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INTRODUCTION

The Council of Economic Advisers, created in 1946 by
Section 4 of the Employment Act of 1946, has now functioned
for 10 years., This is not a great length of time for the
Council to prove its worth considering the complete lack of
precedents along the new road 1t must travel. The following
pages will attempt to review and sappraise its work and from
this arrive at a conclusion as to the value of the Council's
work in the first decade of its existence.

Chapter I deals with the Employment Act itself, while
Chapter II sets forth the economic philosophy of sustained
employment as contained in the 1946 to 1949 reports of the

Council.

Chapter III, covering the immediate postwar years
1946, 1947 and 1948, first gives a summary of the economic
situation of this period, then a summary of the recommenda-
tions the Council makes to cover the situation, and ends
with appraisals and criticisms of the Council's reports.

The recession year 1949, the 1950-1952 Korean War
period, and the 1953-1955 period of the new administration

are dealt with in a similar way in Chapters IV, V and VI

respectively.

From a2ll this, conclusions are finally drawn as to

the importance and value of the work of the Council of

Economlc Advisers.

UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES
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CHAPTER I
THE EMPLOYMENT ACT

The declaration of policy in the Employment Act of
1946 marks an important step in the evolution of democratic
government as well as a new venture in the field of econo-
mics,

This policy is laid down in Section 2 of the Act and
is as follows:

Sec. 2. The Congress hereby declares that it is
the continuing policy and responsibility of the
Federal Government to use all practicable means
consistent with its needs and obligations and

other essential considerations of national policy,
with the assistance and cooperation of industry,
agriculture, labor, and State and local govern-
ments, to co-ordinate and utilize all its plans,
functions, and resources for the purpose of creating
and maintaining, in a manner calculated to foster
and promote free competitive enterprise and the
general welfare, conditions under which there will
be afforded useful employment opportunities, in-
cluding self-employment for those able, willing,
and seeking to work, and to promote maximum employ-
ment, production, and purchasing power.

Nourse has pointed out that the wording of this
section of the Employment Act of 1946--its declaration of
policy--is notoriously vague, and there i1s, even today,
after ten years of operation, widespread disagreement as
to whether or not it is really a full employment law or
even what course of action a full employment policy would

entail for goverrnment or require from the business commu-

UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES
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nity (1). President Eisenhower, on the other hand, gives
full approvel to this section of the Act when he states:

+.s.ethe objectives of the Employment Act have
afforded sound guidance in furthering economic growth
and stability. It rightly establishes as the policy
and responsibility of the Federal Government the
promotion of maximum employment, production and
purchasing power, It rightly enjoins us, further-
more, to pursue these goals by means that will foster
and promote free competitive enterprise and the
general welfare (2).

Under Section 4 of the Act there 1s created in the
Executive Office of the President the Council of Economic
Advisers composed of three highly qualified economists whose

duties are set forth in Section 4 s.s. (¢) and (d) of the

Act as follows:

(c¢) It shall be the duty and function of the Council -
(1) to assist and advise the President in the
preparation of the Economic Report:

(2) to gather timely and authoritative informa-
tion concerning economic developments and eco-
nomic trends, both current and prospective, to
analyze and interpret such information in the
light of the policy declared in section 2 for

the purpose of determining whether such develop-
ments and trends are interfering, or are likely
to interfere, with the achievement of such policy,
and to compile, and submit to the President,
studies relating to such developments and trends;

(1) "Defining Our Employment Goal Under the 1946 Act"
by Edwin G. Nourse, The Review of Economics and Statistics,

Vol. XXXVIII, No.2, lay 1956, p. 193.

(2) "The Employment Act Past and Future, A Tenth
Anniversary Symposium", edited by Gerhard Colm, published
as Special Report No., 41 by the National Planning Associa-

tion, Washington, D.C., February 1956, p. IX.

UNIVERSITY OF OTTAWA .. 5CHOOL OF GRADUATE STUDIES
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(3) to appraise the various programs and acti-
vities of the PFederal Government in the light
of the policy declared in section 2 for the
purpose of determining the extent to which
such programs and activities are contributing,
and the extent to which they are not contri-
buting, to the achievement of such policy,

and to make recommendations to the President
with respect thereto;

(4) to develop and recommend to the President
national economic policies to foster and pro-
mote free competitive enterprise, to avoid
economic fluctuations or to diminish the
effects thereof, and to maintain employment,
production, and purchasing power;

(5) to make and furnish such studies, reports
thereon, and recommendations with respect to
matters of Federal economic policy and legisla-
tion as the President may request.

(d) The Council shall make an annual report to the
President in December of each year,

Thus the Employment Act of 1946 has set up the
Council of Economic Advisers as an arm of the Executive
Office, without any administrative powers or responsibili-
ties but purely as a consultive and advisory agency designed
to serve as a continuous agency of counsel to the President
on the professional plane in regard to administrative deci-
sions as well as his approval or veto of legislative propo-
sals.

As Paul J. Strayer (3) has stated, although appoint-
ment to the Council is made by the President with the ad-

vice and consent of the Senate, the immediate impact of the

(3) "Stabilizing the Economy: The Employment Act of
1946 in Operation" by Paul J. Strayer, The American Economic

Review, Vol. XL, No.2, May 1950, p. 145,

UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES
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Council will be determined, largely, by the extent to which
the President accepts or rejects its advice. Assuming that
the President accepts its advice there is still no provision
in the Act for translating it automatically into an action
Program because no new authority was granted to either the
Presi dent or the Council under the Act. Congress still
reserves the right to act or not to act on any of the Pre-
sident's recommendations. The discretionary authority of
the President has not been increased. In fulfilling its
functions, therefore, the Council must consider the poli-
tical acceptability of its stabilization recommendations.
This does not mean that it must follow a policy of political
expediency, however great the temptation to do this may be.
It does mean that the job of achieving the goal set forth
in the Act is much more difficult than generally recognized
by economists who choose to ignore the political and adminis-
trative aspects of the problem. If the President chooses
to ignore the advice of the Council, its influence will be
negligible; or if the Congress wishes to ignore the advice
of the President, little can be accomplished in the short
run.

The President is required under Section 3 (a) to
trensmit to Congress at the beginning of each regular ses-
sion an economic report

setting forth (1) the levels of employment, pro-

UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES
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duction, and purchasing power obtaining in the
United States and such levels needed to carry

out the policy declared in section 2; (2) cur-
rent and foreseeable trends in the levels of
employment, production, and purchasing power;

(3) a review of the economic program of the
Federal Government and a review of economic con-
ditions affecting employment in the United States
or any considerable portion thereof during the
preceding year and of the ir effect upon employment,
production, and purchasing power; and

(4) a program for carrying out the policy declared
in section 2, together with such recommendations
for legislation as he may deem necessary or
desirsable.

It is not expected that the President, in his Report
to Congress, will merely reflect the recommendations and
conclusions of the Economic Council because his decisions
and policies are shaped by the most varied political and
social as well as economic influences and considerations.

It is expected that he will use, as he deems wise, such
economic analyses, apmr aisals, conclusions and recommenda-
tions prepared for him by the Economic Council.

It is unfortunate that the Act does not include a
definition section that would give the President, his advi-
sers, or the public a rule for determining what is a job or
a job opportunity or who constitute the labor force for pur-
poses of employment policy-making--the two benchmarks neces-
sary for establishing the fact of an unemployment "gap" that
should initiate, guide, and scale government action.

It is, of course, true that the enaction of this

bill into law represents only a declaration of policy by

UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES
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the government. Any future Congress could repeal the Act
and establish a new policy. However, as Hansen (4) pointed
out, as long as this Act is on the statute books, the decla-
ration of policy stands, and it may be expected to give
direction to governmental policies with respect to stability
and full employment.

The Act is essentially a planning measure. It places
a specific responsibility upon the President and upon the
Congress., It commits the govermment to a periodical and
continuous assessment of the employment situation. The pro-
cedures outlined in the Act assure that the govermment will
continually take the pulse and temperature, so to speak, of
the economy in order to measure how well its policies are
succeeding in achieving one of its primary responsibilities,
Thus the elected Government currently responsible for the
conduct of national affairs must continually face up with
the unemployment problem. The procedures provided in the
Act would focus the eyes of the nation continuously on goals
of economic progress and stability, on rising living stan-
dards, and on growth in real national income as rapidly as

productivity and high level of employment permit.

(4) "Economic Policy and Full Employment" by H. A,
Hansen, McGraw-Hill, New York, 1947, p., 187.

UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES
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Economic Planning in Other Countries

The Council of Economic Advisers differs from its
counterparts in other countries in that it is a formal organ-
ization set up under an Act which outlines its powers and its
duties.

In Britain (5) the economic planning machinery since
1947 consists of (1) the Cabinet, (2) the Chancellor of the
Exchequer who, since November 13, 1947, combines with that
office the functions and responsibilities of the former
Minister of Economic Affairs, (3) the Central Economic Plan-
ning Staff, and (4) the Department of State with the relevant
Inter-Departmental Committees and Working Parties.

The Central Economic Planning Staff came into being
in May, 1947. ©Some of its members are permanent Government
officials, others are economists and statisticians recruilted
from universities. Its function is to initiate thought and
acfigp on general economic matters of vital importance to
the nation and to co-ordinate the use of economic resources.,
Its field of activity is displayed in the annual Economic
Survey, which is at once a report on the whole economy and
a programme for action in the coming year,

In the Scandinavian countries ministers and senior

civil servants meet informally not only to initiate thought

(5) “"Economic Planning", Central Office of Inform-
ation Bulletin, London, October 9, 1948.

UNIVERSITY OF OTTAWA .. SCHOOL OF GRADUATE STUDIES
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and action on general economic matters but also to blueprint
legislation to carry these ideas into effect. Therefor they
differ from the set up of the Council of Economic Advisers

not only in organization but also in duties and powers.

Appraisals of the Employment Act of 1946

The ten years in which the Employment Act of 1946
has been in operation have given us some experience for
appraising the successes and shortcomings of its policies
and objectives. While there has been some adverse criticism,
the general consensus of opinion is that the policies of the
Act have been successful and the objectives are being
achieved.

Former President Truman, in expressing his gproval
of the Act he signed ten years before, says:

There is almost no other piece of domestic legis-
lation enacted while I was President to which I
would attach equal significance. This legislation
proclaimed a new responsibility of government;
namely, the promotion of conditions for employment
opportunities for those able, willing and seeking
to work... (6)

The opinion of labor is expressed by Walter P,

Reuther, President, United Automobile Workers, who believes

that the Employment Act is the "most important legislative

(6) "The Employment Act Past and Future, A Tenth
Anniversary Symposium", edited by Gerhard Colm, published
as Special Report No. 41 by the National Planning Associa-
tion, Washington, D.C., February 1956, pp. X, XI.

UNIVERSITY OF OTTAWA .. SCHOOL OF GRADUATE STUDIES
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achievement in the field of domestic economic policy adopted
by this nation in the past 15 years (7). He sums up his
appraisal:

Despite inadequacies of the Employment Act and
gaps in its implementations, it stands as a monu-
ment to the assumption by democratic government
of its responsibilities for the economic well-
being of the nation.

The opinion of business is ably expressed by Herman
W, Steinkraus, President, Bridgeport Brass Company, and
former president of the U.S. Chamber of Commerce, when he

states:

The existence of the Act has strengthened our
economy during the last decade. Because of the
exi stence of the Employment Act I look with
greater confidence into the future of free compe-
titive enterprise.

Business investments have become steadler because
of the existence of a Government stabilization
policy, and a Govermnment stabilization policy has
become more manageable because of steadier busi-
ness investments (8).

(7) Ipbid., pp. 58, 61,
(8) Ibid., pp. 52, 53.

UNIVERSITY OF OTTAWA . 5CHOOL OF GRADUATE STUDIES
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CHAPTER II

THE ECONOMIC PHILOSOPHY OF SUSTAINED EMPLOYMENT

In its first annual report to the President in
December 1946, the Council of Economic Advisers set forth
their economic philosophy of sustained employment. Econo-
mists, and others, who now and in past generations have given
an increasing amount of attention to the ups and downs in
employment, business activity, and market demand have come
up with three main theories for the achievement of maximum
employment, production and purchasing power. These three
theories are (a) laissez faire, (b) external remedy, and
(¢) mutual adjustment. The following is a summary of the
Councils' understanding of these three theories as set forth
in its First Annual Report to the President.

The Theory of Laissez Faire., - Early thinking about

the general upswings and downswings of business was essen-
tially fatallstic in character. The business cycle is ac-
cepted by those who uphold this theory, as being a result
produced by causes deeply rooted 1in physical nature or in
fundamental human behaviour and following an intricate pat-
tern of short-, medium=-, and long-time swings which, though
rhythmic in character, are never precise as to timing and

magnitude. Supporters of this theory think essentially

in termg of mechanical relationships and automatic

UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES
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ad justments rather than in terms of human institutions that
can be modified by intelligent action, and human behaviour
that can be changed by wise leadership.

The real danger in this type of thinking lies in the
fact that once a businessman is convinced that a recession
is coming at a certain time he will take the necessary steps
to protect himself such as (a) reducing his inventory by
cutting down on his purchases, thus reducing employment at
the factories; (b) reducing staff and cutting wages, thus
further reducing employment and, therefore, consumption and
demand; (c¢) trying to convert his current assets, i.e.
accounts recelvable, notes receivable, inventories, etc. into
cash to hoard, thus reducing loanable funds and credit; etc..
Thus, when a majority of businessmen become convinced that
a recession is about to take place their combined actiouns,
in trying to save themselves, will bring about the very
depression they fear, so that the theory itself becomes the
engine of its own verification.

