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Government's Credit at Stake
By DORIS FLEESON5-11-57

WASHINGTON- The United States
Treasury, the world's greatest bor
rower, has just had its hair curled
by the bankers . The experience has
so shaken Treasury officials that to
day they are reluctant to speak of it.

Without any question , the crisis at
the Treasury is the most important
story in Washington . It lacks per
sonalities and its drama may be ob
vious only to the financial fraternity.
Yet it will have a profound effect on
everybody who owns a dollar or hopes
to get one . The credit of the United
States is clearly at stake.

Last week the Treasury sought to
refund more than $4 billion in short
term 1% per cent notes . In exchange ,
it offered holders a choice of 11

| month notes bearing 3½ per cent in
terest or notes maturing in four
years and 10 months bearing 3% per
cent interest.

The interest offered was the high
est on a Treasury security since the
bank holiday 23 years ago . what hap
pened to that offering was of immense
importance, since in the next 12
months no less than $75 billion in
short-term Treasury notes will come
due and must be refinanced .

The Treasury, which ordinarily
would reveal promptly the results of
its offer, will say only that it suf
fered some "attrition ." What this
means is that some of the holders of
the old notes decided not to accept
either of the new Treasury issues but
to demand cash instead .

It is suggested in financial circles
that perhaps the holders of $1 billion
in the maturing notes have requested
cash redemption . If so , the issue was
a failure, even at the greatly in
creased interest rate offered as a
lure to buyers.

Another mark of failure would be

•

1

a preference on the part of investors
for the 10-month notes instead of the
notes of longer term . It appears like
Ty that this is what happened . If
the Treasury has failed to persuade
investors to accept notes of approxi
mately five years ' duration , it is high
ly unlikely that it could now sell
bonds maturing in 10 , 15 or 20 years,
which it would certainly like to do.

What this means is that banks and
financial institutions are now virtual
ly the only source of Treasury funds
except for purchases of bonds for the
Social Security System which the gov
ernment buys from itself . By with
holding support from Treasury offer
ings such as was made last week ,
bankers can drive the interest ever
higher , as they seem , in fact, to be
doing.

There are rumors that the Treas
ury went into the market to support
the price of the 1% per cent notes
during the redemption period . If so,
this was a last-ditch tactic . The Fed
eral Reserve System denies that it
was responsible for the support buy
ing which was obviously taking place.

The 1% per cent notes were selling
at a discount a week prior to their
maturity . The 11-month , 3½ per cent
issue offered in exchange is already
selling at a discount on a wnen is
sued basis.

The Federal Reserve System , in as
serting its independence of the Treas
ury, now stands aside and allows the
prices of government bonds to go
where the market will take them .
Ours is probably the only Treasury
in the world which does not have the
support of its central banking system .

The Treasury now finds itself in the
position of allowing the banks to set
its rates, of being unable to sell long
term bonds without breaking the mar
ket for outstanding bonds . at a time
when it must perform a refinancing

job of almost incredible size.
Anderson , who is slated to
Treasury Secretary George M. Hum
phrey , faces a task of almost super
human complexity.

Will they sell to banks & inflate? Or raise i ? probly latter.
What did they do in late ¹20s ? of present trend is to shy away (over)
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Dog Rescued
WILMINGTON , May 10 - The

city street department succeed
ed this morning in freeing a dog
which had been trapped in a
storm sewer line at 13th and
Dawson streets for the past three
days.

An attempt yesterday to resuce
the animal had failed although
his barks could be heard near
the storm drain openings.

Assisting the street department
this morning was the dog's mas
ter . The boy was lowered into
the sewer and managed to get
the dog . Both were raised to the

Dr. John Newton Thomas ,
dean of the Graduate School

GENTLY PE
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GOSSARD high-top
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line boning. Unique
elastic net frees your
sitting, bending. Sa

back panels . Side zip
Medium length . W

at Union Theological Sem
inary, Richmond , Va . , who
will be the speaker Monday
night at 6:45 o'clock at West
minster Presbyterian Church
when the Men's Dinner Meet
ing will be held . Dr. Thomas
is a native of Virginia .

from longterm commitments, they wo do better to sell short term
note



18D. ECONOMIC REPORT OF THE PRESIDENT TRANSMITTED

TO THE CONGRESS , JANUARY 23 , 1957. The report is

presented in four chapters . Chapter 1 , Opportunity and responsibility

in a free economy ; chapter 2, Economic growth and improvement,

1953-56 ; chapter 3 , Economic developments in 1956 ; and chapter 4,

Extending and broadening economic progress . 1957. 200 p . il .
65¢

Catalog No. Pr 34.10 :957



port, export, and surplus removal, and applicable appropriations . 1957.

