headquarters of the Committee are here at the Instltute,

"; te modest dbudget is met by an appropristion from the Hockefeller Foundation and

the routine adminigtrative vork of the Committee is performed by Mr. ¥. ¥. Lockwood,

1te Seeretary.

The Committee is a clearing and plamning body, designed to ald and

gtimulate inguiries focussed upon American interests, oprortunities, and obligations
VAt 4m the war and the postwar world. It ig a purely research organization, with nmo
respongibility for adminigtering funds or conducting propagenda. Its aim is to

| digcover and encourage promising scholars in thie field, adviese them in their
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gtudies, and keep them informed of the work being done by others,in the hove that
by this means useful contridbutions may be made toward the golution of the problems
which will confront this and other countries at the end of the war.

The Committee i the American member of the International Studies Cone-
ference and mcts as the sub-Committee of the Soclal Sciemce Research Council for the
study of internationsl relatioms. It is engaged in & survey of research in progress
and in directing scholars to the study of problems not covered in any existing
program. It occuples iteself with guch subjects as military history and military
problems, the character of totaliterien governments, both in their domestic aspects
and in thelr relations with other countries. It assiste in bullding uwp 2 collection
of war documents in the Library of Congress and has initiated studies of American
intereets in guch regions as Latin America sand the Par Fast. The central issue of
public policy with which it is concerned is the reconstruction of a mere secure and
prosperous world order. Its aim ig to facilitate the work of Americsn scholare in
gtating, if not eolving, the prodlems which muet be so0lved if such world order is to
‘e asMoved.

vIIX

L\XL\ { My survey of work of our School of Teonomics and Politice would not dbe

anuplotc without a note about the activities of the Teonomie and Financial Section
gof the League of Nations, ten officers of which are now housed in Puld Hall. They
'nrc not formelly members of the Institute but they make n resl contribution to our
intellectusl life, and thelr very presence gerves to strengthen the.utnosphnro of
iﬁternation&l understandiing and good will which should always charsacterize this
inetitution,

They carry on the work of their section here just as they 4id in Geneva

before the war, gathering economie and financisl informstion from all over the

world, analyzing it and lgsulng their various bulletine an?! other publications in

unbroken gseries. In addition they are undertaking various studiee of the economie



18

gltuation vhich may be erpected to confront the world safter the war is over,
geeking to contribute as much as possidle to easing the Aifficult transition
from war %o peace economy.

They are an alle and scholarly group end, whatever may be the outcome
of this war and whatever form the nev international organization may thle, they
vil} be needed. By giving them here a place in vhich they can hold the members
of their staff together and continue th;ir work mninterrupted, the Ingtitute is
mk!.ng a contribution, the wvalues of which 1% would be hard to overestimate, to
the new and better world order which we 211 hore will gucceed the horron\ and

confusion of thie war.
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REPORT OF THE DIRECTOR

January 27, 1941

I

Mr. Bamberger has suggested that I should discuss with the Trustees
from time to time the developing program of the Institute, as it takes shape
ih my own mind. I am enthusiastic over the wisdom snd skill with which
Dr. Flexner has laid the foundations of an educational institution of a type
new in this country. TUpon those foundations it is now our dnti and our
opprortunity to build. We should do this slowly according to a carefully
thought-out plan, which ghould embody all the wisdom and experience which can
be assembled from discuseions with our own faculty, the members of our Board
of Trustees, and with scholars everywhere who have the 1ﬁsight and imagination
to see the contribution which such an institution as thie can mske to education
and lcholarship in this country and in the world outside.

It is impossible for us to foresee the future, but we may be sure
that, whatever courge world events may take, the next decade will make great
demands upon us and will present problems which will tax 21l our wisdom and
all our resources. Our task will be not to rival other institutions in
doing work which they are already performing satisfsctorily but rather to
strike out into new pathe and to devige for ourselves new ways in which we
can serve education and scholarship by methods which univereities organized in
the conventional mammer are not free to adopt. These new paths are not
entirely uncharged. There are many institutions from which we ean learn
much and none perhaps from which we cannot learn something. But we shall
fall short of the ideal which Dr. Flexner and the Trustees have adopted for
the Institute during the last ten yesrs if we do not make it a unique place,
offering a contribution which ig made by no other ingtitution of learning at

the pregent time.