The laissez-faire theory does not consider it possiblyd
practicable, or even advisable to attempt to taxe any con-
scious action to avoid or even mitigate the swings of the
business cycle and, therefore, since nothing can be done
about it, businessmen should adapt their operations to it or

exploit it for individual profit.

UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES
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There is no room for such fatalism in the practical
economics of to-day.

The Doctrine of an External Remedy. - According to thig

doctrine the essential phenomenon of a business depression
is a too restricted volume of purchasing power being turned
into the system, especially in the field of capital expendi-
tures. The remedy for this lack of purchasing power is for
the central government to measure or determine the amount

of this deficiency and inject the sppropriate amount of the
purchasing medium to restore the nation's business to a sa-
tisfactory level. In other words, government monetary and

fiscal policies are the panacea for all our economic diffi-

culties.

There is undeniable logic in the suggestion that go-
vernment spending can be substituted for private spending
and certainly monetary and fiscal policies are two of the
most important fields of action in promoting maximum employ-
ment, production and purchasing power but this simple remedy
fails to take into consideration the complexity of our
economic system i.e. the countless specific price-wage-
profit relationships that are body and soul of the nations'
economic life,

Jobs and markets depend on very specific wage-price-

cost relationship and not on purchasing power in general.

UNIVERSITY OF OTTAWA .- SCHOOL OF GRADUATE STUDIES
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If labour is pricing itself out of jobs or manufacturers
and farmers are pricing themselves out of a market, or capi-
tal is pricing itself out of investment, the basic remedy
should correct each of these specific situations, not inject
some aggregate purchasing power in a dose or doses measured
in size to exactly offset an estimated decline in employmenq
If certain industries are suffering set-backs, or if eco-
nomic development in certain regions of the country is lag-
ging, or if consumers are bidding up prices for scarce
goods, a regulation of purchasing power in general by fiscal
measures will not help. We cannot assume that deficiency
of demand in one particular area or of one particular cha-

racter can be made up just by adding purchasing power in

general, e.g. a decrease in general taxes will not necessa-
rily correct an insufficiency of demand for houses. |

In placing sole reliance on actions external to the
markets and the bargaining tables where investment, output,
prices and wages are determined, this doctrine fails to
marshal the abilities of individuals and leaders of groups
in the world of affairs, where many of the causes of depres-
sion originate, to aid in maintaining maximum employment,
production, and purchasing power by wise and statesmanlike
decisions 1n theilr conduct of affairs.

Therefore, this doctrine is rejected as a cure-all,

but monetary and fiscal policies remain among the most

UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES
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useful tools of the central government in its effort to pro-

mote maximum employment, production and purchasing power.

The Doctrine of Mutual Adjustment. - This doctrine re-

jects both the extremes of laissez-faire and external remedy.
The two underlying principles of this doctrine are:
(1) the specific price-wage-profit-investment-disburse-
ment relationships must be adjusted at the points where
business is actually done, markets found, and jobs created;
and (2) not all economic functions should be or ever have
been performed entirely by private enterprise, and it is
essential that those parts of national business that we find
1t convenient or necessary to perform by the government or
by public enterprises be as soundly conceived, as flexibly
modified in the light of changing conditions, and as effi-
ciently operated as our knowledge of managerial principles

and economic forces will permit.

Broad Concepts Laid Down by the Employment Act (1). -

While no details are set forth in the Employment Act of
1946 as to how its objectives are to be achieved it does
include some broad concepts of national economic life. It
states clearly that the objectives of maximum employment,

production, and purchasing power are ""a continuing policy

(1) "The Employment Act of 1946", Section 2.

UNIVERSITY OF OTTAWA .. SCHOOL OF GRADUATE STUDIES



UNIVERSITE DOTTAWA -~ ECOLE DES GRADUES

ECONOMIC PHILOSOPHY OF SUSTAINED EMPLOYMENT 15

and responsibility of the Federal Government" and are to be
pursued in ways "calculated to foster and promote free com-
petitive enterprise and the general welfare." There is no
intention to create jobs artificially but "to create and
maintain conditions under which there will be afforded use-
ful employment opportunities including self-employment for
all those able, willing, and seeking to work." It enuncia-
tes the sustained full utilization of productive resources
in peacetime that was demonstrated during the war but withou
the legal controls that were necessary during the war., When
the Act advises the Council to pursue its studies and make
its recommendations "with the assistance and co-operation
of industry, agriculture, labor, and state and local govern-
ments," it sets the stage for a realistic understanding and
a workable, efficient organization of private and public

business activity.
EXPLANATIONS AND DEFINITIONS OF TERMS USED

1. Maximum Employment, Production, and Purchasing Power.

The framers of the Employment Act of 1946 used the
term "maximum employment" rather than "full employment"
because, in a democracy, full employment is an unattainable
ideal. As long as men are free to seek employment, there
will always be frictional, seasonal and voluntary unemploy-

ment, But maximum employment, on which maximum purchasing

UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES
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power depends, can be achieved in a rich economy or in a
poor economy, in a static economy or in a dynamic growing
economy. The full employment of countries having low levels
of production, where everyone works long hours with feeble
tools to eke out a mere living, is not what is sought., It is
only by maximum production, using the most efficient methods,
that an economy can translate its resources and skills into
the highest standards of living attainable at any particular
stage of economic development, Therefore, maximum produc-
tion, rather than maximum employment or maximum purchasing
power, is the key to the problem.

When the Employment Act sets up an objective of maximug
production, it is not reasonable to interpret that phrase as
meaning the very largest total mass of goods and services
that could be turned out for consumption during a given year
by lengthening the working day and drawing upon the labour
of children, women and old people. Rather, it must mean that
volume of production which the people of a country, when
given an opportunity to apply their labour whenever they see
£it and under efficient conditions of employment, will want
to turn out before they prefer to turn their time to the
enjoyment of leisure.

Furthermore ™maximum production" does not mean the

greatest volume of goods that can be turned out today regard

less of how that will effect our future but, rather, it

UNIVERSITY OF OTTAWA .. SCHOOL OF GRADUATE STUDIES
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implies that the scale of production shall be adjusted to a
reasonably long-time perspective for the conservation of

resources, enlargement of capital, training of workers and
research and experimental work necessary for the systematic
improvement of technology. Let us look at maximum productio

more closely from these several angles,

Development of Resources. - Some natural resources,

€.g. minerals, are irreplaceable while others, such as
forests, can, by wise management and reforestation, be de-
veloped into permanent self-reproducing resources. But the
yield from all natural resources can be tremendously increas
by wise and scientific conservation and development. Soil
conservation and development by the proper use of each type
of soil, proper crop rotation, the correct application of
manure and fertilizers and the correct methods of cultiva-
tion will not only preserve but increase the fertility and
yield. The proper use and development of water resources
for irrigation, flood control, navigation, and better re-
creation will bring lasting economic benefits to all. The
development of ore reserves and the complete utilization of
all the ore rather than skimming off the richest part, will
greatly extend the life and yield of our mineral resources.

Enlargement of Capital. - Froductivity in a modern

industrial and scientific age depends as much on adequate

supplies of capital or working equipment as it does on laboulr

§
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effort and availability of natural resources. Without the
previous capital formation in the form of machinery and ins-
truments many natural resources would be unattainable and
many of the things in every-day use impossible. The central
problem is how to strike the best working balance between
(a) current consumption, (b) wise conservation and develop-
ment of resources, and (c) capital formation and technologic
progress,

The Labour Aspect. - The ideas of working people, as

to the conditions under which they will work, and the labour
practices that follow from them seriously affect the "maxi-
munm'" to which production will attain even if adequate
working plant and natural resources are available. Public
sentiment has progressively curtailed the labour force by
restricting child labour and by the earlier retirement of
older workers. On the other hand, the labour force has been
systematically expanded by developing opportunities for the
efficient use of women's labour and the better utilization
of the physically handicapped.

Due to better physical development, better education,
better understanding of proper selection and placement,
better training and supervision on the job as well as greate
attention to safety, lighting, working conditions and
morale, the basic conditions for labour productivity have

been greatly enhanced, the demands on physical fitness have

r
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become less exacting, and the "deadline of 40", characteris-
tic of the early machine age, has disappeared, Under modern
conditions, workers can continue to much greater ages and
enjoy the security of much better financial provision after
retirement.

Productivity per hour's work has also increased due
to the shortening of the working day, but the disinclina-
tion of workers to accept overtime has raised the amount of
capital necessary to bring plant and equipment to the ade-
guate level. The latest trend has been the demand for
greater continuity of employment and the guarantee for year-

round employment.

2. Free Enterprise.

The work of the council 1s carried on in an atmosphere
of free enterprise that is strongly opposed to a planned
economy and, therefore, the policies and recommendations of
the council must be conditioned by the social and political
environment as well as by the range of economic knowledge.

But "free enterprise" has never been completely free
of government policies and regulations. Our understanding
of the term allows such things as protective tariffs, fi-
nancial aid in promoting the development of transportation
facilities and regional development, the operation of the

post office and public utilities, the imposition of taxes,
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the control of banking activities, the regulations of cre-
dit, regulations concerning such semi-monopolies as the
Stock Exchange and meat packing plants, etc. The very
existence of the Economic Council indicates that the Employ-
ment Act of 1946 contemplates much greater government activ]

in the control of the economy.

3. Competitive Enterprise.

The American definition of a competitive economic
system, as drawn from national policies, falls far short of
the theoretical standard of completely free and unfettered
competi tion. The classical doctrine of the Sherman Anti-
Trust Act of 1890, that in a free enterprise economy the

effect of competition not only assures fair prices but

ty

spurs the individual enterpriser to expand his operations !

and enlarge his production, has yielded to a policy of
"ethical competition". Accompanying this change, and pro-
bably one of the causes of the change, was a change in the
structure of American business. In 1890 the nation's busi-
ness was carried on by a huge number of small business or-
ganizations, each controlling only an insignificant part of
the total market and, therefore, providing a proper setting
for competitive enterprise. Since 1890 many large business
and some huge business and industrial giants have been
created, some controlling as much as 40 per cent of the

total market. Completely free competition under this
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set-up is not possible,

4, The Labour Contract.

Except in a national emergency and aside from legisla-
tion directed against substandard wages and working condi-
tions, the Employment Act clearly imposes the limitation

that the fixing of the terms of the labour contract shall

in general be left to the voluntary action of management and

labour. Thus the corporate manager and the labour leader
make choices which permit the economy to continue to flouris
or which accelerate its decline and, no matter how deeply

concerned each may be over the economic breakdown caused by
major strikes in critical industries, both labour and mana-

gement have been firm in their opposition to any plan to

h

have the terms of the labour contract fixed by some official

authority when collective bargaining has collapsed. E

5. Reconciling Economic and Social Objectives.

Since the Employment Act is an endeavour in political
science no less than in economics, the whole range of ques-
tions touching why economic man acts as he does falls
within the scope of the council's study. While it should
and does strive for the highest degree of objectivity ob-
tainable by economists in the public service it cannot
neglect programs which have become a settled part of nation
policy. A nation has many objectives and social and poli-

tical programs to which popular voice has assigned supreme
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importance and which cannot be set aside in order to simplify
the making of purely economic policies. Therefore, it is
necessary for the council to devise those economic policies
which will be effective and at the same time permit other
programs to move forward. This can only be done by compri-

mise to effect overall reconcilement.

6. Limitations of Economic Science.

The wheole philosophy of the Employment Act is that it
is possible to devise and follow policies, geared to changing
business conditions, which will serve constantly to check the
excess or defiency at any one of the many points which might
snowball into either explosive boom or paralyzing depression|

Because economics is a social, not a natural, science,
its basic laws "express themselves through the inadequately
informed, whimsical and often perverse behaviour of millions
of human individuals" (2). Economists, therefore, must not
only know the basic principles, but they must also know how
to apply these principles reasonably to the realities of
human behaviour within the setting of legal institutions,
accepted policies and existing circumstances. Under these
conditions, it is inevitable that even the best-trained eco-
nomists and the most able business and labour executives

disagree in some measure as to how masses of free, but not

(2) "Third Annual Report to the President", by the
Council of Economic Advisers, December 1948, p. 28.
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always enlightened consumers and producers will respond to
economic forces and incentives.

The principal limitations are imposed by the fact that
no collection of data can comprehend the enormous variety of
economic relationships and no techniques of analysis can
forecast with assurance the actions and reactions of a free
people. Another difficulty is the lack of criteria by which
to determine the relationships among prices, wages, and pro-
fits which are workable, 1in the sense that they contribute
in the largest possible degree to economic stability.

However, most of the differences among economists are
not due to the absence of any useful body of princirles but,
rather, to differences in view as to the state of present
and prospective facts to which the principles are being
applied, and to differences as to what institutional situa-
tions and public policies should be taken for granted. Each
of several conflicting rules of economic conduct may operate
in a given economic environment, and what seems to be a
difference between economlists who comment upon a subject

may only mean that each 1s looking at a different segment.

7. Political Democracy and the Employment Act.

Experience under the Employment Act of 1946 has shown
up many practical difficulties which lie between the initiaj
tion of a national economic policy and the adoption of that

policy by the Congress. Since it is the right and obligati¢n
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of every citizen in a free democracy to express his judg-
ment upon all proposals related to government action, and
endeavour through his ballot to make it effective, the ford
mation of special interest groups, the struggles and trades
among economic blocs, and political log-rolling on the
gravest matters of economic well-being are inevitable., It
is the task of the Council of Economic Advisers to furnish
the professional staffing to enable the President to have
national economic issues studied on an integrated basis
above, but not oblivious to, the play of legitimate group

interests.