275 p.
70¢Catalog No. A 1.76 : 113

Presents
3D. DO TRADING STAMPS AFFECT FOOD COSTS?

information relating to expansion and extent of use of trading

stamps, plan of operation and influence on patronage, and costs and
lications The report seeks only to explain the basic



1.- Importance of Depression

about the time most

of
most

of you

devoutating paralysis of depression

men

3.

13-15 m

Over half mortgage debe defaulted.
Ciries & cties repudiated bonds

Bankrupts &suicides. Insull, Kreuger. Whitney

Gy, Hitler rose on it, put unemployed.
made converts all over world.

All in all, that depress. a dominant fact in shaping your

cub. runnirunning

free ent.

2. Measure.

so imp.

Production.

to

(not cons.

4

Specter of that depression has haunted Am.& world thinking

ever since. Little dip in bus. indices pres.I
const. threat

to medicine chest for cure-alls

were born, U.S. lay in grip

we had ever known.

almost the 1 in 3 - con't find work.

Not even

&last one,

study.

" Normality" - what is ?

Nothing.

in army.
World e . broke down.

Russia, theyptd.

varies less- why?)

clearly led to

lives.

bus indices enough to send

no

a

unempl., &
to w.w.2

"cycle . Alwaypossible each bnboom is

bust. 20s, 9. Fisher, Bogart.every ¹30₁,

1



convinced cap-m had come to endofrope... closed frontier,
many
pop. growth slackens; inventions become capitalsaving,
no more inventions & new industries, dreamer all inv. opp.

4.

great

saturated.-& simul, is highprop. tosave.

Ec. maturity : Keynes, Hansen.
SoNo im. opp. people holdassets informofcash& land

titles, instead of investing, hiningpeople to work.

5.

Obviously untrue,frompostwar boom, & insofar as true, can

always Ainv. opp. by lowering shore ofpie that othersget
Devise some

to show
graphical way

this. Trad-nl dem. nets. obscures. Or just single

"thatpreventfalling .out investor as residual? costs.
land, laber. Thus 4 inv. opp.

If have stagnation, is because ofgovtprops & mapy

"fluctuation"
So importantproblemis te - wd. have thateven

Imp. thing here is cumulative processes -Korttnight.

of other thinkers, tightrope
walkers, startedget wrong,

"Vicious spinal". But int-g q. is, what makes spirals vicious.
Argument

Keep thatin mind as study cycles: "fluctuations", boom &bust.

What is a " bus- cycle

Production fluctuater.
are

Seasonal - really

"Inventory cycles__ c.
Interesting, but 2day

M

"bus. cycle " — adopt usual term, knowg limits now.

~hythmical.

ifec. free.

3yrs are.,

Have agroup

Long Croycles "- dlutions

start

but wide variations.

have

Main interest is in really serious busts thatmommomen

Assoc. w . big

just

20 or so, with wide exceptions.
every you

land booms & construction & subdiv'n booms, & co haveproduced

reactions that really Lulus.



& 1929.1819, '36, '51 , '73 ,193 , savedby
w.w. 1,

go back farther, Eur., find tulip bubbles & 1720. & so, back w/olimit,

6. What happens in cycle?

36gobern

Production ofdurable goods changes greatly - ofothers, less.

129-32, 50%decline ofprolata. Offzushish But perishables only

consumer durables 6290, produer dercables & residences 85 % .
Tells where to look investment is what fluctuates. Expenditurea

&production of durables.
Many divergent schools, but all stress that.

~ 1.
low c.f.
Town on anticmore;much

Reason inv. fluctuat
allow a 10040 A in return to bldg.a 10 %⁰1of

The more durable, the more remote the antic.
tuates so
rents maygross

acc.princ.
so you

~

To new outline

~

can go

all an error,
~ Conversely,

m

don't know for a long

Minto
for yesyou powing

spec.

costs too high relative to demand.
can be inv. opp. w/o inv., bes not realized.

8. Simplest

small scale bus. cycles, rarely serious.

Enterprisen find need more inv., are

to stock up.

losing M bes invis too small,

do Puts M in cine.,Puts M in cinc., stimulates demand,
begin

pashurupsellingay take inv.s off totenterpriser's hands, quick

Stock up again,
& this time begin t

turnover, looks good.
That As demand more than supply,

time ifyour inv. isprofitable_

bad inv.s, before becomes clear was

to understand, inventory cycle. See those all time.-

e. in inventories

pushes up selling p, encourages spees further.pi
condition we discussed before: trig to A inv, can'tdo it.

You recognize
Simul, &m to reduce c.b., can't.



Investor's Margin

Key to cycles, is, more than any one thing, inv. opp.