The experience of the members who have come here to work makes it
clear that the need for instruction doeg not end with the Ph.D. degree, that
hundreds of young scholars, endowed with braing and ambition, flounder in their
efforts to widen and deepen their own scholarghip and to advance the frontlers
of knowledge, for lack of the stimulus and guidance which they might receive .
from leaders in their fielde of knowledge in a place like thie. The problem
of catering to their needs ig difficult and famcinating. It cannot be met by
routine methods or by medioere minds. The difficulty of the problem is only
matched by its importance. 1In go far as we are able to solve it, we shall
contribute to the advancement of knowledge and to the strengthening of scholarship
not merely in Princeton but in all our centers of learning from the Atlantic to
the Pacific and in other countries beyond the seas.

In order to lay the problem of our future de®elopment before the Trustees
I propose to begin, in this and the two or three meetings to follow, ﬁy a discuseion
of the work now going on at the Institute. The methods pursued here at present
are as varied as the members of our faculty. Thig 1s as it should be in an
ingtitution which hag no chodee but to be experimental. It is only, it seems to
me, by understanding the work now in progress that the Trustees can form any clear
idea of the direction which growth should take in the future and form any estimate
of the poesibilities open to an institution of this character.

I shall begin today with the School of Economices snd Politics,
the work of which is closely bound up with research organizations outside the
Institute: the National Bureau of Hconomic Research, with which Professors
Riefler, Stewart, and Werren are all comnected, and the American Committee for
International Studies, of which Professor Zarle is Chairmen. Of Professor
Mitrany's work I eh2ll gsy nothing today. He is om his second year of
leave, working with the Chatham House group at Oxford for the English Foreign

Office, on confidential tagks concerning which he ig not at liberty at present



to make any detailed report. It should be 2 matter of satisfaction to the
Institute to be gble, by its loan of Professor Hitrany's services, to make a

contribution to the Mnglish war effort.

11 .

The Naional Bureau of Zeonomic Research, into which the members of
our economiecs group are putting so much effort at present, wes organiged in 1920
by a group of leading Americen economists of which Dr. Joseph H. Willits, then
Dean of the Wharton School of the University of Pemnsylvania, now in charge of
the Division of the Socisl Beiences of the Rockefeller Foundation, wag s member.
Dr. Wesley Mitchell of Columbia University is Chairmen of the Bureau, and the
various Boards and Comnitteee include a large number of the most
forward-looking economigts from universities, from departments of the Government,
from research foundations, and from great banks and business corperations. The
work of the National Bureau ie an attempt to codify and arrange the vast and
complex data of modern economic activity as a basis for a truer understanding
of the forces which control economic phenomena in the modern world. It is
undertsking to assemble and put into order the facts upon which any seience of
economice, valid for the present day, mugt be based. Such a task would be
imposeible for any men or group of men working as individuals. The only feasible
method for performing it ie by colperative research in which s large number of
individuale and groups combine their efforte. The need for coliperative research
on the ambitious scale on which it is being attempted by the BPureau is widely felt
and the work has been generously supported not merely by universities and foundations
but also by the Government and by associations of benk and business corporations.

In 1937 tho'ﬂhtional Bureau spproved the sguggestion, made to its
Exploratory Committee by the association of Regerve City Bankers, for the initiation

of an extensive program for research in finance, looking to a better understanding



of the problemg facing tis country in the capital merket and in banking.
Profegsor Riefler is Chairmen of the Committee on Research in FPinsnce as well
ag of the Central Administraetive and Research Staff. Professor Warren is
a member of the Committee on Resenrch, and Professors Stewart, Riefler, and :
Warren, along with Mr. Douglas of our Board of Trustees, are all members of the
edvigory conference on finaneial research.

During the last two and one half years the Committee, under !rqfeseor
Riefler's leadership, has undertaken three important rrojects:

1. A comprehensive study of instalment credit

2. The borporata Bond project

3. The financial structurd project

The study of instalment credit, now nearing completion, has included
such topies as personal finance and ssles finance companies and their credit
practices, the part played by commercial and indugtrisl banking companies and
by Government agenclies in their business, the pattern and volume of consumer debt,
the element of rigk, the operating experience of consuner instslment financing
agencles, the legal regulations governing consumer finaneing companies, and
the relationof consumer ingtalment credit %o economic fluctnations.