8. Government, Business, and the Council.

In the last century the philosophic base was laid for
the extremist doctrines that free government and free enter-
prise are irreconcilable and that one or the other would
have to give way under the impact of industrial concentra-
tion, disparate wealth and popular communication. These
extremist doctrines have been adopted in many countries,
but the atmosphere in which the council works is that of a
free government and free enterprise where moderation and
ad justment, rather than authority and force, must be used
and, therefors, the following trends in the government's
attitude towards business cannot be ignored by the council:

(a) The doctrine of secular stagnation has been

replaced by the idea of continuous growth.
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(b) Efforts to promote expansion of the total produc-
tion and income of theeconomy are more significant than mea-
sures to redistribute the current product.

(¢) The flow of income to different parts of the eco-
nomy is an economic no less than a social problem and the
nub of the problem is to provide sufficient funds and incen-
tives for the growth of productive facilities which fully
absorb our technology and manpower, while promoting suffi-
cient flow of income to ultimate consumers to clear the mar-
kets of goods and thus avoid periodic overproduction,

(d) The government, while still preventing any one
group from taking unfair advantage of another, must center
its national economic policy mainly upon the basic inter-
dependence of the long-range interests of various groups,
i.e., the things which unite the various economic groups are
infinitely more important than those which divide.

(e} While a modern economy requires "blg business",
the antitrust policy, directed against excessive carteliza-
tion should not be¥g vitiated or abandoned but, rather, smal
businesses, in fact, all businesses, should be protected
from any predatory practices by its neighbors.

(f) The fiscal, credit, monetary and other facilita-
tive operations by which the government may promote an en-
vironment conducive to business expansion are at least

as important as the mere traditional watchdog functions.

1
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(g) While specific controls are necessary in emergen-
cies such as war, in peacetime they are not the answer to
economic stability and growth,.

(h) The purely "compensatory" theory has been replaced
with the idea that while compensatory public action may stilfl
be necessary, chief reliance should be placed on the govern-
ment creating a climate favourable to business and depending
primarily on private investment to fill the gap.

There have also been very significant trends in the
attitude of business toward govermment. The war effort
brought a very large number of business men in contact with
or into the public service and gave them an opportunity to

observe at close range the operations of the whole economy,

the interdependence of its parts, and the common problems

{
of all, and has brought about a realization of the immense

influence of public policy upon the economy. This has brought
about a change in the business outlook from the earlier
notion that government should just let business alone, to
the prevalent view that government should adopt policies
which create a favorable environment for business.

This experience of business men in the public service
has caused two other important trends in the attitude of
business men. Firstly, recognition of the complexity of
the modern economy has made a majority of business men dis-

trustful of mere slogans or shibboleths as a guide to the
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relationship between enterprise and government and has broug
them to the more pragmatic view that certain functions per-
formed by government may be more consistent with the practi-
cal welfare of free enterprise, both management and labour,
than excessive efforts by private business to perform those
functions. Secondly, the greater understanding of the
whole economy, obtained by so many business men in their
close association with governmment has brought about the
realization that great instability in the economy can be
avoided and another depression must be avoided.

For the future, the Council has made some general re-

commendations for both govermment and business:

(a) There is a need for greater harmony and consist-
ency samong those outstanding government programs
which affect the whole economy, i.e., there is re-
quired a unifying framework within which each sepa-
rate economic policy may be tested against its
effect upon the general economy. Whatever the scopd
or extent of govermment programs, there should be
applied to them those principles of consistency and
harmony that apply to any undertaking of business
as well as government.

(b) Government policy should become more stable, i.e.
government should stop planning for only 12 to 18

months ahead but should have specific plans for

nt
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10, 25, 50 and even 100 years ahead.

(¢) The excessive separation between "economic!" and
"social™ programs--between a government interested
in encouraging the growth of the economic system
and a government interested in welfare--should be
lessened, because welfare becomes an economic, r athe
than a social, problem as soon as we raise the ques-
tion of how much the welfare will cost and whether
the economy can stand it.

(d) The business system must recognize, as its enlight
ened leaders have already done, the goal of conti-
nuous maximum production and employment.

(e) The business system must learn to work in harmony
with public sentiment, strive to achleve sufficient
concert to help promote stability, and assume in-
creasing responsibility for participation in public
affairs in order to assist the government with its

best thought and leadership.

Criticism.

From a purely economic point of view the above points

are essential, yet, from the practical point of view they

will be difficult to achieve.

The overall economic planning envisioned by polnt (a)i

while absolutely essential to achieve the best results,
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will not be readily achleved under the present political an
social setting because each department and agency of govern
ment is jealous of its own authority and powers, and each
makes its own plans within the scope of that authority and
power. To get the full benefit of such overall economic
planning would require a major change in the present legis-
lative and administrative set-up.

For the government to plan ahead for 10 to 100 years,
as envisioned by point (b), is ideal economically but,
where the life of the government is limited to four years
and new govermnments, with new ideas and ideals, are elected
periodically, continulty of planning becomes difficult.

Under a democratic government social programs cannot
be determined by economic expediency. A certain program
may be too costly, in the opinion of economists but, if the
people really want it, political expediency will supersede
the economists views. On the other hand, 1f the people are
not ready and do not want a certain social or economic pro-
gram, no American government would dare to force 1t on them
just because it was economically desirable.

Under points (d) and (e) the Council expects that
businessmen should fell in line with public sentiment and
the requirements of the overall economy. This would be a

most desirable situation and, if achleved, would ensure

complete stability and continuous progress. However,
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while most enlightened businessmen recognize the need and

will give lip-service to the idea, businessmen as a whole

are too narrowly profit-conscious to really work in com-

plete harmony with these principles.
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CHAPTER ITII

THE IMMEDIATE POST-WAR ECONOMY, 1946-1948

State of Economy

Before dealing with the recommendations of the Council
let us look at the state of the economy for which the re-
commendations were made.

Employment. - Civilian employment was at an all-time

high averaging 55.3 million in 1946, 58 million in 1947,
and 59 million in 1948, Unemployment averaged 2.3 million
in 1946, 2.1 million in 1947, and 2 million in 1948.

Production. - Bottlenecks, shortages of materials and

components, labor-management disputes, and other reconver-
sion difficulties had a retarding influence and, therefore,
peak production in relation to plant and manpower resources
was not achieved. However, production in 1946 was the
highest on record in peacetime and only 15 per cent below
the vartime high. In 1947 the total physical output in-
creased about 7 per cent over 1946 and in 1948 showed a furi
ther increase of about 4 per cent achieving a new record

each year.

Purchasing Power. - Although consumer income in 1946

was the highest on record in peacetime and climbed to a new
high in 1947 and again in 1948, the rise in prices in 1946

and 1947 more than offset the increased dollar income so
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that consumer purchasing power out of current lncome de-
clined considerably. In 1948 the rise in prices approximate
1y offset the increase in per capita income so that there
was no apvreciable change in purchasi ng power in 1948.

Prices. - In the first half of 1946 the price increas
was moderate but from June 1946 to the end of the year the
wholesale price index rose from 112.9 in June to 140.9 in
December, and the consumers' price index rose from 133.,3 in
June to 153.3 1in December. By December 1947 the wholesale
price index rose to 163.2 and the consumers' oprice index to
167. Prices held more firmly in 1948, reaching a high in
August and then declining a little so that the wholesale
index for December was 162.3, nearly one point lower than
December 1947, and the consumers' price index was 171.4,
only 4.4 points above December 1947.

Wages. - Although wages increased during each year
there was considerable disparity in the increases obtained
by workers in different lines. However, prices increased
more rapidly than wages so that wage earners in many lines
had substantially less real income at the end of 1948 than
at the beginning of 1946.

Profits., - In 1946 profits in most lines were higher
than in any previous year but in some industries, especiallj
reconversion industries, where volume production was slow

in getting under way, profits were low and some actual
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losses were sustained. The removal of the Excess Profits
Tax in 1946 and price increases in each of the years further
increased profits. In 1947 and again in 1948 new high peaks
of profits were reached even after making full allowance
for the increase in prices.

Inflation. - From the end of the war to the end of
1948, the demand for goods for final consumption, private
capital formation, Government services, and exports, far
exceeded the supply. To make this demand effective, funds
from current income and profits were augmented by: (1) the
liquidation of dollar balances and sales of gold by foreign
countries as well as spending of loans and grants provided

by the United States; (2) the spending of liquid funds

accumulated by business firms during the war; (3) the liqui
dation of private savings; (4) the increase of bank credit
to finance inventory accumulaticn, capital expansion, and
construction; (5) the increase of consumer credit; and

(6) the cashing of veterans terminal-leave bonds.

The excess demand, together with actual and antici-
pated shortages of specific commodities, caused price rises
at particuler points and from there spiraled into higher
costs and prices all through the economy. The most importart
shortage developed in grains which led to higher prices in
food products and an increase in the cost of living. This

led to new wage demands which resulted in higher costs
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transmitted into higher prices and a spiraling infletionary
trend.

Break in Craln Prices. - Commodity speculation, un-

precedented world demand, and a short crop in 1947 had car-
ried the prices of grains, especially wheat and corn to
levels which could not be sustained and the market collapsed
of its own weight. On February 13, 1948, the price of cash
wheat was 74 cents lower than it had been a month earlier.
The fact that this break did not bring about the
deflation and collapse brought about by a similar break
in 1920 shows that the present economy was stronger and
more shock resistant than after the First World War. Some
of the reasons for this greater strength and resistance
are:
(1) the farm price support program guaranteed that
the collapse of grain prices would not go so far

as to impoverish the farmers, rob industry of theii:

=

demand, or bring about a chain reaction of price
breeaks;

(2) the whole banking structure was stronger and
more resilient;

(3) businessmen were much better informed and more
prudent;

(4) consumers had more accumulated savings as well

as more current income;
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(56) social security and related policies gave people
a feeling of security and stability;

(6) Government fiscal policy had been used to moderat
the Inflation somewhat and thls served to moderate
the extent of the reaction.

This first break in the inflationary spiral again
pointed out tne need for 2 range of government measures
which can be applied as a brake or accelerator according to
need.,

As will be seen from the foregoing, the problem
during this period was how to achieve maximum employment,
production, and purchasing power while at the same tlme con-
trolling the inflationary tendency inevitable in a world-
wide situation of excess demand and short supply.

Let us now look at the recommendations made to deal
with the situation under (a) recommendations for immediate

action, and (b) long-range recommendations.,

Recommendations for Immediate Action

1. Fiscal Policy. - The government should operate

at a substantial surplus during a period of prosperity,
when inflationary pressures persist. This is one of the
main bulwarks of an anti-inflationary policy if based on
the following principles: The tax measures adopted should
(a) provide a budgetary surplus now; (b) absorb some of the

high current profits, while avoiding tax measures which
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would lead business firms to charge higher prices or impair
their ability to maintain desirable rates of expansion;

(c) guard against aggravating any recessionary tendencies
end provide sufficient fiscal flexibility to enable quick
ad justments to be made if such tendencies should become
strong; (d) reduce the inequities of previous legislation
and strengthen the enforcement of the tax~collecting system.

2. Controls. - (a) Rent control should be extended
until the housing situation becomes less critical and short-
ages in the other items of the cost of living have eased.

(b) Mendatory allocation controls should be set up tg
allocate scarce products and materials where voluntary allo-
cation is inadequate or unworkable,

(c) Selective price controls should be set up to pre-
vent the prices of certain critical materials or commodi-
ties, presently in short supply, from starting another
serious round of inflation.

(d) Selective wage controls should be set up to alloT
increases to remedy hardship, correct inequities or prevent
an actual lowering of living standards and to prevent an
inerease that would necessitate the raising of a price
celling.

(e) Export controls should be continued in order to
minimize the adverse impact on the domestic economy as well

as to help achieve the politiecal aims of foreign policies.
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(f) In cases of extreme shortage, rationing of se-

lected commodities should be used.

(g) To avoid excessive speculation or the manipulatior

of prices the government should be given more specific and
more adequate authority to regulate speculative trading on
the commodity exchanges.

9. Credlt Policy. - Proper management of the huge war

debt makes it difficult to curb effectively any substantial
pressure towards the sxpansion of bank credit because the
Reserve Banks must purchase government securities offered
for sale by bank ahd non-bank holders and these purchases
create an equivalent quantity of reserves upon which a2 mul-
tiple expansion of credit can be based. Without power to
immobilize these reserves, the ability of the Board of Go-
verncrs of the Reserve System to restrain credit creation is
severely limited in view of the huge amounts of Government
securities held by commercial banks, savings banks and in-
surance companies. The following action, consistent with
debt management policy, is recommended:

(a) Raise the rates on short-term Government securi-
ties in order to make them more attractive to bank
and non-bank holders and to raise the price of shor
term money generally;

(b) Raise the discount rate; and

(¢) Increase reserve requirements.

%4

-
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Consumer instalment credit should be regulated in
order to check credit extension of an inflationary charac-
ter.

4. Debt Management. -~ The public debt must be manage

in amanner thet will make a maximum contribution to the
stability of the economy.

5. Voluntary Adjustments. - The progress of a free

economy depends mainly upon the voluntary pursult of sound
economic policies by business, labour and other groups.
Since profits are the central and legitimate pursuit of a
business undertaking it is the natural inclination of busi-
ness men to take whatever profits they can. The informed
business man knows that maximum profits depend upon sus-
tained prosperity rather than upon grasping every dollar of
profit during the present inflation by charging the highes
possible prices. FPrudent price adjustments at the right
time would strengthen demand and help sustain continuous
maximum production and prosperity.