That combined with understandig of cumulative AV.

between investor's costs & sellig p.
Inv. opp. mean gap

Muchproduction requires little inv.
nee.

activity there is only

people buy. There least inv.; & leastvariation .

says

Whole range of services,up to thoserequing

most wasinvary most.

What creates inv. opp??

into new inv.s
in turn makes inv. look

That in turn stimulates demand.

even better thus cumulates. inc.does. But to47 by$106, AYby³306

Desinesofinvestors to create cop, not ultimately frustrated. ButSar must4-which it will,as

Note diff. of this description, & the price spiral ?

because costs nise, that As incomes, AAM
demand.

Latter

But if
opp.

costs rise, tends to reduce spendig, by redung

It is failure of costs to rise, that keep's investor's grap open.

For ec.services, buy direct.
that costof seservice cheap enough so

Yet e

close

ea.

Low costs, us
hi demand.

which

+

most inv: consts. Thos

Then investorspour

cost
JALAGA

cons.

inv.

End of boom never inevitable human desting is in human hands.

up,

gap.

boom has ended. Bes inv. opp. disappear. Why? Bes costs nise,
investors h... awaiting lover cort...or,arK.sap, higher m.e.c.

bcs.oversupply builds

Mapies enmove in, to even hi igaps' don't induce more

inf. rear of real capt, from which invoets, are made.
Andbes.Thereis no inf. rear.
Replacement slows down. Real I slow down, requudless of MV. & MU

Note, K &H. givei've name to cinc. process. " Multiplier ". ok
inv-mt. slows too, as M. moves to less active accts.

M

(opt)Z
Rpt: Accumulation, followed by liquidation. In termsofSay's Faw: Pd.when

demand arises w/o any4 supply; followed by pel when I does not create
own demand.

Don'tsellsayshort: much sense. Gurl overproduction impossible So,night

in quil.But cyclically, exceptions.



Cycles, forecasting

1. Chaos of last depression

2. What is depressioon ?

a) Production drops. (more than cons.

th.b) Departure from"normal" ?
No nom .
Not even cycle. Haphazand fluctuation ? Not quite that either,is

some pattern & repetition & internal causation, endogenous development.
to say "cycle ".

3. We are interested in cycles, not just statue depression, but dynamic.
movements.

Have weof
Upswings & downswings, cumulative factors - snowball's, spiraly.

Tumispoints -why?

4. What is cycle ?

Seasonal; inventory; fuglars, lulus. Xpth cycles.
1819 , '36, '51, 73, '93,

Don't emphasize monetary inv. expect
here)

5. What happen ?
Prod-n fluctuates

93, 29

KA
B

than cons. T.e., inv.Proden more than cons.

·29-32, proden off 5090, perishables 3690, cons durables 6290,
produen durables & residences, 85-40, (xptn & landdler-mit, 9970)



Cycles,p.2

6. Run than inv-y cycle.
Accumulation & liquidation.
2 viewptr:

Trig to getrid of M -use cards

Trijg to accumulate inv-y.

Thus move to from B to A.

speculation jumps on banderagen

another view, A V.

I is unstable.



& bust205 Bo
Cycles,

Mon.
8:

1. Intro.

Ascostsrise,
the rise en

Fri.

courages
accum ,
appreciate.
Butis limit

9Sat..

2. Explanation, basic causes, simple

+ A investor's gapinInteries, opens
asitopenson inventories, leaves

: inventorn . Cumulative induced AY

History
Description

a.

Outline

3. Aggravatingfactors

Apech in inventorice
Induced inv.

#2
c .

àg.√g.

... we can'tstand
prospentyclones bes conts A ..we can't

congetitby
& closes."Otherfactors need inv.-
mars

for Adige ett; &as closes,sht tm. production keeps

sharing more w.investors

Accumulation, followedby liquidation doen. So long ton.cap. in

up, byt is 110 quasi- rentfor
att. isgo

very variable.

6. : open long

long time

needbigger inventories due to AY ornew cheap.....o.g. newR.n. meansmuchnewopp. Ornew

also, as make more M on current inv., alfors higher return toblding; as make more on

P keep closedit

Long gestationpdl., durable

no more appear,pushupp
them.

h..

cap.
&cost.

d. Acc.prine ? MaybeNew inventions

f.. AM, banks -cometable busis. Esp.f.
Specs - in inventories

visible

A
com.p.p.

Incluses more inv.

Also, room for long miscale, lug in seeing AC, etc.

power.
mbling, allows

morefor

land,getsubdir-n.

·p.p for cons.goods, buta

producing

antic. TheAcosts,orjustridingeg,
up draft. In urbem subdiving - they areholdingstreets idle

causesgreatexces productions. Cobweb_

4 l.v. &stockvalues, A liquisting, cap.gains income, AV. Basisfor
Creates illusion of im . app egainfromborrows →→ A.M.

make
Alix, thinkitisfrom in bldig. Or, in stockimkt, makespeople

Inv.