Seven of the twelve projected monograrhe are already in print;
two more are in memuscript form, and the remaining three are in course of
preparation. Taken together they present economists, government officials, and
business men with the first suthoritative account of the volume of instaslment
credit in thie country, the methods by which finance companies function, and
the reasons why law, psychology, and prejudice have given this bueiness to specialized
agencies rather than to standard banks. We have a careful, quantitative estimate
of the volume of instslment finonce, the extent to which thig credit is used by
different income classes and occupational groups, the factors affecting risk, the

effect of instalment eredit on consumer purchasging power, thé effect of economic



fluctuations on ingtalment buving, and the reciproesl effects of inatalment
eredit on business eycles.

The whole constitutes a etudy of far-reaching importance of a new
economic phenomenon. The study has produced as by-products a2 new record in colperation
of Government agencies snd vrivate corporations in scholarly research and has
as well operned wp & whole range of new prodblems for invegtigation.

The work of the National Bureau in this and other studies has had
another result of importence in the trzining of younger men in the techniques
of colperative research. Thig result came about almost by inadvertence.

It was the first intention to have the study conducted by senior economists on
leave of absence from thelr universities, but for various reasoms this did not
prove to be feasidle. Older professors were often too busy, too much
preoccupied with their own problems, and, in many cases, not sufficiently up-to-date
and not sufficiently patient and flexihle to adapt themgelves to a new method

of work. Able yBunger men, not more than four or five years beyond the Ph.D. =—
men of the type whom we welcome here as members of the Institute -- proved better.

This might have been expected, but wae not. It ig on the vhole a
mogt fortunate development. It mesns that the members of our School of
Beonomics, working at the projects of the National Bureau, are at the game time
carrying out in New York one of the fundanental purposes of the Institute in taking
capable young men from their positions in the various colleges and universities,
training then in up-to-date methods of economic regearch, and then sending them
back prepared to contimue such research and revitalize the study of the subject
in their own ingtitutions.

The National Burean is a rigorous training school in colperative
methods. Young men are not asked what they would like to do. They are appointed
to perform definite tasks, closely related to a work which other men are doing,

to be rigorously checked ag parts of a complete whole. Even though they have



won their spurs in scholarehip, they enter this orgsnization as apprentices
vith much to learn, and they must work not ss free individusls but az members
of a team. The training they receive in returnis the breadth which comes from
participation in taelks deyond the power of any single man to perform.

It seens to me that the Institute mey be able to do more than that o
for the best of these young recrults. One of them, Mr.David Durand, who has made
his contridution to the work in New York, written his study and had it approved,
has now been brought to Princeion for a year of quiet study and reflection, and
it seenmg probable that this procedurs will be followed in the case of others in
order to enable them to get the mogst out of their experience. The work of
our professors at the National Burean ig thus not merely advancing the frontiers

of knowledze but is also training men.

111

The @econd of the projects of the National Bureaun in financiel research
is the Corporate Bond study. It is designed to carry out the request of the
Exploratory Committee for work which would throw light on the standards of
investment credit. I think I may say that this is Professor Riefler's pet project.
In eddition to being Chalrman of the Committee on Research in Pinance he is 2lso
acting as Chairman of the Adminigtrative Cormittee of the Corporate Bond project
and heg taken the lead in the orgenization and direction of the work of the large
gtaff needed for so ambitious an underteking.

The Bond project is a quantitative gtuly of the experience and behavior
of domestic corporate bonds and the terms of corporate bond financing in the
U.8. A. from 1900 to 1940. It govers all corporate bonds iseued in thig country
during that period, records the facts sbout their behavior, interest rates, loss
experience, etc., analyzed according to industries, quality, and maturities.
It aime to present an exaet record of the use of the capital merket by business

corporations, the types of bonds issued, their terms and purpose, the cost of



borrowing to industries mnd the net rate of return to investors. It will show
the relative merits of agency ratings, market prices, and legel lists as indices
of bond quality. It will check accurately the fluctuation of long term interest
rates and their relation to capital market activity.