Labour's interest in the maintenance of a stable
prosperity is even greater than that of management, and
informed labour leaders recognize that wage advances that
contribute to inflation are undesirable. In its own in-
terests labour should refrain from pushing for the highest

possible wage advances when these advances necessitate

higher prices.
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6., Social Security. - While social security is =

long-range program and will be treated under that heading,
it is recommended that soclal-security benefits be increased
immediately and old-age and survivors insurance benefits be
ad justed as a further support to mass purchasing power,
7. Housing. - The provision of adequate housing is

a long-range program but an immediate start should be made
to alleviate shortages of materials, to attract more invest-
ment capital, to acquire and develop suitable land, and,

above all, to try to reduce costs,

Long Range Objectives

In order to attain the maximum employment production
and purchasing power over the long pull, 1t 1s necessary
to transform the high post-war demand into a balanced sus-
tained demand of an expanding peacetime economy. To accom~-
prlish this, the following long-range recommendations are
made. By blending all these programs in wise proportions

the economy can be stabilized at a very high level.

1. Development and Utilization of Productive Resources.

Water Resources and Power. - Programs to prevent

floods, provide for navigation, furnish urgently needed
power, promote recreation, control pollution, conserve fish
and wildlife, and maintain and improve underground and sur-

face water supplies should be started immediately. All

UNIVERSITY OF OTTAWA .. SCHOOL OF GRADUATE STUDIES



UNIVERSITE DOTTAWA - ECOLE DES GRADUES

THE IMMEDIATE POST~WAR ECONOMY, 1946-1948 40

these programs should be placed under one planning author-
i1ty and re-examined in a broad perspective to determine
which are most essential and to insure a proper and logical
sequence of development.

Land. - The yield of present cropland should be in-
creased by improvements in plant breeding, increased use
of better machinery, better fertilizers, supplemental irri-
gation and more efficient marketing. Marginal cropland
should be returned to grass and timber while new cropland

should be provided through drainage and irrigation. Such a

program requires expanded research, education, and demonstr#-

tion, as well as co-operation between individuals and all
levels of government.

Forests. - Improved forest management practices
should immediately be applied to govermment owned forest
lands, and technical assistance and improved long-term credi
should be extended to private owners so as to rebuild the
forests and improve forest management practices to meet
the need for lumber and pulp on a sustained-yield basis.

Minerals. - Continuing research to develop more
efficient methods of mining and utilizing minerals and
petroleum, especially submarginal deposits, is essential.

The search for substitutes and alternative sources of sup-

ply should be stepped up.
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Reglonal Development. - Special efforts should be

made to develop those regions which are below the national
average in material well-being but which possess the basic
raw materials, population and locatlonal advantages for much
greater development.

Public Works., = There has been an overemphasis on

the use of public works as a stabilizing fector. Experience
has shown that they are too slow to get under way and the
necessity of completing the program carries them over into
the inflationery period so that they aggravate the fluctua-
tions. No one device is an adequate safeguard against
recession or an adequate fighting apparatus against depres-
sion, Instead of regarding public works as the first and
foremost device to restore the economy when it sags, they
should be regarded as merely one of the useful devices

that need to be thought throuvgh in advance and blended

into a consistent program., The regula¥ization of all pu-
blic works expenditures at all levels of government over a
long period, not only offers the best assurance of stabl-
lization but elso paves the way for more effective emer-
gency use than in the past.

Research and Patents., - More oxtensive and co-

relested Federal research snd development programs are called

for, together with a uniform patent poliey.
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2. Development and Utilization of Human Resources

Consumption., - To continue the steady economic

growth after shifting from post-war to peacetime conditlons)
it will be necessary that final consumers asbsorb at least
75 per cent of all goods and services by the time the un-
usual post-war demand is satisfied. This must be brought
about by a substantial increase in total consumer iuncome and
improvements in the distribution of that income to avoid
higher saving than is necessary to permit the expansion of
investment needed for stable growth.

Education. - The maldistribution of educational
opportunities 1s both result and cause of differences in
wealth and income in different areas. Federal aid should
be given to elementary and secondary education so that
educational opportunities in various parts of the country
will be equalized and will fit youth for living and working
in the kind of economy expected when they are grown up.
Opportunities for higher education should be expanded
through the co-operation of the Federal Government with
all other agencies and institutions and through a system
of general scholarships and fellowships.

Health. - A comprehensive national health program
and Federal grants in support of hespital construction are
recommended as the only way to assure that all individuals

will have access to the medical care they need.
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Social Security. - Since a sense of individual secu-

rity is conducive to high productivity, job security must
be promoted by a national policy of vigorously promoting
maximum employment, Unemployment insurance and old age and
survivors benefits should be extended to include all classe$
and the amounts of the benefits should be kept in line
with the cost of living., All these social security pay-
ments are consumer purchasing power and tend to stabilize
the economy.

Housing. - The cost of housing must be reduced as
part of a long-range program in order to bring the supply
of housing into line with the rise in the general standards
of living. This will require research and experimentation
to devise better techniques, the modernization of building
codes, land assembly programs, better long-term financing
arrangements, special forms of insurance to encourage large-+
scale projects and publicly-aided housing for families of
low income.

Urban Redevelopment. - This offers 2 tremendous in-

vestment opportunity for private capital but can only be
done with the full co-operation and assistance of local
govermments in acquiring the land, state govermments in
supplying the enabling legislation and the Federal Govern-
ment in giving some financial assistance. Small government

outlays in this direction would result in large, sustained
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private investment over a long period.

International Economic Relations., - Barriers to Worlg

trade must be reduced and the acceptance of the charter

of the International Trade Organization and the General
Agreement on Tariffs and Trade are important steps in that
direction. Foreign trade should be further increased by
foreign loans and by making capital goods and knowledge

of technology and production methods available abroad.

Promoting Economic Growth. - The promotion of econ-

omic growth should be geared to present-day conditions.
Government sponsored research and development and fact-
gathering and statistical services for business are among
the most important methods in a present-day economy.
Standardization and grading of commercial products and re-
gulation of containers and practices will promote equitable
and economical commerce. Better and more economical sour-
ces for financing business expansion will promote long-range
private investment. The promotion of frse competitive en-
terprise will tend to keep & proper balance between prices,
wages, and profits, and minimize the role which the govern;
ment will be called upon to play in maintening high levels
of employment.

Criticism.

Controversial as these reports must necessarily be,

it is only normal that each report should have its supporteps
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and its detractors. However, on the whole the economic pro-
fession has hailed these reports as well written, the mate-
rial well presented, and the effort most worth while.

In the words of Paul J. Strayer "There is general
agreement that the Council has done a good job in presenting
the basic statistics necessary to appraise the trends in the
economy and its status atany particular time" (1).

However, Mr. Strayer believes that the Council should
have been content with a summary of conditions and trends in
the past and not attempted to predict developments in the
immediate future because, although these forecasts have been
well hedged, they have, nevertheless been used by the Council
and the President as the basis for legislative recommenda-
tions. "The results of this attempt at forecasting have
been unfortunate” (2), because in the January 1947 report of
the President, "his concluslon and the conclusion of the
Council that there was immediate danger of a depression led
to the minimization of the immediate prcblem of inflation" (3).

The lack of any positive program to check inflation and the

(1) "sStabilizing the Economy: The Employment Act of
1946 in Operation" by Paul J. Strayer, The American Economic
Review, Vol. XL, No. 2, May, 1950, p. 145.

(2) Ipid.

(3) Ibid.
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emphasis on the unfavorable outlook for the next year pro-
bably weakened public resistance to inflationary policies
both in the public and private sectors of the economy. In
the January 1949 report of the President and the supporting
Council statement, the balance was weighted in the direction
of inflation and "changing conditions made the Presidents!
recommendations for legislative action seem rather futile als
most as soon as they were made" (4). Mr. Strayer believes
that the danger is both that inappropriate action may be
taken in the face of changing conditions and that the failure
of the Council and President to respond rapidly to chenged
conditions will discredit their future recommendations to the
detriment of the whole program,

The above criticism can be summarized as follows:
First, the council should not try to predict developments in
the immediate future, snd second, if it does make predictions,

then those predictions cannot afford to be wrong.

Supporters of the Council hsve answered the first cri
ticism by pointing out that Section 3 of the Employment Act
of 1946 requires the President in his report to set forth:

(1} the levels of employment, production, and pur-
chasing power obtaining in the United States and such levels

needed to carry out the policy dsclered in section 2;

(4) Ibid.
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(2) current and foreseeable trends in the levels of
employment, production, and purchasing power.

In order to set forth the "foreseeable'" trends and the
"needed" levels of employment, production, and purchasing
power it is necessary to attempt to predict developments in
the immediate future. Moreover, since this is a new venture
in economics, we should be prepared for a considerable amount
of error until through further study and trial-and-error,
more accurate methods have been developed. We can succeed
eventually only if we are willing to try even at the risk of
failure,

Another criticism of the first three reports of the
President and Ccuncil is that they have given a disproportion
ate weight to the various social, welfare, and other economigdg
programs of the administration bearing only indirectly wupon
the immediate problem of economic stabilization. While the
Council must appraise all economic, social, and welfare pro-
grams and determine their impact upon the economy, ™"the ad-
vocacy of welfare legislation within the economic report of
the President tends to direct attention away from the main
issue the Act was designed to solve: the prevention of, or
great reduction in the severity of, business fluctuations" (5]

As an example, the anti-inflation program of the President

(5) Ibid., p. 147.
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in the January 1948 report was generally discounted when he
advocated legislative action to curb inflation but suggested
specific legislation which included measures with inflationay
implications, such as a major housing program, and the cost-
of-living tax credit of forty dollars.

A further criticism of the work of the Councll as
shown in the reports of the Council and the President is that
fiscal and monetary policy and debt management policy have
not been given the prominence they deserve. As Strayer saidi

Monetary policy was lumped with fiscal policy

and over the three years of the Council's life

has been even more neglected., The i1ssue of debt
management policy has been largely avoided (6).

In the Council's reports and in public statements by
Council members, stress has been placed upon the fact that
cdenging business conditions do not follow any consistent
pattern and that each situation is in many ways unique. From
this Mr. Strayer has gained the impression that "the Council
has seemed to draw from this generalization the conclusion
that no general stabilization devices can be developed that
will operate more or less automatically and that such device$
do not merit serious consideration at the present time" (7).

Mr. Strayer, in the above criticism, has taken a

rather extreme attitude because the Council, in its first

(6) Ibid., p. 147.
(7) Ibid.

J
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report, did not, as he says, "dispose of fiscal policy, with
minor exceptions, as the Roman doctrine of an external reme-
dy" (8), but has merely rejected this doctrine as a cure-all,
Fiscal and monetary poliecy are discussed in every report
along with such automatic stabilizers as social security pay-
ments, debt management, progressive taxation and farm price
supports.

The Council seems to have taken for granted that the
present concentrated economic control of both industry and
labor is inevitable and has given no consideration to the
fundamental changes in the structure of the economy that may
be deslirable and necessary if stabilization is to be achieved
in the near future and within a free market system. Since
there is a substantial opposition to such a view, the Council
should make the public aware of its thinking on this matter
and also on changes to improve the governmental machinery to
meke effective actlion possible.

The Council has stressed the need for a better price
policy and laid strong emphasis on the wage-price-profit
relationships. However, it has failed to say what a proper
wage-price-profit policy is or how the proper relation could
be discovered or how, if it is aspproached by accident, the
relationship could be maintained. And this

.....failure to establish standards for wage-
price-profit relationships that can be translated

(8) Ibid.
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into specific guides for action at the level of

the individual firm or labor union, is suffi-

cient evidence that dependence upon this route

to stabilization is doomed to failure in the

immediate future (9).

The Council is also open to criticism for its tendency
to suggest specific or selective controls to correct or con-
trol undesirable conditions, It is almost impossible to de-
termine whether in a specific situation, controls would be a
wise policy, but in view of the possible dangers of psrpetua-
ting or extending direct controls, this is a dangerous approg|
to any problem.

Mr. Strayer also criticizes the set-up under which the
Council works when he says:

However, the decision to give the Council of

Economic Advisers three members rather than one

made certalin that it would be divided on many

issues to the detriment of its influence., The

actual differences among the members of the

Council have been well known and have undoubtedly
hurt it within the executive branch and in the

public eye (10).

Whether it is better to have three members and have
the Council's recommendations a composite or compromise of
divergent views, or give one economist's ideas a clear field
is open to argument. But it would appear that, in view of
the fact that all the Council's work will be ineffective un-
less it is politically acceptable, a Council composed of thrse

competent economic minds is preferatle,

(9) Ibido, p. 1500

e

(10) Ibid.
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CHAPTER IV

THE 1949 RECESSION

The Economic Situation

During 1949 the economy went through a sharp reces-
sion from the peaks achieved by the end of 1948, reaching a
low in July and then showing a reversal of trend in the last
two quarters of the year.

Employment. - Average civilian employment was 58,7

million compared to 59.4 million in 1948. This was ,7 mil-
lion below 1948 instead of the one million above, which was
required to absorb the growing labor force. Unemployment
averaged a little over 5 per cent of the labor force com-
pared to 3 percent in 1948,

Production. - Total production of goods and services

was $258.7 billion compared to $262.4 billicn in 1948, After
ad justing for lower prices this represents a drop of about
one per cent, Since a reasonable objective for the year was
set at 3 to 4 per cent above 1948, production fell 4 to 5
per cent short of the goals set at the beginning of the year)}
Prices., - A general but moderate decline in prices
during the first half of the year was followed by relative
stability in the second half. Wholesale prices at the end
of 1949 were 7 per centx%ﬁ; level at the end of 1948 and

11 per cent below their post-war peak. Farm prices fell
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about 12 per cent during the year and ended the year 20 per
cent below their post-war peak in January 1948. Consumers'
prices were firm during the year but showed a small decline
from 171.2 in December 1948 to 169.1 in December 1949.
Wages. - Due to the slackening of production the pres-
sure for wage increases lessened and became more selective
in 1949. The wage increases actually negotiated were mainly
by organized workers and were fewer in number and smaller in
amount than in 1948, Some orgenized workers negotiated new
contracts without asking for an increase, i.e. the shoe in-
dustry, the Amalgamated €lothing Wobrkers of America and the
Textile Workers Union of America. However, average weekly
earnings in manufacturing increased from §54.14 to $54.78
and the total labor income increased from $135.1 billions
in 1948 to $136.8 billions in 1949, Since the consumers!'
price index went down, the real income of labour increased a
little more than 1s indicated by the change in money income.
Profits. - The moderate decline in economic activity
and in prices was accompanied by a sharper drop in profits.
Corporate profits dropped 20 per cent, from $34.8 billion
in 1948 to $27.6 billion in 1949, Farm profits dropped
18 per cent, from $18.4 billion in 1948 to §15.0 billion in
1949, The profits of unincorporated businesses and the pro-

fessions were the most stable, dropping only 6 per cent.
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However, the drop in prices snd the reduction of in-
ventories that this brought about left businesses with more
available funds than in 1948 and resulted in a reduction in
bank borrowings, an increase in dividends, and continuing
high investment in plant and equipment.