Summary:
Is possible to avoid depression, w/o was, & w/o infl. Keepup ink

opp., keep down P, ^ main answers toP, ^ main to overproduction bogupansivers

need notfear production. Rather, devote se. to trying tofigure
from what we have-how best to allocate

By so doing, create inv. opps., and fear of overproduction. For
better

by allocating

So we need not
how to make the mostmost

resources



buy madly.
1. Mob paych.,spéc-n#new townj tempt

8 Fri.

new issues me

soff togetan.
Can'tstandprosperity.

(ii) 4. future
4. What ends it ? Can'tstand,

b. 64 Mnpy- chokes inv. opp.*Orjust 4come.-farms. Que to high antiesof

A costs spee-n moves into non-reproduccables. Don'tbe deluded

Punctured illusions, End exploitation ofinvestors

by
price-costspiration .

Hi inventorien & holding ofbldgs, streets, etc.
Cumulative bank collapse.

•Hoover cone. onNot inevitable. Keepdown costs, keepup.p.p. illusions.
Spirals, true &false. Essence in false spiralutssay low
costs mean low inc. But they mean

higher.

5. Recommend-ns: To keep free ec.

Keep costs flexible ... thermostat. Always

Anti-mapy,
speed land

room

Controllement after begave piw. provided. Reduce thelag.lutspein

control M supply.
Public inv._isplentyofreed, Icomplements.

the

inv.
unions. Chide theviues of " 2dry distrib."; from finns magic 7 to trickledown.

formore



What endsit? Upper turning point.

1. Rising costs atfirst stimulate constr. in many way. as antic AP
realizedencourages spending M, so antic A costs encourages bldg. But actual higher

costs stop it.
another lap -dearland stimulates thing,but then & supply fails

falls mkt no one will build.to encourage bldig bes

2. After
cre &&more

so much

on

cap fontes,
offret.

replaced autom. But not white elephants.
new

more inv. to

fonts, annual amort-n As. A lig. trup.

Inventories are

Debt makes it more definite

Requires



This presently build
sell to cash in, tum goods

supply does not create

liquidity traps.

Production fulls until some

cleared.

9.

too large inventories, many specs begin

into cash. Then

ownown demand - M spendig flowing

Don't use it to hine men to work.

of

10 .

up

can recommence.

inventories

expension gets in picture.
AV. R

Add complication :Beinks, AM

To expand inv.s, borrow,AM.
element.

There simplest essence, is a bus. cycle . Nothing so serious,
just a little flurry, allforgotten. Illustrates what happens on

larger scale when investors go into more durables, &bank

buy, to resell.
They like inventories : buy,

ex-ly. Truck, delivery

somewhat

Now see what happens when investors stock

Remember, biggest fluctuations in produig them.

spee

comes a

Contract, v.v.

Always
will do in early yes

cant.
of early years. — importan

"liquidated ","liquidated ", pipelines

pd. when

ec-ly, sellig to customers.

tend to

into

up on
durable.

Adds cumulative

nor direct, butnot

When invest, only know how

over emphasize evidence



11.

During

sources of income which are, in fact, only temporary.
realize it.
perhaps buying.

those early you

b.

c .

ofaa construction boom, have several

Inc. from:
a. The investors themselves spending

mean losses. Exploitation ofinvestors.

I to donon no lon, until they find out.
ultimately

Cap.gain, land& stock mlets.

Money inc. from AM

Butfew
create mushof

They are demand for housing -by renting,supply

Beyond

prana subdiv'n boom.

on inv.

This encouraged, they build on beyond ultimate demand.

constr. boom,& intimately assoc, is land boom,&

fantastically excreme, of all.

at costs that will

An income to recipients,

Maddest, most

Fla., £. 9., Chic.

Subdivide & holdidle ...

urban land, encourages more subeliv. further aut

builders, but land spec.s.sale to

or

hena don't satisfy demandfor
fornot

Ultimate causes not clear? Remember, we focuson cumulative

Is always some original cause.

factors.



Bank credit based on it, balloons & bursts.

People employed bldg streets ete thatprove

get high inc.s for it, buygoods.

Immense cap. gains from lots. –buy goods.

buttheywe worthless- but



Mult. lends selfto wild abuses, ifused carelesly. For yes

wohn't use the word. But over time, criticism, distilled extence,

call Malt. nothinggood, imp. K&H good. What

Handy labelfor old phen, long described. But where in name,

I don't mind

Old days, AV. Now, the mult.

Gml phen,
boom & bust.