The cost of compiling the data over a period of forty years on
SRR A igsues of bonds with a total meriket value of $......... . at firet
sppeared staggering. YNothing like it had ever been done; the task exceeded
the regources of any research orgenigzation, and i1t might have proved impossible
for the National Buresu had not Chairman Crowley of the Federzl Depoeit Insurance
Corporation suggested that the clerical work involved be made o W P A white-collar
relief project, with the National Puresu providing the technical suwpervision.
This was arranged. and a stoff of about two hundred clerical workers, costing
for the duration of the gtudy about $300,000, was provided by the W P A. Sub-
stantial contributions of funds for supervisgion and theoretical work were made
by the Rockefeller Foundation, the Association of Regerve City Bankers, Moody's
Invegtment Service, and other agencies. In addition, many private corporations
and Government Departments have furnished data and technical advice costing in
the aggregate 2 large sum of money. The list of private and public bodies
participating in the study includes the office of the Gomptroller'of the Currency,
the Board of Governors of the Federal Reserve System, the Securities and Exchange
Commission, the Interstate Commerce Commission, the Banking Department of the
State of New York, the Federal Reserve Bank of New York, the Central Statistical
Board, and the four private Tinancial advisory services: Fitch's Investors!
Service, Moody's, Poorts Publishing Compeny, and the Standard Statistics Company.

The project is esgentially a tabulation of data on »ll corporate bonds

issued over a period of forty years, of formidable extent and completeness.



It includes
& 1. Date on the volume of corporate bond offerings by year,

industry, size of issue, coupon rate, maturities, and types
of issue

2. Date on market prices of bonds, yielde at offering and yields .
reslized, ratings, earnings of obligors, legal status at times
of igsue and extinguishnent

3. Data on nunber and extent of defaults, analyzed by industries,
typves of default and settlement, and realized ylelds on defaulted
bonds

4. Annual data on prices, yvlelds and ratings for a selected mmple
of bonds .

5. Monthly price and yleld data for a emall group of high-grade
and low-grade bonds

The data when complefdd will be made svailable %o 211 coliperating
agencies for such theoretical studies 28 they may wish to malke. Personally I hope
thet means may be found by photostat or mierofilm to make these tabtlstions
available at moderate cost to wniversity librariesg and depaﬂnentn of economics
wherever they may be desired. Tabulations so carefullymsde snd so complete will
serve as bases for a large range of theoreticsl studies for a long time to tome.
The period covered includes the halcyon days before the war of 1914-1918, the \mr
period itself, the boom of the twenties and the depregsion of the thirties. Among
the topics listed in the Wational Bureau report as sultable for study from these
data are; the cyclical behavior of investment velues and long term interest rates;
the role of risk in market interest rates; the efficiency of various criteria of
future investment performance, such as market price, legal listing, agency ratings
and corporate earnings; the value, for investment safety, of sinking funds, and
of type and sgeniority of security; the characterigtics of bond defaults and
the problems which confront investors when defasult occurs; and the effects of
market fluctuations on investment erperience. Beyond these, the data will
@oubtless be used by scholars and finaneisl experts in many weys which cannot

now be foregeen.
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The third study undertaken by the National Buresu under the direction
of Professor Riefler's Committee on Regearch in Finance is the go-called financial
structure project. In a certain sense all three studies are parts of a corprehen-
give gurvey of the finmancisl structure of the U.8.A. in the twentieth century. o
The third project limits itself to a survey of gontemporary relations between
bank and businegs. It undertekes to give a quantitative picture of the changing
finanecial requirements of American businesgs, the trends in commercial borrowing,
the future of commercial loans, the demand for short term capital as affevted by
the cash balahces and security investments of large business corporations, which
often make them net creditors instead of being net dedtors, the growing habit of
financing capitsal roqulrmn'ts internally out of undistributed earnings and depre~
ciation allowances rather then by borrowing or issuing stock. The study should
afford an indication as to vhether these devices represent a permanent change in
the method of financing bunineu‘ operations or whether they are nmerely transitory
phenomena.