Credit. - Business loans, reflecting the liquidation
of inventories, declined sharply during the first six months
but began to advence again in the latter part of the year.
Interest rates declined and credit terms generally eased
during the year. Instalment credit declined slightly in the
first quarter of 1949 then reversed its trend and reached

a new post-war peak in the last quarter.,

RECOMMENDATIONS

Since the trend was reversed in the second half of
the year and the economy as a whole was well on its way to
full recovery and further inflation the recommendations of
the Council were designed to (a) aid and speed up the full
recovery from the recession, (b) prevent further inflation,
and (c¢) put the economy on a more stable basis,

1. Fiscal and Monetary Policy. - The large expendi-

tures for national security and world political stability
make little direct contribution to increased standards of
living and should be decreased as soon as international con-

ditions permit. Constant vigilance against the dangers of

UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES




UNIVERSITE DOTTAWA .. ECOLE DES GRADUES

THE 1949 RECESSION 54

waste and Inefficiency are essential, but measures of eco-
nomy must not be distorted so as to involve the sacrifice
of essential objectives.,

Immediate action should be taken to reduce the defi-
cit and move as rapidly as possible toward attaining a sur-
plus to apply on the Government debt. It is most important
that a surplus be attained in periods of high business
activity to offset deficits which will appear under less
favorable conditions. Since countless business relationships
are based on the existing tax rates, any change in the tax
structure will result in maladjustments in business, However
the whole tax structure should be reviewed as soon as possi-
ble with the view of making certain adjustments to lmprove
the equity of the tax structure and toward the end of esta-
blishing a sound base on which toc rest a long-range program
to achieve stability in fiscal policy.

The Board of Governors of the PFederal Reserve System
should be given greater authority to change bank reserve re-
quirements and its authority over instalment credit should
be restored.

2. Housing. - The pressing problem was to provide
housing for the middle-income groups. This is important botk
from the point of view of the investment opportunities 1t
would afford to business enterprise as well as the people's

needs for shelter. It should be achieved partly by a

X
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reduction in housing costs and further income gains in an
expanding economy, but chiefly by providing adequate funds
for this type of investment at sufficiently low interest
rates and for a sufficiently long period of amortization,
Since most investors require a greater degree of security
than is offered by this kind of investment, legislation
should be enacted to allow the govermment to back private
ventures into this field.

3. Business Loans. - Because it is so difficult for

small and medium-sized businesses to obtain long-term finan-
cing, it is recommended that the Reconstruction Finance Cor-
poration be authorized to increase the maximum maturity of
its business loans to considerably over the present ten year
limit and financial institutions be encouraged to furnish
equity capital to the smaller concerns.

4, Fearm Policy. - A pattern of farm production to

suit present and future demands should be encouraged by new
methods of market supports, so that less acreage will be de-
voted to wheat and cotton, of which there is a substantial
surplus, and more to dairy products, meat, fruits and vegetas
bles, which are needed if diets are to be improved. To aid
low-income groups in agriculture, the education of farm youtl
must be improved, not only to meske them more efficilent far-
mers but also to help some of the under-employed find useful

work in other fields. Research and conservation programs
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and credit and menagement aids will help farmers enlarge

and improve their farms.

5. Develcpment of Physical Resources. - Programs for

the conservation and development of natural resources should
be expanded at a somewhat greater rate than the secular
growth of the economy. Public expenditures in this field
are investments indispensable to economic growth since they
make available the potential that exists in each region., The
gathering of geologie, topographic, hydrologic, and other
basic data, upon which resources development projects rest,
should be speeded up. In the Government's long-range effort
to develop new techniques and alternative sources of supply
in the interest of conservation of diminishing resources,
the synthetic liquid fuels progrem and underground coal
gasification programs should be emphasized.

River valley development, along the lines of the
T.V.A., should be started in the Columbia and other river
valleys and the St. Lawrence Seaway and power project should
be begun immediately. By the time the seaway could be com-
pleted, the inland steel industry will have dire need of it.

Soil conservation and improvement should be speeded
up and put on a broader scale and a long-term forest develop-
ment program should aim to build up the annual growth of sawq

size timber to double the present rate.
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A highway program should eim at replacing poor high-
ways with good cnes rather than attempt to keep the poor
roads usable.

Further development of atomic power and radioactive
atoms offers the greatest field for human betterment and
shculd be pushed ahead as fast as possible.

6. Development of Human Resources. - It is people

who translate the potential resources into goods and servi-
ces, therefore health and education are the necessary foun-
dation for improved technology and social organization upon
which economic growth depends.

The disparity of wealth among the different states
makes it inevitable, undsr present conditions, that the
children in the Wealthier states will receive a better educa+
tion than those in the poorer states. This should be over-
come by direct Federal aid to elementary and secondary educas
tion and the provision of wider opportunities for higher
education generally and the professional training of doc tors
and nurses particularly.

The provision of adequate health facilities should
become the problem of the nation as a whole. The economic
costs of preventable i1llness are so high that public expend-
itures on improved health are not only major contributions
to individuel well-being but are also sound economic invest-

ments. To provide adequate health facilitieg the present
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hospital capacity will have to be doubled within the next
ten years, public health service units should be made available
in more than 1000 counties now without them, access to compe-
tent medical help must be made available to everyone, voca-
tional rehabilitation and medical research activities should
be expanded and expanded training for medical and health pur-
poses provided, all through the aid of the Federal Government
in order to achieve reasonably high standards throughout the

nation.

7. Timing of Development Programs. - The programs for

the development of physical and human resources should be
planned many years in advance and based on the assumption of
a long range, steady growth of the economy. This would not
only contribute to the stability of the economy but would alsp
allow of a very flexible program in achieving these plans
both in case of a recession and in the elimination of economie¢
trouble spots, as well as allow for greater co-ordination

between the different agencies and levels of government.

8. Social Security. - A comprehensive social security

system protecting all, or nearly all, workers and their fami-
lies against old age, unemployment, disability, illness, and
death of the family wage-earner should be instituted as soon
as is practicable. Since all workers are more productive
when assured of protection against foreseeable hazards, the

social security program should be measured against what a

UNIVERSITY OF OTTAWA . SCHOOL OF GRADUATE STUDIES



UNIVERSITE DOTTAWA - ECOLE DES GRADUES

THE 1949 RECESSION 59

strong economy can afford, and the present program gdjusted
to a $300 billion economy rather than the $70 billion economy
for which it was constructed in 1935 and to which it has sing
been kept adjusted. Moreover, the higher the social secu-
rity payments and the more extensive the program, the greater
will be the cushioning effect against any recessionary ten-
dency.

Unemployment insurance coverage should be immediately
extended to cover all employers with one or more employees;
the benefits should be raised to cover at least 50 per cent
of the wage loss and be payable for at least six months; and
Federal reinsurance should cover the solvency of the State
funds.

The 0ld-Age and Survivors Insurance program should
be enlarged to approach universal coverage, and the benefits
ral sed to permit the aged worker a real choice between retire
ment and continued work, =mmd to provide widows and children
and the disabled with a healthful standard of living.

A national program of health insurance, with universal
coverage is becoming more necessary each year.

Only a public and nearly universal social insurance
program can be financed and adjusted to the overall needs of
the nation., The future costs of such a program should be
measured against the expected future size of the economy, not

against the current size, because the goods and services to
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be consumed by those who retire 25 years from now are the
goods and services produced then, not now.

9. Controls. - Contrecls are not needed under present
conditions except rent control which, due to the shortage of
housd ng, should be extended for at least another year,

10, International Economic Policies. - The long range

purpose of American international economic policies is to ex
pand international trade and investment and thus aid world
political stability and reduce the need for extraordinary
grents., Imports should be encouraged by tariff reductions,
the modification of burdensome customs procedures, and the
elimination of legislative restrictions on imports consisten
with the proposed charter for the International Trade Or-
ganization. Under the Point Four Program the United States
should furnish technical assistance and expedite the flow of
capital to under-developed countries where economic develop-
ment and the ralsing of the standards of living would pro-
vide large new markets for the expansion of world trade,
Guarantees should be provided to private capital against the
risks peculiar to foreign investment. The approval of the
Charter for the International Trade Organization would help
to expand international trade and certain revisions in the
tax laws governing the taxation of income from foreign in-

vestments would make these investments more attractive.
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Criticism

The comments and criticism appearing on pages 45-sv
and referring to the reports for the three immedistely pre-
ceding years would also apply to this year's report.

On the whole, the tone of this report is less confi-
dent and the recommendations are a little more indefinite
than in the three previous revorts. While the recession of
the first half of 1949 was reversed by July and the economy
was well on its way to full recovery and another round of
inflation by the end of the year, the President in his re-
port of January 6, 1950, states:

The basic economic problem facing the country now is
not to combat inflation, Instead it i1s to ilncrease
production, employment, and incomes to complete the
recovery from the 1949 downturn, and to go on to

the higher levels which will be made possible by a
growing population and rising productivity (1).

The general uncertainty and pessimism which pervades
this report is further illustrated by the President, in dis-
cussing business investment, when he states:

The trend of business investment, however, has re-
cently been downward, and its continued decline
would be a cause for real concern (2).

Under the heading of "Fiscal Policy" the report is

again rather vague. Instead of making a definite recom-

mendation the report merely states:

(1) "The Economic Report of the President of January
6, 1950", U.S. Government Printing Office, Washington,

pp. 8-9.
(2) Ibid., p. 9.
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As business conditions continue to improve, we
should bring Government receipts and expenditures
into balance, and provide some surplus for debt
reduction at the earliest date consistent with
the welfare of the country (3).

Except for the above statement on fiscal policy and
the recommendation that rent control be continued for anothez
year, all the recommendations contained in this report were
inflationary and tend to confirm the uneasy and pessimistic
feeling the Council must have had about the state of the
economy.

Except for rent control, none of the recommendations
are for immediate application. The recormendation on fiscal
and monetary policy are for the future "as business conditions
continue to improve"; the recommendations on housing, busi-
ness loans, farm policy, the development of physical and
human resources, the timing of development programs are all
long or medium range objectives; the social security recom=-
mendations "should be instituted as soon as is practicable";
and the international economic policies are "long range....
economic policies to expand international trade and invest-
ment" and thus "aid world political stability and reduce

the need for extraordinary grants" (4).

(3) Ipid., p. 11.
(4) "The Hnnual Economic Review" by the Council of

Economic Adviseweps o8 oTGower mmen br Brimbdngndffice,
Washington, January, 1950,
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CHAPTER V

THE KOREAN WAR 1950-1952

State of the Economy

The Korean war broke out in 1950 before the economy
had fully recovered from the recession of the previous year
and led to increases in employment and production, and
created strong inflationary pressures.

Production. - The production of goods and services at

current values rose from $258.2 billion in 1949 to $284.2
billion in 1950, $329.2 billion in 1951 and $345.1 billion
in 1952, representing increases of 1l per cent, 8 per cent
and 5 per cent respectively (1).

Employment. - The total labour force, including the

armed forces rose from 63.6 million in 1949 to 64.6 million
in 1950, 65.8 million in 1951 and 66,5 million in 1952, The
civilian labor force was 62,1 million in 1949, 63.1 million
in 1950, 62.9 million in 1951 and 63 million in 1952, Unen-
ployment, as a percentage of the total civilian labor force,
dropped from 5.5 per cent In 1949 to 5.0 per cent in 1950,
3.0 per cent in 1951 and 2.7 per cent in 1952 (2).

(1) Department of Commerce as quoted in the Economic
Report of the President, January 1953, p. 165.

(2) Department of Commerce (1940-1952) and Department
of Labor (1929-1939), as quoted in the Economic Report of
the President, January 1953, p. 177.
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Prices. - The wholesale index (1947-49 = 100) rose
from 99.2 in 1949 to 103.1 in 1950, to 114.8 in 1951 and then
dropped to 111.6 in 1952, The consumers' price index
(1935-39 = 100) rose from 170.2 in 1949 to 171.9 in 1950,
185.6 in 1951 and 189.7 in 1952 (3), The General Ceiling
Price Regulation issued in January 1951 left many items un-
controlled or only partially regulated and was, therefore,
not effective in stopping price increases, especially in
agricultural and food prices which were not controlled.

Wages. - The average hourly earnings increased in all
lines from 1649 to 1952 and the average nunbe r of hours worked
increased in 1950 and 1951 and then showed a slight decline
in 1952. The average gross weekly earnings in manufacturing,
which were reasonably representative of earnings in other
lines, increased from $54.92 in 1949 to $59.33 in 1950,
$64.88 in 1951 and §67.79 in 1952 (4).