Run than bigo

phen, cincuirflow, itirflow, it describes, basic to understanding

one:

don't come onother

A inventories, run up.
Spec. in inv.s

Then, instead of rumg down, note

more boligs to
fo

enough.

now

up

more. Or, infing holdback cattle for breedigstock

larger volume ofbus, need
to invest in themthem- 27 casts lowhouse inv.s.I have hadd

Vvu d'

All same.

9

out incomes,those durables,When start on
but durables

pay
ifA dirables

produig mhtnight away,I long lag, Cales, takes resourcesoutof
scarcity of theminthismaking investorsproduce timingtoI demand foronfinished products, but don't A supply night

goods, to produce
them.Å

away. new factor, didn't have w. inventories.

Drive

supply is mostly fixed, slow to
? offinal goods. Esp. clinable goods,

change.
whore

Gives illusion of great permoment demand for houses, etc.
At higher P than mkt com permanenton pan.



Construction boom.
1090 A demandfor houses requires 100% 4production.

Add. acceleration: other ind.s, 10% A demand for finalproducts

callsfor 100 %A inv. in durable producer goods.-- maybe, ifno

& costs low enough, & mmpy
doesn't blockit.

capacity,

add that new

streets, etc.

streets etc.

Add

Add A pop

more

houses callfor

justify

Add specin in

most extreme

Add complementarity.
profitable, up

1.1.

businesses.

Add AM. Esp. extreme when land gets into from. "Liguid"

banks lendmit, to buyit. Sellers spend cap gains inc. for

.& puts
goods, or anything, As demonk --- &

banks outon limb.

new inventions:

Backlog builtup in previous deadpd.

demand for houses.

Add motpsych. K&Hgood. - thin ice. (Speaking ofwhich, someofyou studente

Spec.gains, signal to others, amateurs move into milets, buy anything,

to a pt.

lots,

then

new

opens

lots, callfor

canig to produce

new

all ec. activity

E.g.

opp.,

new subelivins, new

excess

others ca

vast excess.uns of

can use ^.̂ .,

comm.

makes other activi
activity

suppose town tooms, comffto

build



Ifever wonder why ecsts hesitate when someone asks

that listgives clue.when is next depress. coming,
So many unpredictablevbles.-..politicalmaneuvers, wars, weather, 14.

Infinitely complex. Don't expect goodpredict fromictions ec.sts.

aThose most concerned~ prechutz base preclictions mainly on /element.

bus. is, sht nun, is how
mobpaych. Main thingthat howgood bus. is, sht

good investors think bus will be. Bes invis gap is between costs &-not new.

current p, but antic. future p.

Successful spec. ourquesses
mob.

Outguess

guess
mot willguess

Success to him who

mob. & whatis mob erig todo .?

what mot willguess
mot will

recovery,
concept

Don't expect
in mkt, close to heart, pop.paych.

Ec -sts good for

Gurty: Keep M stable

some say

guess

( Notall, bigpart)

100 % predictions from anyone.

Keep P flexible, &costs.

Control land booms, excess subdivn.

Avoid taxes & restriction &

something else : recommend what to do.

we

hrnum.
Bestfenomenamentthere

costsA, to chokeinv. boom; &full,
regulator.bust. Automatic

mnmy

room for so much inv.is only
must wait until old cap. womnout.

idea that our

that chake i'mv. opp.
to have new

Malarkey. Static
a curse, not a

great productive power
need control, hi-way, housg,smag

develop subst.s for disappeaig

to end

ec. we

besig.

areplenty of things nat. res.s, etc.

flood control, inig.

Presides regular things--morefactories, schools,..etc...noend. Cheappower.

thought
(Hell's Congon) & then that makes more

we can't afford.

things



Hun't yet said why bigform stops.

Small boom, was that nate ofinv. went back to originallvel; (or,

people stopped ring to -Ac.b., & V fell.) Then cumulated.

Large boom, same: inv. opp. dry up.

satisfied. But costs nise

E.g.-what happens

union, push up wage.
Materials rise

hold to future.

Vacant

E.g.
So it ceases to

to constr.

materials,

Taxes on new blogs

nise.lot
stum areas,

ps
landp

ceases to be profitable

put together,

blogs nice

as spec., e.g. spec. timber holders, get to

Not bes saturated, wants all

Unions fix hi wage scale,

permitnew

to invest in those high

build house. --wd sellat loss.

chronically too hi to

seale, exclude non

our their profit.

squeezearigid

invis profit.

thinking better to

Choker off inv. opp.

* Maybe quite a pol when builders put up new houses at those

then find out com't.
hi costs thinking they

com sell

That scares investors

enough to allow

halts.
industry

blity.
cast naw

costs don't fall fast

Gloom sprada, quickly



toWhen themkt expected timber (wood on the hoog) prices

after cutting
stumpage, 1.e., net

of wood is

worn out .