The study includes three parte:

1. Trende in the financial structure of American business, 1900-1840

2. The sources and uses of businese fundsg, 1920-1940

3. Contemporary relations between banks and bueiness

Work was begun Jjust a year ago and 1s still to some extent in the
preliminary stage. The aim is to trace quantitatively, from corporate financial
records, the long term changes inm buginess financing needs, particularly needs for
ghort term cepital, and to examine clogely recent changes in the institutional
facilities that serve the ghort term credit needs of dbusiness, and to compare the
different facilities and methods of ghort term financing aveilable %o business
firms of different sige and industrial types.

The data are drawn from many sources. Here again the Bureau has been

able to gecure the colperation of many agenclies which never before had. pooled the
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information at their dieposel in a study of this kind. Among the sources from
vhich information is being gathered are the financisl manuals, special tabulations
of corporate income tax date prepared by the Tressury W P A Income Tax project,
specizl compilations of financlal statements by the Robert Morris Associates,
credit files of bankes, corporate tax return files of Magsachusetts and wlscongin ?nd
industrial loan aprlication files of the Federal Reserve Banks of ¥ew York and Phila-
delphia.
v

The three studies which I have desecribed, in which Professor Riefler has
taken a leading pert and to which Professors Stewart and Warren have also contributed,
will, when completed, make aveilable to economigte new primary materisls in three majof
areas of finance: consumer instalment credit, commercisl eredit, and investment credit.
The data collected will provide = sounder basis than hag been available hitherto for
analytical and theoreticel gtudies of problems in finance. The work of the National
Bureau has furthermore made great progrees in the development of rigorous technique
for research in the field, hag achieved unprecedented success in securing the
coliperation of Government and private agencies in scholarly work, and has been the
means of training an important group of young economigte from all over the country
in the methods of colperative research.

It is inevitable that the work now in progress will ghow the need
of gimilar exact and comprehensive data in other fields of economics. It has
already eet the minde of the members of our own department working on the need
for similarly careful study of economiec higtory.  Under the leadership of
Professors Stewart snd Warren and Dr. Willits plans for work in this subject
are already under digcussion. The maturing of these plans will congtitute one
of the most important activities of our economics group during ﬁhe next two or
three years.

Contemporary and historicsl data will in turn eall for interpretation
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and it may be expected that the studies now under way and projected, concerning
the facts of economic activity in the present and the past, will eall for
important revieions of economie theory. Indeed this process has already begun.
Thug the work which is now being done will expand to wider and wider circles
of scholarly endeavor, and it appears extremely likely that the vitality of
our School of Economics will ovontuﬁlly demand additions to our staff to ddal
adequately with the new vigtas of knowledge opened up by the data now being so

patiently and laboriously eompiled.

Vi

For some time Professor Stewart has interested himself in the teaching
of the social sciences in Americsn colleges and universities. He has concerned
himgelf with the orgenization of the subject into departments and courses, the
character and quality of the textbooks used, and the preparation and background
of ingtructors. One value of this study should be to enable the Institute to
organige its activities in such s way as to be of maximum value to higher education.
In order to reach sound conclusions Professor Stewart finds that it is not enough
to study the work of colleges and universitiee but that it is also necessary to
congider the teaching of the social sclences in secondary schools. A survey
of this field ie now being undertaken. President Leigh of Bennington College
has secured leave of absence for one semester to become 2 member of the Institute
and to do the field work involved. Dr. Leigh will visit a selected list of
gchools throughout thg country and prepsre a report on the work now being done
in the socisl sciences. The report may or may not be published. Its purpose
is to furnish Professor Stewart with the background information which he needs
in order to estimate accurately the undergraduate teaching of economics and
politicsl science. I believe guch studies of elementary work in subjects which
are being pursued on an advanced level to have great potential wvalue, and to

indicate snother way in which the Institute can render valuable gervice to our

entire educational system.
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The work which Professor Esrle ig doing touchesg both higtory and
political science and is closely linked to the political and military problems
confronting the United States in the present emergency. Tive years ago Professor
Eerle began to turn hig attention to military vpolicy as a much neglected phase of
political secience. He has in various articles urged upon historians and political
scientists the importsnce of colirdinating the study of military and naval problems
with the study of toreign policy and international relations. It =0 happens that
Princeton University has in Professors Stacey and Sprout two men whose interests
run very much in the game direction. In colperation with these two men and a group
of younger scholars who have come to the Institute, mostly on fellowships granted
by the Rockefeller Foundation and the Carnegie Corporation, Professor Zarle has
conducted for two years & seminsr on the forelign and military policies of the
United States. From thie seminar hasg issued alresdy a noteworthy list of books
and articles, which are creditable in themselves, and which have attracted additional
interest because of the troubled internationsl situation, the difficﬁlt problems in
foreign policy confronting the country, and the threat to our gecurity.