Profits. - Corporate profits before taxes reached new
high in 1950 and again in 1951 then declined in 1952, How-
ever, the trend was different in each year being upward in

each aqiarter in 1950, downwerd in the two middle quarters of

1951, fairly steady in the last quarter of 1951 and the first

(3) Source: Department of Labor as quoted in the
Economic Report of the President, January 1953, pp. 188, 190,

(¢) Ibid., p. 181.
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three quarters of 1952 and then again sharply upwards in the
last quarter of 1952. Corporate profits before taxes in-
creased from $26.2 billion in 1949 to $40.0 billion in 1950,
$41.2 billion in 1951 and then declined to 35,9 billion in
1952 (5).

Credit and Money Supply. - There was a general increage

in credit and money supply during the whole period. Using
the figures at the end of each year, consumer credit increasegd
from $16.8 billion in 1949 to $20.1 pillion in 1950, $20.6
billion in 1951 and $23.7 billion in 1952; loans and invest-
ments of commercial banks increased from §120.2 billion in
1949 to ¢126.7 billion in 1950, 4132.6 billion in 1951 and
$142.1 billion in 1952; deposits and currency increased
from $173.2 billion in 1949 to §$180.6 billion in 1950,
$189.8 billion in 1951 and $200.4 billion in 1952 (6).

The Flow of Goods and Purchasing Power. - Personal

consumption expenditures, domestic investment, and government
purchases of goods and services showed large increases each
year, as did the gross national product, while foreign lnvest-

ment was below the 1949 level each year. See Table A-l,

(5) Department of Commerce as quoted in the Economic
Report of the President, January, 1956, pe 223,

(6) Board of Governors of the Federal Reserve 3ystem
as quoted in the Economic Report of the President, January,

1953, pp. 195-195.
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Recommendations

Since political conditions during this period ranged
from peace to a limited war in Korea to an unstable truce,
the economic policies recommended were meant to build up
defense production immediately to the limited requirements
of the Korean war, to prepare the economy for a major con-
flict if the war should spread, to minimize business dislo-
cation during these changes and to attain maximum employment
under all conditions, The specific recommendations were:

l. Planning. - The first requirement is a comprehen-
sive programming of the whole economic effort. The plans
should be flexible, constantly reviewed, and changed ac-
cording to current requirements in order to balance the com-
peting requirements against available supplies.

2. Increasing the Productive Capacity. - Only by in-

creasing the productive capacity for war goods can the mili-
tary build-up be speeded up and only by Increasing the pro-
ductive capacity for civilian goods can the supply of civi-
lian goods be brought into line with the demand, and thus
put a brake on inflation. This increase and speed-up must
be programmed and gulded by the government and made effectiv
by materials allocation, tax amortization inducements, loans

guarantees, etc.

3. International Economic Programs. - The free coun-

tries of Western Europe should be built up through technical
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and econonic aid so that their productive capacity, especialyt
ly that of Germany and Italy, can be used to full advantage
to help supply and equip the free world., This will require
the allocation to them of raw materials and certain technical
agssistance and capital,

The productivity of underdeveloped countries should be
built up by supplying technical 2id and capital in order to
decrease their vulnerability to subversion and to aid the
cormmon ceuse by greater production of strategic raw materialg.

The control of exports and imports is necessary in
order to insure that scarce goods and materials are used to
the greatest advantage while tariff barriers should be re-
duced and customs procedures simplified in order to increase
the free flow of goods not controlled.

In order to lift one of the inflationary pressures
and at the same time increase world trade, the restriction
that loans made to foreign countries must be spent in the
U.S.A. should be removed.

4, Civilian Needs. - In spite of the high priority

of the defense program some civilian needs cannot be cur-

tailed or postponed.

Education must not be allowed to suffer because, in
the long-run, both the standard of living and the nation's
economic and defensive strength depend upon it, and the

education of children cannot be deferred. Federal aid should

he provided.
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Health standards must not only be kept high but must
be improved to avoid the tremendous loss of working time and
improve the nation's fitness for military service.

Morale must be sustained by ensuring adequate food,
shelter, clothing and social security.

Benefits under the 0ld-Age and Survivors Insurance
should be revised and the Federal-State unemployment insurand
system should be improved and strengthened.

5. Controls. - Legislation providing for rent, price
and wage control should be strengthened and applied vigorous
ly.

6., Small Business. - The war effort should be spread

as widely as possible by encouraging small businesses to taks
war contracts end subcontracts and providing the necessary

funds for needed conversion.

7. Labor-Management Relations. - Legislation concerning

labor-management relations should be revised to produce sound
and healthy labor relations and uninterrupted production.

8. Taxes. - Loopholes and specigl privileges should
be eliminated and the tax rates substantielly increased both
to increase the revenue and control inflation. The full cosg
of the Korean war should be paid out of current taxes.

9, Monetary Policy. - The Board of Governors of the

Federal Reserve System should be given the necessary power

to impose additional reserve requlrements and authority
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should be provided to control margins for trading on commodity
exchanges.,

10, Development. - Urgently needed development pro-

Jjects, such as the St. Lawrence seaway and power project,

should be started as soon as possible,

Comments

The difficulties faced by the Council of Economic
Advisers during this period are obvious. Recovery from the
1949 recession was hardly complete when the Korean war broke
out and it became necessary to switch an economy operating
at almost full capacity on civilian production to a war pro-
duction economy. Even greater uncertainty was caused by the
fect that the warwas a very limited war but could potentially
become a major world conflict. The unstable truce in which
it ended only increased the uncertainty.

These facts made the job of the Council very difficult
because no matter what recommendetions or predictions they
made, the changing situation in Korea could nullify in a few
weeks the best plans and recommendations.

Under the circumstances, the Council appears to have
done the wise thing in glving pride of place in its recom-
mendations to more thorough planning and a comprehensive
programming of the whole economic effort. Far from making
recommendations to be applied for the whole coming year it

recommends flexible plans that should be changed constantly
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as the current situation requires in order to balance the
competing requirements against the available supplies.

Its recommendation for stronger controls on rent,
prices, wages and labor-management relations finds many
supporters and just ss many opponents. However, in view of
the grave situation that could have developsd at any moment
during the Xoreen crisis, and the necessity of planning and
programming production to meet the crisls, the Council could
hardly have done otherwise.

The recommendations with reference to education,
health, morals, and benefits under the 0ld-Age and Survivors
Insurance and Unemployment Insurance systems are timely in
view of the fact that during the war crisis they might be
overlooked.

The very definite stand taken on fiscal poliey by
recommending that the full cost of the Korean war be paid
out of current taxes by increasing the tax rates and elimi-
nating all loopholes and special privileges 1s supported
by most economists. It would not only provide the badly
needed revenue but would also be one of the strongest bul-
warks against inflation.

Alvin H. Hansen, commenting on the January, 1953,
Council Report, says:

On & more technical plane is the notable 19535
Council Report. Special credit is given in
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this Report to the highly competent staff
members. In a sense this Report is a text-
book on the methodology of economic pro-
gramming (7).

(7)"The Employment Act Past and Future, A Tenth
Anniversary Symposium", edited by Gerhard Colm, published
as Special Report No. 41 by the National Planning Asso-
ciation, Washington, D.C., February, 1956,
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CHAPTER VI

THE NEW ADMINISTRATION 1953-1955

Policy of New Administration

There has been no fundamental change in policy since
the new administration took over. The core of economic po-
licy was, and still i1s, "increases in productivity and use-
ful employment opportunities" (1). The role of the Federal
Government in achieving these basiec goals is still "to creatd
an atmosphere favorable to economic activity by encouraging
private initiative, curbing monopolistic tendencies, avoiding
encroachment on the private section of the economy, and car-
rying out as much of its own work as is practicable through
private enterprise, It should take its full part at the
side of state and local governments in providing appropriate
public facilities., It should restrain tendencies toward re-
cession or inflation. It should widen opportunities for less
fortunate citizens, and help individuals to cope with the
hazards of unemployment, illness, old age, and blighted neigh-
borhoods" (2).

The Economic Situation 1953-1955

Historically this was the most prosperous three year

period despite a quite sharp recession beginning in the

(1) The Economic Report of the President, January,
1955, pe. IV,

(2) Idem.
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latter part or 1953 and ending about the end of the third
quarter of 1954,

Production. - The booming state of the economy 1is

most clearly shown by changes in the G.N.P. from its record

level in 1951 as follows: (3)

Year At Current Prices At 1947 Prices
1950 $285.1 billion $264.7 billion
1951 328.2 " 282,9 "
1952 345,2 " 2903.3 "
1953 364.5 " 306.5 "
1954 360.5 n 300.5 "
1955 387.4 " 319.0 "

Employment. - The fluctuation in the economy is fur-

ther brought out by the number of employed and unemployed

persons 14 years of age and over: (4)

Year Employed Unemployed
1950 653.1 million 3,1 million
1951 62,9 " 1.9 "
1952 63,0 " 1.7 "
1953 65.3 n 1.6 "
1954 64 .5 " 3.2 "
1955 65.8 " 2.7 "

Wages. - The average gross hourly earnings showed a
steady increase, reaching a new high each year in every

field covered by the Department of Commerce statistics

(3) The Department of Commerce 2as quoted in The
Economic Report of the President, January, 1956, pp. 165
and 168,

(4) Department of Commerce, as quoted in the Economig
Report of the President, January, 1956, p. 184.
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except agriculture, in which there was a definite decline in
1954, Since the average weekly hours of work remained about
the same, showing a slight decline in 1954 but recovering
again in 1955, the average weekly earnings reached a record
high each year in nearly every field.

Prices. - The wholesale price index of all commoditieg
(1947-9 = 100) was very steady throughout this period and
stayed considerably lower than the peak reached in 1951. The
retail price index also remained remarkably steady through-
out this period but was slightly higher than the previous
peak in 1952,

Profits., - Corporate profits both before and after
taxes varied considerably, being much higher in 1955 than
in the previous years. Corporate profits before taxes
reached an all time high in 1955 at §43.2 billion.

Credit and Money Supply. - There was a large expansion

in both consumer credit and money supply as follows: (5)

Year Consumer Credit Deposits & Currency
1950 $20.8 million $180.6 million
1951 21l.5 " 189.9 "

1052 25.8 " 200.4 "

1953 29.5 " 205.7 "

1954 30.1 " 214.8 "

1955 36,2 t 220.6 w

(5) Board of Governors of the Federal Reserve System,
as quoted in The Economic Report of the President, January,
1956, pp. 211, 215,

UNIVERSITY OF OTTAWA .. SCHOOL OF GRADUATE STUDIES



UNIVERSITE DOTTAWA - ECOLE DES GRADUES

THE NEW ADMINISTRATION 1953-1955 75

The authority of the Board of Governors of the Federa
Reserve System to establish maximum terms on consumer credit
had ceased in 1952 and credit policies became more liberal

especially during 1955.

Recommendations

1. Social Security. - Modernize and extend the cover-

age of the unemployment insurance law and provide at least
26 weeks benefits at not less than one-half the regular
earrings; broaden the base and benefits of 0l1d Age and Sur-
vivors Insurance.

2, Fiscal Policy. - Postpone reduction of tax rates;

provide for longer carry-back of losses for tax purposes;
and revise the tax laws to remove certain impediments to
business,

3. Housing. - Grant authority to the Executive to
alter the terms of govermmentally insured loans and mort-
gages; increase the insurance authorization of the Federal
Housing Administration; allow national banks to make con-
ventional real estate mortgege loans; establish a secondary
home mortgage market; suthorize the Federal Public Housing
Administration to build 35,000 units of low rent housing
in each of the next two years; and improve credit facilities
for home building, modernization, and urban rehabilitation.

4, Public Works. - Improve the planning of works pro-

grams by setting up an Office of Co-ordination of Public
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Works Planning; modernize the National System of Interstate

Highways over a 10 year period.

5. Small Business. - Help small business obtain ade-

quate financing, a fair share of govsrnment contracts, and
competent technical assistanceg and foster competitive enter-
prise by extending and enforcing anti-trust legislation.

6. Agriculture., - Facilitate adjustments in agricul-

ture to current conditions of demand and technology, expand
agricultural research, broaden outlets for farm products and
speed surplus dispossal.

7. Education. - Assist education by expanding the
Federal programs for fellowships, research, teacher training
and related activities, and help the states relieve the
classroom shortage by Federal grants and loans.

8. Unemployment. - Help reduce pockets of unemploy-

ment and increase the earnings of low income families by
establishing an Area Assistance Program to provide technlcal
assistance to depressed communities 1n developing balanced,
progressive economles; provide support for the Rural Develop
ments Program; and expand the programs of vocational reha-
bilitation.

o, International. - Improve international econocmic

relations by extending the Trade Agreements Act for three
more years, establishing simple, clear standards for the

valuation of imported goods, strengthening the program for
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technical assistance to underdeveloped countries, and modi-

fying the taxation of income from foreign sources.

Comments and Criticiams

The most important criticism to be made about the
Beconomic Report of the President under the new admlnistra-
tion and new Council of Economic Advisers is that they have
failed to make quantitative estimates of the required level
of employment, production and purchasing power. This, as
previously pointed out, they are required to do under Section
3 of the Employment Act of 1946, and this they should do in
order to preovide the necessary benchmarks by which to mea-
sure the sufficiency of the actual economic level attained
and determine the efficiency of the national economic poli-
cies recommended and followed.,

On this subject Leon H, Keyserling, Chairman, 1950=-
1953, Vice Chairman, 1946-1950, Council of Econtomic AdvisersL
Consulting Economist and Attorney, has this to say:

The Council should reinstate its earlier practice
of projecting, in quantitative terms, needed
levels of employment, production and purchasing
power. It must do this, to obey the law. It
should do this, because to say we need more jobs
or teachers--but not how much more--is no suffi-
cient guide to resource allocation or national
economic policy. Second, the Council should set

forth and evaluate the Federal Budget as an in-
tegral pert of the Nation's Economic Budget (6).