I/ lower costs better xptn, etc, you plan
MediumSmall

soon

grow's you

5

come

cutting costs

hold fora time

op-r can setup

2.

Timber

mill, hold 10-20

then buyers expect to hold longer.
conyway. If price grows, due to A demand

to hold longer

yr supply, by which time will

When I demand ( lown cost) hits, firstoffout probly Acutts. But
psych. changes, & antic,of higher p rolls like wave intorolls like wave into future. Spec.s

bid for timber to hold. They refuse

advances. They hold lange blocks offinkt, pustig up p, ging
A demand enhami's expectations further.

to cut unless hi
P currents
up p, ging substance

to ansic. of
1.

4

com .

3

rise

cycle p.l

So first result is faster cutting. But then antic develops

of timber shortage. Timber, inframay, is held back for a rise.
Predictions of timber famine fill theair, conservationist sermons

faster.
Weak holders who wd. hv. cut now sell to string hands



These 'weak ' holders can cut today

future for lower cost.

timber an fast as they need it.
present value it them

As long

on some

all sides

ofit
rise, the slower is cuttis, & the

as

Hi stumpage encourages opinigp

Finally, demand stacks off.
all materials hu.

Timber is in strong!
materials, &sites.No Tales

buy up
stung

When rise expected,^spec. puts higher

suppo
Thegreater the

expection of
more cone. timber.

co.s.

P

at lower cost, & also cd cut in

to remain const, they

cam .

sone up.

Timber cyclep.2

new areas, develop's subs, etc.

Constr. has become his cost from
like lumber, so no sites, laber.

Credit stops.
Demand slacks off. But expectins, once raised, clon't chop quickly

are other nan
hanch, opt.& well-financed. So

Wo onyofthese, alone, can revive constr. much byfulls, anyway.Illmust

stop. Now

future, gradually deflat's prices until cam

as future antic. subside, p of timber falls

those who value it for what will brinof

operating

cam

3



a &b represent growth antic. of 2 holders,
a' & b' qat max. values ea. put

Thus

strong hands.
a

↓

outbids to when antic.

i, (gri)(gri) won't

J

annual costs e.g.

Prelim. to above: When rateof8
For individ.

p. & lo

won't cut.

land)

com

offuture

grow(This

sites. Sites yield steady income.
buyer his M back quickly.gets

or when future antur. hi, they

..v. relative advantag As

For students, timber makesa harder

When

rise.

Free

con

a is lo u.r. & hi cost.

Timber

Cycle,
p.3

Timber moves in to



The

Demonstrate principle algebraically, graphically, & verbelly, &numerically.

principle: When risis p of land a timber expected, it moves to lo 1. r.bidder
more than before. Show how this encourages corp. mergers.

I. Timber

a. Algebraically.
7

(Iti)" By

X₂ ofgeom. series is

P=

a

Iti = lti
(1 +i)²= 1+²i --
(1+i)" = 1 +ni

hold. I
cuttg.

one,

finomial th., (( ti)( 1+i) = 1 +2i+i
3 1+ 2i ti ti tzi(1 +i)³ =

(1 +i)" 1 + 4i + 6i ² + 4i3 + i4
arno

When AP antic., anyone

any

S =

surs =

=

In

first this
Very roughly, all but 20terms of binomial expancion

as it is some you

a tar

logger will make

a

ar
ara

long

ar

to whom Prata

as ŉ gets larger, i becomes more important (when add rest
of terms this become more true even) ( the later terms rep. compound int;Itni is just simple int.) ( so they are more than negligible)

more

tarn

Fn
(1+i)"

P.1

today than current stumpage.

you in future, lo 1.8.

My My

= It 3i + Siz

are

Fiz

> curentstumpage will

by selling to sucha one than by

as rate ofgrowth of 7 exceeds i, for

negligible

he'll pay more

Now why cloes it matter how far in future bestyn is? As longyr

prevails. It matters bes 7₂

some

among individs. Strong face w. may figure lower to, bes
differs

further fromits mill, ber staffalready overemployed, but expand



pretim ,
rough

buy upanyway,

they clise. at lower i.
out to timber for which they contic. lower Fr, besA

If antic. Were lower than shownlower than shown on graph, Pn wo fall, below Sc (stumpage,wd

current) ; & before that, below other dotted line, I timber wd. move

back to weaker fuced, for quicker cutting

Graph reps. a tree near the weak mill, which lacks for good wood, I

for from strong, oversupplied mill. (which only handles big, perfect logs,&

cuts fast w. bigcut, etc. Thus wastes much). shows how strong
bite

expands

into such lands.