The topics vhich have been digcussed in the geminar snd which have
been elucidated by publications of the members include the Americon dggma of
igolation, its origins and its applicability to the present-day world situation,
the diplomatic history of the Unfted States, the problems of foreigm noliecy con-
fronting the country at the pregent time, vatious problems of internationsl law,
and the gtudy of war as a soclal phenomenon.

Leaving aside the imminent dangers of the moment, it is obvious that
the greatest political and gocisl prodlem confronting this and every other country
ie the need for some kind of international organization, like the lLeague of Nations
but more effective, which will rid the world of the danger of such calamities as
the wars which have ravaged it twice within this generation. To accomplish this

pacifigm, friendship, and good will are not enough. To attridute wars to the
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baleful activities of munition makere or international bankers or diplomats
entrusted with too much power, or to the excesses of economic nationaliem, is to
ignore the political realities of the world situation. War is the product of
international anarchy, and this anarchy is the inevitable result of the doctrine
of unlimited national sovereignty. TUntil the nations of the world can hombinoointo
some kind of super state, sacrificing some part of their national sovereignty and
delegating to this euwpra-national organization the power to enforce peace and to
gettle internationa]l controversies by roliticsl and judicial processes, the world
will continue to live in danger of war; and if the formetion of the international
organization is too long delayed, the resulting conflicts bid fair to bankrupt the
states concerned, lower the standards of living of the magses of the people, and
destroy the material and morzl foundationg of our civilization.

These considerztions have enligsted the active interest of higtorians,
politicel scientists, and educational foundations throughout the country. During
the last two years a number of voluntary groupe have been organized to study the
problem. Teeling the importance of colrdinating these efforts, the Rockefeller
Foundation called a conference eighteen months ago of leading members of various
groups out of which sprang a co¥rdinating committee, ;ow ecalled the American Committee
for International Studies. Professor Earle is Chalrman of this Committee and its
regearch director. The headguarters of the Committee are here at the Institute,
ite modest budget 1s met by an appropriation from the Rockefeller Foundation and
the routine administrative work of the Committee is performed by Mr. W. W. Lockwood,
its Secretary.

The Committee is a clearing and planning body, designed to ald and
stimulate inguiries focussed upon American interesgts, oprortunities, and obligations
in the war and the postwar world, It is a purely renearah‘orgnnization. with no
responsibility for adminigtering funds or conducting propagenda. Its aim is to

discover and encourage promising scholare in thig field, advige them in their
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gtudies, and keep them informed of the work being done by others,in the hope that
by this means useful contributions may be made toward the solution of the problems
which will confront this and other countries at the end of the war.

The Committee ig the American member of the International Studies Con-
ference and acte as the sub-Committee of the Socisl Science Research Council for tﬁo
study of international relations. It i engaged in a survey of research in progress
and in directing scholarsg to the study of problems not covered in any existing
program. It occupies itgelf with guch subjects as military history and military
problems, the character of totslitarisn governments, both in their domestic aspects
and in their relations with other countries. It agsiste in building up 2 collection
of war documents in the Library of Congress and has initiated studies of American
interests in such regions as Latin America and the Far Zagt. The central igsue of
public policy with which it is concerned ig the reconstruction of a more gsecure and
prosperous world order. Its aim ig to facilitate the work of American scholars in
stating, if not solving, the problems which must be solved if such world order is to

be achieved.

VIII

My survey of work of our School of Economics and Politics would not be
complete without a note about the activities of the Fconomic and Financisl Section
of the lLeagme of Nations, ten officers of which are now housed in Fuld Hall. They
are not formally memberg of the Institute but they make a real contribution to our
intellectusl life, and their very presence serves to strengthen the atmosphere of
international understanding and good will which should always characterize this
ingtitution.