(6)"The Employment Act Past and Future, A Tenth Anni-
versary Symposium", edited by Gerhard Colm, published as
Special Report No. 41 by the National Planning Association,
Washington, D.C., February, 1956, p, 71.

UNIVERSITY OF OTTAWA .. SCHOOL OF GRADUATE STUDIES



UNIVERSITE DOTTAWA .. ECOLE DES GRADUES

THE NEW ADMINISTRATION 1953-1955 78

The same criticism is voiced by James G. Patton,
President, National Farmers Union (7), Walter P. Reuther,
President, United Automobile Workers (8), and others.

Another criticism is that the present administration
has given all its attention to the overall economy and has
failed to give sufficient attention to those areas which,
through lack of resources or development are not sharing in
the current prosperity. As James G. Patton pointed out, a
glaring defect in the current administration of the Zmploy-
ment Act

e..1s smug and conventional satisfaction with a
superficial lock at how the economy is functioning
in the overall, without precise attention to the
important sectors of the economy and of the popu-
lation that are not sharing in the general well
being, and without precise attention to the
specific policies which would redress this imba-
lance (9).

The new Council has not continued the regular meeting
and discussions with representatives or farm, labor, busines
and consumer groups and has thus practically given up its
leadership in the broad field of economic discussion and

leadership. Among the many critics of this lack on the part

of the Council is Walter P. Reuther when he says:

(7) Ibid., ps 33.
(8) Ibid., p. 60.
(9) Ibid., p. 34.

Ul
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President Risenhower's Council of Economic Advi-
sers has also failed to fulfill the obligation
of the spirit, if not the letter, of the Act,

by not consulting with organized labor on a
regular basis, with an exchange of observations
and views on economic trends and policies (10).

The Reports can be further criticized for character-
izing the recession beginning in 1953 and carrying on into
1954 as an "Inventory recession”. The Contraction was
described as a shift from "operations at forced draft to
normal levels of peacetime operations™, while the economy
as a whole was characterized as marvelously prosperous.
While, in fact, the Councilwas perfectly correct in pre-
dicting an early halt to the contraction, it would have been
much more meaningful if they had indicated whether this is
likely to be a temporary halt in an expected continuing de-
cline, or the beginning of a sidewise movement, or the
turning point toward a new upswing. To call it an inventory
recession and draw a parallel with the 1948-1949 recession
may be vaguely conforting to all but this tendency must be
severely criticized. Paul J. Strayer, commenting on this
tendency, says:

This writer would like to protest wvigorously about
this tendency. If inventories are excessive the
reason for this fact must be explained. If re-
duction of inventories means fewer orders and

weak markets, this is reflected in employment,
incomes and prices to varying degrees. Lxcessive

(10) Ibid., p. 60.
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inventories in the hands of producers or distri-
butors may reflect excessive inventcries in the
hands of consumers. All in all this label is

one that has surprisingly little meaning in terms
of real analysis, yet it beclouds the real issues
that confront the goverament official and the
public at large (11).

The reports could be criticized further because "som
of the specific monetary and fiscal policies which it either
tolerates or supports are not appropriate to combatting
recession"™ (12), and additional recommendations, dealing
with extension of unemployment insurance, housing legisla-
tion, and agricultural policy, while properly related to
the stabilization program of the administration are not
central to it.

While monetary measures and debt management are re-
ferred to in a general way in these reports it is felt that
the dconomic Reports should have made it clear beyond a
doubt that the Federal Reserve would be expected to utilize,
if occasion arose, the most powerful instrument in the ar-
senal of monetary controls, the long-term rates of interest)

On the subject of debt management, the 1954 Report

states that the Treasury is "adhering to its policy of

lengthening the maturities of the outstanding Federal debt"

(11) "Full Employment--1954 Model"™ by Paul J.
Strayer, American Economic Review, Vol. XLIV, No. 5, De~
dember 1954, p. E85.

(12) "™Monetary and Fiscal Policy in the President's
Report" by Howard S. Ellis, The Review of Fconomics and Sta
tisties, Vol. XXXVI, No. 3, Aug. 1954, p. 252,
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despite the fact that this policy would be appropriate only
to a setting of inflation.

However, on the whole, these three lconomic Reports
of the President compare favorably with previous reports.
They contain a clear statement of the necessity of maintain-
ing a flexible policy designed to be adaptable to new situa-
tions as they arise, and an administration position that for
the first time places real emphasis upon the desirability of
price stabilization.

Paul J. Strayer, commenting on the Zconomic Report of
the President for January, 1954, says:

The Council should also be complimented on the im-
provements they have made in the coverage and
detail in the statistical supplement of the Report.
Were it not for the omission of the Nation's
Economic Budget this would be the most useful
statistical supplement yet prepared (13).

He further compliments the Council for presenting a
single report of the President, not a brief presidential
report combined with a longer report of the Council and for

the ™maintenance of primary focus upoan the economic stabili-

zation program of the government" (14).

(13) "Full EZmployment--1954 Model" by Paul J. Strayer,
American Economic Review, Vol. XLIV, No. 5, December, 1954,
p. 885.

(14) Ibid.
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CONCLUSION

Ten years is not enough time for the Congress to
learn to use this new device of a professionally-staffed
pondering committee sincerely and effectively. It will take
more time also for successive Presidents and other top
executives to learn to make the most of professional economig¢
advisership and for top-flight economists to master the
lesson of serving free government with the blend of scholar-
ly detachment and intimate realism that the task demands.

There is general agreement that the work of the
Council has been effective., 1In view of the difficulties it
has had to face, the new ground it had to break, it has done
as much as could reasonably be expected.

Except for the 1954 and 1955 reports in which the
Council failed to give guantitative estimates of the needed
levels of employment, production and purchasing power, the
reports of the President and the supporting reports of the
Council have included almost all the information that any
such summaries could, or should include. The reports are
written in clear non-technical language, and all the basic
statistics necessary to appraise the trends in the economy,
and its status at any particular time, are well organized
and lucidly presented. As a result, the business community
and the public at large have obtained a better understanding

of economic conditiomns than ever before.
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Zven if we cannot point to any definite policies or
laws adopted as a direct result of the work of the Council,
or find some specific, explicit situation where one can say
that without the advice of the Council things would have gone
wrong and we would have had a postwar depression, the work

and reports of the Council are invaluable because:

(1)

(2)

(3)

(4)

CONCLUSION 83

As a result of its meetings with representatives
of labor, business, farmers, economists, etc.,
all sides have gained in understanding of what

is reyuired by the economy as a whole, cleared up
misunderstandings and laid the groundwork for
greater economic co-operation.

Its overall look at the economy and its advice

to the President have undoubtedly resulted in moré
coordinated sfforts towards desirable objectives.
The reports focus the attention of Congress and
the public on the present economic situation and
the future requirements. The idea of maximum
employment, production, and purchasing power is
constantly kept to the forefront.

The knowledge that a group of eminent economists
is striving to devise means to stabilize maximum
employment, production and purchesing power, and
that the Federal Government stands ready to put

their recommendations into effect when necessary,

{
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has developed much greater confidence in the busi-
ness man and the public. This means greater sta-
bility because the businessman is not so likely to
reduce inventories, nor is the public so likely to
unload stocks, at the beginning of a downturn, and
thus turn a slight recession into a depression.
This more stable behaviour by business and the
public makes Government stabilization policy more
effective.
(5) The Council provides the basis for the overall con-
sideration of the economic policies of the Federal
Government to implement the ifmployment Act of 1946.
The srgument, that we have had no serious econcmic
problems in the post-war period and, as a result, the econo-
mists of the Council have had essentially a "dry run" of the
procedures for fighting unemployuent, is based on a fallacy.
We have gone through all the phases that could have resulted
in a post-war depression, but, the application of the neces-
sary procedures to curb inflation or boost procduction, as
and when needed, has resulted in the remarkable stability, at
a very high level of production, shown by the economy since
1946.

The fact that the Council of Zconomic Advisers is held|

high in the estimate of economists as well as all agencies
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of Government is a clear indication that those most informed

about its work believe that it is doing an excellent job.
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TABLE A=l -~ GROSS NATIONAL PRODUCT OR EXPENDITURE, 1939«1955

(Billions of dollars)

Total Gross Parsonal Gross Private Government

Period National Consumption Domestic Net Foreign Purchases

Product Expenditures Investment Investment of goods

and services

1939 91.1 67.6 943 09 13.3
1940 100.6 71.9 132 1.5 14.1
1941 125.8 81.9 18.1 1.1 24.8
1942 159.1 8947 9.9 - o8 59.7
1943 192.5 100.5 5.6 "'2.2 88.6
1944 211.4 1.09.8 7.1 =261 9645
1945 213.6 121.7 10.4 =1ls4 82.9
1946 209.2 146.6 27.1 446 30,9
1947 232.2 165.0 29.7 8.9 28,6
1948 257.3 177.6 41.2 2.0 36.6
1949 257.3 180.6 32.5 .5) 43.6
1950 285.1 194.0 51.2 2ol 42.0
1951 328.2 208.,3 56.9 2 62.8
1952 345.2 218.3 49.6 - .2 77.5
1953 364.5 230.6 51.4 =2.0 84.5
1954 360.5 236.5 47.2 - .3 77.0
1955 387.4 252.4 59.4 “« .3 75.9

Source: Department of Commerce as quoted in the Economic Report of the President,

January 1956.
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TABLE A=2 ~ GROSS NATIONAL PRODUCT OR EXPENDITURE IN 1955 PRICES, 1939-~1955

(Billions of dollars, 1955 prices)

Total Gross Persaonal Gross Private Net Forei gﬁ:ggg:git
Period National Consumption Domestic I N g: £ zood
Product Expenditures Investment nvestimen of & o's
_and gervices
1939 190.4 135.9 22.1 1.0 31le5
1940 207.7 143.2 29.8 1.7 33.0
1941 240.3 153.0 377 2 49.4
1942 271.1 149.9 19.3 «2e2 104.1
1943 301.2 154.5 11.1 =57 141.3
1944 324.1 160.6 12.8 -5.7 156.3
1945 317.5 171.8 17.6 44,5 132.7
1946 283.1 191.0 42.8 4,5 44.8
1947 282.7 194.1 41.0 8.9 38.6
1948 295.8 198.0 49,9 1.3 4646
1949 294.9 203.3 38.3 - o8 53.4
1950 321.8 215.6 68.5 ~244 50.1
1951 345.4 216.9 59.9 l.2 67.4
1962 357.5 223.4 5243 3 8l.4
1953 374.3 233.4 53.3 =1,9 89.6
1954 365.4 237.3 48.4 “ .1 79.7
1955 387.4 252.4 59.4 - .3 75.9
Source: Council of Economic Advisers as quoted in the liconomis Report of the

President, Jamuary 1956.
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TABLE A=3 ~ NATIONAL INCCME BY DISTRIBUTIVE SHARES, 1939=«1955

(Billions of dollars)

Total Compensetion Business Income Rental
Period National T of and of Income Corporate Net
Income Employses Professional Farm of Profits Interest
Income Proprietors Persons
1959 72.8 48-1 703 4.3 297 507 406
1940 8l.6 52,1 B44 4,6 249 J.1 4,5
1941 104.7 64.8 10,9 645 3.5 14.5 445
1942 137.7 85.3 13.9 10.0 4.5 19.7 4,3
1943 170.3 109,6 16,8 1l.4 Sel 23.8 3e7
1944 182,.,6 121.3 18.0 11.5 5.4 23.0 33
1945 181.2 123.2 19.0 11.8 5.6 18.4 3e2
1946 179.6 117.7 2143 13.9 6.2 17.3 3.1
1947 197.2 128.8 19,9 14.5 6.5 23.6 3.8
1948 221.6 140.9 21.6 16.7 7.2 30.6 4.9
1949 216.3 140.9 2l.4 12,7 7.9 28.1 5.2
1950 240.0 154.3 22.9 13.3 8.9 35.1 5.9
1951 277.0 180.4 24.8 16.0 9.1 39.9 6.8
1952 289.5 195.3 25,7 14.3 9.9 36.9 7.4
1953 303.6 209.2 25.9 12.3 10.3 37.2 8.8
1954 299.7 207.9 25.9 12.0 10.5 33.8 9.5
1955 322.2 221.2 27.3 11.1 10.7 4l.4 10.5

Source: Department of
January 1956.