Tumber

40
it

also has oversupply, so

yes

Now try to make a dim. ret. graph ofthis,

2

buys woodfor
hence from weak mill that wudluser

20yrs. kame

a dim. net. graph ofthis, as didfor land.

co.

Co. expands to MC = MP, so

pushesup p of stumpage, hi .... contracts.

--~=MP in future, incl. resaleto othersor use in new plants conjecturedMC, incl. int. &e. to opt.ye.
-Mc,purchaseprice oftree, po to att:

MP, in present yp,in presentplant, les xptn &c. assoc. costswhen
future looms up, to expands. This

MP infuture, optys., in presentplant



For students, begin w. simple idea. Say opt. yr

future (as the same for everyone).

simple Mustr.

I

1

puts

A

V= ing

(Tamn oflocum

simple idea. Say opt. yn ofcutt's moves to
Then lo i expends. Use

8.1

//
=/

Verbally :

As opt. yr of cuttg
more implace on i as n

Now the 2 together have lower i, move out I clevou more.
future,

Land.
sa

V= 9 +49 When Boxe du rises, infl.of i As.

Graph refers to tractof timber closer toB

tham A, which I wd hold ifjustfor presentuse,

lower xptn costs.

moves

grows larger.

t an i is more impini infutureyrs.(+i)*

Poor buyer must borrow at hi rate, pay int.from earrings, &pay
off loan in 5yrs. Can'tput much value on remotefuture.

Numerically : give figuresfrom face cables.

p.3

7I expands, finally takes over B. BusInItni...

(1+i)"

J

7
Itni ...

a∞
(1 +i)

+



TIT Stocks

Larger corp. can buy assets ofsmaller, when future higher.
corp.Easier than buy's title to assets is buy the smaller

for its shares than its holders think theycan pay more

bes of lowera₁
own stock

I.P.

p. 4

b, bes by enlangs, they enhance value of their

issue new shares, which mkt parys for. This

Also lets, bankers give selves some shares
promoters,

for services, no one notices, or minds so much, since sharesgoup.
Mergers are difficultdifficult - must determine what shares are worth

in terms ofea. other, decide who is to be fou , etc. So when mktlo,
not worth effort. But when hi, wellworth it, more often.

Or they merge, issue new

benefits shareholders.

They
are worth,

more



For my class , I drew 3 circle s , representing output of different
industries : ag , mfr . , retail . Let them all grow together , no
change of relative prices . But let them grow dispppp . , the growers
lose prices . And let one of them stop , the others are hurt .
Depression comes when one of them starts to shrink . The bi
shrinkers are the capital intensive production not that which
uses existing capital , but that which creates capital goods.
houses , utilities , etc. But this is too simply in barter
terms , depression comes because supply of houses etc. coming on
mkt . falls . But it happens , rather , on money end : the money
whicn producrs of cap . goods would have spent falls . Banks
ruined . Disorganization . Barriers to entering other industries .
That is depression .

omM
o



Qusfor students from Buch

p.192 Explain constr, of deviation from trendcure.

194 Whatfluctuates must

195 constr. cycle is majorone.
196-1 Describe various theories

Mon : Frint Began acc. prine.



B&C"PART TIL
Income, Unemployment, & Inflation

Chap.8 : & Instabilityf

I That isn'tquite thenightword. It's periods ofstagnation,
resources, unemploymentdisorganization, lack ofopp, waste of resou

constant or "unstable: China had "stability"! )

Depression us inflation (but they cango together)

( Movementofgoods det.by movementof inv.

growink, key.)

losses, etc)

Production fell; he ests. in '30s it cd. have bu #higher tham

was,given fullempl.
(N.?. doubtlessfellmore than output,

Bus. debtors

( Munis. taxpayers ?)
Some creditors

inv.... in money. Flowof

Losses uneventy spread, so some hit awfullyhard.

The unemployed, exp in certain inductives (durnables)

Farmers, exp. w. debts ( how about defters

" leverage" corps)

corp.

whether

as cap gains changed to

1.e.stockholdersin

Total nat. wealth less them wel, havebn.
shifted from debtors to crectitors. (Notnee

poor to nich)
from



7 .

Cycles.

Not Whythmic,

7 luctuations better

Outline general

as

Must explain

Can't explain in detail some

imp. basic factors.

Top,
finance xactions.

Begim when I lowenough to letit. AMV, Aino. opp.

Upswing, cumulative.

Downswing,

K &Hsay.

MV falls.

Start, upswing, upper turnight, downswing.

so complex, fun min.few But
mething

P fall,

AP esp., spec., Morained into it, not available to

Land boom, stock boom. Declineofcomm. loan.

im. opp.Hi costs chokeoff
Land & stock collapse, - AM, -AV

-Aimr.