They carry on the work of their section here just ag they did in Geneva
before the war, gathering economic and financial information from all over the
world, analyzing it and issuing their various bulleting ani other publications in

unbroken series. In addition they are undertsking various studies of the economie
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situation which may be erpected to confront the world after the war ig over,
gecking tq contribute as much as poessidble to easing the difficult transition
from war to pesace economy.

They are an able and scholarly group and, whatever may be the outcome
of thig war and whatever form the new international organization may tiike, they.
will be needed. By giving them here a place in vhich they can hold the members
of their staff together and continue their work uninterrupted, the Institute is
making a contribution, the values of which it would be hard to overestimate, teo
the new and better world order which we 211 hope will suceceed the horrors and

confusion of thig war.



INSTITUTE FOR ADVANCED STUDY

Extract from the Report of Dr. Frank Aydelotte, Director
to the Tpustees=- Feb.2l,1941

My survey of the work of our School of Economics
and Politics would not be complete without a note about the
activities of the Economic and Financial Sectlion of the League
of Netions, ten officers of which are now housed in Fuld Hall.
They are not formally members of the Institute but they make a
real .contribution to our intellectual 1life, and their very
presence serves to strengthen the atmosphere of international
understanding and good will which should always characterize
this institution.

They carry on the work of thelr section here
just as they did in cieneva before the war, gathering economic
and financial informetion from all over the world, analyzing it
and issuing their various bulletins and other publications
in unbroken series, 1In addition, they ere undertaking various
studies of the economic situation which may be expected to
confront the world after the war is over, secking to contribute
as mich as possible to easling the difficult transition {rom war
to peace economy.

They are an able and scholarly group and, whatever
may be the outcome of this war and whatever Iform the new
international organization may take, they will be needed,

By ziving them here a place In which they can hold the members
of thelr staff topgether and continue thelr work uninterrupted, ’
the Institute 1s making a contribution, the value of which

it wouldbe hard to overestim te, te the new and better world
order which we allhope will succeed the horrors and confusion
of thls war,

Gxtract from the Report of Dr. Frank Aydelotte, Director
to the Trustees - June 8,1943

The League of Nations group has, during the
three years i1t has been working in Fuld Hall, steadily increased
the numbher and importance of its publications. Lists of these
publlicetions are contained in all the handbooks and need not
be repeated in this report. From the point of view of economic
research the most important of all the productions of the League
group daring the past three years is a report of the Delegation
on Economic Depressions, The Transition from War to Peace Economy.
This study, based upon statistical information covering the
perlod at the end of the last war, deals with the effects of

{
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war economy on industrial activity and the problems arising
during the transltion from war to peace economy both in the
domestic and the international flelds. A copy of this
interesting and important document is being sent to each
member of the Board with the compllments of Mr. Loveday.

On the fly leaves of the pamphlet will be found lists of
recent publlications of the Economics Section of the League.
The presente of the League group 1n Muld Ilall has been a
great stimulus to the work of the Institute in the field of
internat ional economics and constitutes a delightful addition
to our intellectual and human resources.

axtract from the Report of Dr. Frank Aydelotte,Director
to the Trustees - May 23, 1946

The Indtitute may prlde itself on the
hospitallity wiilch 1t has shiown to the members of the Economic
Section of the League of Nabions., We brought this group to

Princeton in 1940 in order il possible to hold t hem together
and to pass them on to whatever organization might succeed the
Leagues. (he leclhmigque, the Ilntellectual now~how, of the
Economic group is very lmportant. If this group had been
allowed to disintegrate, it wuld have teken the United Natlons
ten years to form an organlzation of equal efliclencye Thanks
to our invitation, the group has been kept together, they

have continued thelr work, and they are to be taken over
intact by the United Nations Organlization in the summer of this
year. I attach as an appendix to this report a letter of thanks
from Mr, Sean Lester, Secretary-General of the League, for our
hospitality, and I suggest a vote of thanks to the Theological
Seminary for their assistance to us in housing the members
of the Lconomic Section.
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