Commerce as quoted in the Economic Report of the President,
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TABLE A~4 =

TOTAL POPULATION 14 YEARS OF AGE AND OVER AND THE LABCR FORCE, 1929-1955

Total Total labor Unemployment
Total labor force Civilian labor force force as as per cent
Period ©population including per cent of civilian
armed Total Employment Unemployment of total labor force
forces population
Thougands of persons 14 years of age and over Percent
1939 100,210 55,600 55,230 45,750 9,480 5545 17.2
1940 101,490 56,180 55,640 47,520 8,120 554 14.6
1941 102,640 57,530 55,910 50, 350 5,560 56.1 9.9
1942 103,690 60,380 56,410 53,750 2,660 58.2 4.7
1943 104,750 64,560 55,540 54,470 1,070 61.6 1.9
1944 105,750 66,040 54,630 53, 960 670 62.4 1.2
1945 106,620 65,290 53,860 52,820 1,040 61.2 1.9
1946 107,590 60,970 57,520 55,250 2,270 5647 349
1947 108,831 61,758 60,168 58,027 2,142 56,7 346
1948 109,924 62,898 61,442 59,378 2,064 57.2 3e4
1949 111,095 63,721 62,105 58,710 3,395 5744 545
1950 112,237 64,749 63,099 59,957 3,142 57.7 5.0
1951 113,382 65,983 62,884 61,005 1,879 58.2 340
1952 114,589 66,560 62,966 61,293 1,673 58.1 2.7
1953 116,576 67,362 63,815 62,213 1,602 57.8 2.9
1954 117,664 67,818 64,468 61,238 3,230 57.6 5.0
1955 118,846 68,896 65,847 63,193 2,654 58.0 4,0
Sources: Department of Commerce, Department of Labor and Council of zconomic

Advisers as quoted in the Economic Report of the President, January

1956.
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TABIE A-5 ~ AVERAGE WEEKLY HOURS OF WORK IN SELECTED INDUSTRIES, 1939=~1955

Retail trade

© VMVYLLIO 40 ALISYIAINN

SAANLS ILVYNAVYD 4O TOOHDS

Bituminous o :
Period  Manufacturing coal Building Class I mgygpnone NHoOlesale  (except eating
mining Construction Railroads trade and drinking
places)

1939 37.7 27.1 32.6 43.7 39.1 41.7 42.7
1940 38.1 28.1 33.1 44.3 39.5 41.2 42.5
1941 40.6 31.1 34.8 45.8 40.1 41.0 42.1
1942 42.9 32.9 36.4 47.0 40.5 41.3 41.1
1943 44.9 3646 38.4 48.7 41.9 42.2 40.3
1944 45.2 43.4 396 48.9 42,3 42.9 40.4
1945 43.4 42.3 39.0 48.5 41.7 42.7 40.3
1946 40.4 41.6 38.1 46.0 39.4 41.5 40.7
1947 40.4 4047 37.6 46.4 37.4 41.0 4043
1948 40.1 38.0 37.3 46.2 39.2 4049 40.3
1949 39.2 32.6 3647 43.7 38.5 40.7 40.4
1950 40.5 35.0 36.3 40.8 38.9 40.7 40.5
1961 40,7 35.2 37.2 41.0 39.1 40.7 40.2
1952 40,7 4.1 38.1 40.6 3845 40.6 39.9
1953 40.5 34.4 37.0 40.6 38.7 40.5 39.2
1954 39.7 326 3642 40.8 38.9 40.4 39.2
1955 40.7 37.4 36.1 41.8 39.6 40.6 39.0

source: Department of Labour as quoted in the Lkconomic Report of the President,
January 1956.
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TABLE A-6 - AVERAGE GROSS HOURLY EARNINGS IN SELECTED INDUSTRIES, 1939~1955

Retall trade

Bituminous
Manufac- Building Class I Wholesale(except eating
Period turing mgziig Construction Railroads Telephone trade and drinking Agriculture
places)
1939 $0.63 $0.89 $0.93 $0.73 $0.82 $0,72 #0954 $0.17
1940 +66 «88 +96 73 «83 .74 .55 .17
1941 .73 .99 1.01 .74 .82 079 .58 .21
1942 «85 1.06 1.15 «84 .84 .86 63 .27
1943 +96 l.14 1.25 «85 87 .93 .68 «35
1944 1.02 1.19 1.32 295 <91 «99 73 42
1945 1.02 l.24 1.38 «96 «96 1.03 «78 47
1946 1,09 1.40 1.48 1.09 1.12 1.15 «89 «58
1947 1.24 l.64 1.68 1.19 1.20 1.27 1.01 55
1948 135 1.90 1.85 1.30 1.25 1.36 1.09 «58
1949 1.40 1.94 1.94 1.43 135 l.41 1l.14 «56
1950 1.47 2.01 203 1.57 1.40 1.48 1.18 +56
1951 1.59 2.21 2.19 1.73 1.49 1.58 1.26 «63
1952 1.67 2.29 2,31 1.83 1.59 1.867 1.32 +66
1953 1.77 2.48 2.48 1.88 1.68 1.77 1.40 «67
1954 1.81 2.48 2,60 1.93 1.76 1.83 1.45 «66
1955 1.88 2455 2.66 1.95 1.82 1.91 1.50 <68
Sources: Department of Labor and Department of Agriculture as quoted in the Kconomic

Report of the President, January 1956.
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TABIE A-7 ~ AVERAGE GROSS WEBKLY EARNINGS IN SELECTED INDUSTRIES, 1939-19355

Retail trade

Period Manufac- Db tg’;‘;im“s Building Class L poo o oo Wholesale (except eating
turing a0, Construction  Railroads trade and drivking
places)
1939 23.86 23.88 30,39 31.90 32.14 29.82 23.14
1940 25.20 24.71 31.70 32.47 32.67 30.45 23.50
1941 29.58 30.86 35.14 34.03 32.88 32,51 24.42
1942 36.695 35.02 41,80 39434 34.14 35.52 25.73
1943 43.14 41.62 48.13 41.49 36.45 39,37 27.36
1944 46.08 51.27 52.18 46.36 38.54 42.26 29.53
1945 44.39 52.25 53.73 46.32 40.12 43.94 31.55
1946 43.82 58.03 56.24 50.00 44.29 47.73 36.35
1947 49.97 66.59 63.30 55.03 44.77 51.99 40.66
1948 54.14 72.12 68.85 60.11 48.92 55.58 43.85
1949 54.92 63.28 70.95 62.36 51.78 57.55 45.93
1950 59.33 70435 73.73 64.14 54.38 60.36 47.63
1951 64.71 77.79 81.47 70.93 58.26 64.31 50.65
1952 67.97 78.09 88.01 74.30 61.22 67.80 52.67
1953 71.69 85.31 91.76 76 .33 65.02 71.69 54.88
1954 71.86 80.85 94.12 78.74 68.46 73.93 56 .84
1955 76.52 95.19 95.89 81.51 72.07 77.32 58.65
source: Department of Labor as quoted in the Bconomic Report of the President, January

1956.
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TABLE A-8 - WHOLESAI® PRICE INDEXES, 1939-1955
(1947-1949 = 100)

VMVLLO 40 ALISUYIAINN

STANLS FLVNAVHED 4O TOOHDS -~

Textile Chemicals Lumber Metals
Period All com~ Farm Processed products and and and
modities products foods and allied wood metal
apparel products products products

1939 50.1 3645 43.3 (1) 55.8 3146 62.6
1940 5l.1 37.8 43.6 (1) 56.6 35,2 62.8
1941 56.8 46.0 50,5 (1) 61.6 41.8 64.0
1942 64.2 59.2 59.1 (1) 69.3 45.4 64.9
1943 67.0 68.5 61.6 (1) 69.5 48,0 64.8
1944 67.6 60.4 60.4 (1) 7042 51.9 64.8
1945 68.8 71.6 60.8 (1) 70.6 52.5 65.9
1946 78.7 83.2 77.6 (1) 76.3 60.3 73.9
1947 96.4 100.0 98.2 100.1 101.4 93.7 91.3
1948 104 .4 107.3 106.1 104.4 103.8 107.2 103.9
1949 99.2 92.8 95.7 99.5 94.8 99.2 104.8
1950 103.1 97.5 99.8 99.2 96.3 113.9 110.3
1951 114.8 113.4 111.4 110.6 110.0 123.9 122.8
1952 111.6 107.0 108.8 99.8 104.5 120.3 123.0
1953 110.1 87.0 104.6 97.3 105.7 120.2 126.9
1954 110.3 95.6 105.3 95.2 107.0 118.0 128.0
1955 110.7 89.7 101.7 95.3 106.6 123.6 136.6

Source: Department of Labor as guoted in the Kconomic Report of the President, January
1956.
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TABLE A=-9 ~ CONSUMER PRICE INDEXES, 1939-~1955
For City Wege Earner and Clerical Worker Families

(1947-1949= 100)

Miscel-
R All Rent Transport- Medical laneous
Period items Ronrd and Apparel ation ecare gcods and
Housing services (3)
(1)
1939 59.4 47.1 86.6 52.5 (2) (2) (2)
1940 59.9 47.8 86.9 53.2 (2) (2) (2)
1941 62,9 52.2 8844 55.6 (2) (2) (2)
1942 69.7 61.3 90.4 64.9 (2) (2) (2)
1943 74.0 68.3 90.3 67.8 {2) (2) (2)
1944 75.2 67.4 90.6 72.6 (2) (2) (2)
1945 76.9 68.9 90.9 76.3 (2) (2) (2)
1946 83.4 79.0 91.4 83.7 {2) (2) (2)
1947 95.5 95.9 95.0 97.1 90.6 94.9 96.1
1948 102.8 104.1 101.7 103.5 100.9 100.9 100.5
1949 101.8 100.0 103.3 99.4 108.5 104.1 103.4
1950 102.8 101.2 106.1 98.1 111.3 106.0 105.2
1951 J11.0 112.6 112.4 106.9 118.4 111.1 109.7
1952 113.5 114.6 114.6 105.8 126.2 117.2 115.4
1953 114.4 112.8 117.7 104.8 129.7 121.3 118.2
1954 114.8 112.6 119.1 104.3 128.0 125.2 120.1
1955 114.5 110.9 120.0 103.7 126.4 128.0 120.2

(1) Indexes rent only to 1946.
(2) Not available

From 1947 total housing costs are included

(3) Does not include npersonal care or reading and recreation

30URCE:

vepartment of Agriculture as quoted in the Hconomic Report of the President,
January 1956.
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TABLE A~=10 <« SHORT~ AND INTERMEDIATE-TERM CONSUMER CREDIT OUTSTANDING, 1939-1955

(Millions of dollars)

Instalment credit

End . Other . -
of Total Total Automobile consumer Repair and Personal iﬁg::lment
Period paper goods modernization loans dit
loans credi
paper

1939 7,222 4,503 1,497 1,620 298 1,088 2,719
1940 8,338 5,514 2,071 1,827 371 1,245 2,824
1941 9,172 6,085 2,458 1,929 376 1,322 3,087
1942 5,983 3,166 742 1,195 255 974 2,817
1943 4,901 2,136 355 819 130 832 2,765
1944 5,111 2,176 397 791 119 869 2,935
1945 5,665 2,462 455 816 182 1,009 3,203
1946 8,384 4,172 981 1,290 405 1,496 4,212
1947 11,570 6,695 1,924 2,143 718 1,910 4,875
1948 14,411 8,968 3,054 2,842 843 2,229 5,443
1949 17,104 11,516 4,699 3,486 887 2,444 5,588
1950 20,813 14,490 6,342 4,337 1,006 2,805 64323
1951 21,468 14,837 6,242 4,270 1,090 39235 6,631
1952 25,827 18,684 8,099 5,328 1,406 3,851 7,143
1953 29,537 22,187 10,341 5,831 1,649 4,366 7,350
1954 30,125 22,467 10,396 5,668 1,616 4,787 7,658
1955(1) 36,200 27,800 14,300 6,400 1,600 5,500 8,400

(1) Preliminary estimates as used by the Council of Economic Advisers.

Source: Board of Governors of the Federal Reserve System as quoted in the Economic Report

of the President, January 1956.
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TABLE A=~11 ~ DEPOSITS AND CURRENCY, 1939-1955
(Millions of dollars)
Total Demand deposits adjusted and currency
End : Time Ue3e
of dep.:i;ts Total outeide deposit Geposits Government
period P 51%s adjusted deposits
currency banks adjusted

1939 64,733 36,194 6,401 29,793 27,059 1,480
1940 71,129 42,270 7,325 34,945 27,738 1,121
1941 79,098 48,607 9,615 38,992 27,729 2,762
1942 100,500 62,868 13,946 48,922 28,431 9,201
1943 123,391 79,640 18,837 60,803 32,748 11,003
1944 151,428 90,435 23,505 66,930 39,790 21,203
1945 176,378 102, 341 26,490 75,851 48,452 25,5685
1946 167,500 110,044 26,730 83,314 53,960 3,496
1947 172,330 113,597 26,476 87,121 56,411 2,352
1948 172,693 111,599 26,079 85,520 57,520 3,574
1949 173,851 111,165 25,415 85,750 58,616 4,070
1950 180,574 117,670 25,398 92,272 59,247 3,657
1951 189,861 124,549 26,315 98,234 61,450 3,862
1952 200,449 129,002 27,494 101,508 65,799 5,648
1953 205,720 130,542 28,091 102,451 70,375 4,803
1954 214,757 134,402 27,852 106,550 75,282 5,073
1955 220,600 137,900 28,600 109, 300 78, 300 4,400

Source: Board of Governors of the Federal Reserve System as guoted in the Hconomiec
Report of the President, January 1956.
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TABLE A~12 - PROFITS BEFORE AND AFTER TAXES, ALL PRIVATE CORPORATIONS, 1939-1955

{Billions of dollars)

Corporate profits after taxes

Corporate Corporate
Period profits tax Dividend  Undistributed
before taxes liability Total payments profits

1939 6.4 l.4 9.0 3.8 1.2
1940 3.3 2.8 6.5 4,0 2.4
1941 17.0 7.6 9.4 4.5 4,9
1942 20.9 11.4 9.5 4,3 De2
1943 24.6 14.1 10.5 4.5 640
1944 23.3 12.9 10.4 4,7 5.7
1945 19.0 10.7 8.3 4.7 346
1946 22.6 9.1 13.4 5.8 747
1947 29.5 11.3 18.2 6.5 11.7
1948 32.8 12.5 20.4 7.2 13.0
1949 26.2 10.4 15.8 7.5 8.3
1950 40.0 17.8 22.1 9.2 12.9
1951 4] .2 22.5 18.7 9.1 9.6
1952 35.9 19.8 16.1 9.0 7.1
1953 38.3 2143 17.0 9.3 767
1954 34,0 17.1 17.0 10.0 7.0
1955 43.2 21.7 21.5 11.1 10.4

Source: Department of Commerce as guoted in the Economic Report of the President,

January 1956.
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