Inv.
opp → AM → AV, etc.

not-fast enough. Some even rise -- n.^. nates,
p₂ aopp.. → -A.A., → AP land,timber.

Throw inv. on mkt for cash, supply doesn't create demand.



1. Acceleration:people build in antic.,from current Ademand.
most basic. To understand, note first, most c.b. heldby businessmen.

2. Multiplien: 17 doesnot comefrom -AC, butis not new
Think of 2poolsof
cash, big Ismall,
vble & dependent.

spendig. If
new

Mis
offset bythesongofothers, cincular flow ofnot

until

assets (for

new ssav. does offretoffret -- effectof4.

Recognize this as trig to -Ac.b. trig to A other

Can't - Ac.b.
one does not try to -Ac.b. by throing M away).

bus M comes back faster when spend faster.
same idea, other view: can't A inventories, dd. enterprisers in

gmrl, if trying to do so makes customers buy faster.

Thus,
A spending.

are

to new spendsofsome ... enterprisers Aig stacks

fuster,

inventories.

So M turnover- hence Mincomes- increase faster &faster

until someone willing to hold the M.

basis of desires to 4 inventory, geta cumulativeon

Then, after rate of

APor AT.

Investment

They -Aspending.
reduce inventories.
stop decrease.

same as

Then,"a"Centerprisers,#.&

higher for a while, fill up

specs, have filled up

to reduce rate ofinv. to formerready
cons.,

-Aspending. But that reduces incomes,coso

& so on,

former level.
inventories,

"they fail to

until -AP & -AT, or A inv. opp.



Cycle.

choke off. Moves into spec

cumulates - fora while, causes premature subdion, then that, too,

collapres.

Top: inv.

Effectof

opp.

alum. co.s.

Boom : accumulating cap., speculatively, overds it, basis ofcurrentP.

Bust : living off. cap. ConvertigConvertig assets to cash, dumping goods forit, as creditdzies

up. That lowers selligp w/o lowering cost, reduces investor's spread.

Construction cycle, most extreme (&subdivin) Revolves around behavior

ofland P.

Infli pay

er : lowerwar :

chokes

mapy

P. controls on mapsts.

debts, makes better inv.

off

opp.,

more,

restrictions. Open upunions. New

Patents shared. A postuan inv.
borrowers free of debr.

Smallest is inventory boom-bust. just spee.

Big
"burin landthecap.is supposed tofunctify.

is constr., & land subdirn, – then, munic, bonds based,not on

toomuchradeNolimit. Biggest,booms. Spee.holdsoftoohi,

Start with Ag inventories. Add cumulativefactors: bunker,
cap.1 ger

in

term. 1819, 1836, 1851, '73, 193, 1929 thesame: A bankM basedonspec.l.v. brought

crash.

Policy of -AP in clepress.–good from I view. But doubles debt

So once in sucha mess,
burdens. Bemkrupts. Destroys M.. your in

out. Moral: don't do it again .hv., no easy wayM based on spec.



Boom, mergers, mopics, holdupp, stinul excess practs forbust.

J

Top ofboom.
1.R. very

Hum To Wo enterpriser, 1.1. &rawmat very, hi.
16Inv. based on anticipations.

hi to borrowers, nisk As, Mpours into spee-n inequities.

spec.n makes seem correct when basic demand won't make so.
Boom often basedon exploitig investors

then takes yrs to

they allow hi returns to all others, proveultimately

bing others down, even then hand to restore investor confidence.to lose out.

(During xclepr, backlogofnew inv-us accumulates.] We are herd animals,
at warmesmany, great of

madness, follow leaders, etc.Themore durable theproduct, themore variation.

all schools stress investment.

Inv. setoflikethumb &fingers.

Hist: Tulip bubble.

U.S.

1720

wherever commercial. Ind. ec.

•producefor unknown mkt days oryrshence.
Don'tknowfor yes if

1819 etc.

low wages,
limits, & pd. of gestation

Forecasting

Bes forecasts

mobpaych.

7₁. Miss &Eng 5. Sea bubbles.

One thing all have in common.

not

correct ---esp when

taken over.

makesit wholestoryinge•Pigon

Goldprdern, psych,""Sunspot, birthhates, innovations, oversaving due to

misinn. that doesn't causepooleta, bankspectration reacher res.

Saturate inv. opp

stop, maybe repay some, the notnee.

mas

Inv. opp

make new opp.

cumulative, asp.w.

errors involved. Why can't exists.forecast, correct?

figung what otherswillforecast, ...a psych.problemof

productively, but borrowers cai'r borrow more,must

A'Mstops. Cd.leveloffburdocon's.


