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Prefatory Note

Early in 1944 I suggested to Dean Williams of the Graduate School
of Public Administration at Harvard that a series of lectures -on eco-
nomic reconstruction might make a valuable contribution to:the solu-
tion of one of the most difficult economic problems ever to confront
this country. With his enthusiastic approval I arranged a scries which
was given at the school over several months in 1944. The contributors,
including the five members of the faculty of the Graduate School of
Public Administration and or:e member of the Faculty of Columbia
University, are or have been until rccently government servants hold-
ing key positions.

This book is based on thesc lectures. To present a well-balanced
discussion of the important economic problems of the transition and
later postwar periods, scveral cconomists who had not participated in
the lecturce series werc invited to contribute to this volume.

The Graduate School of Public Administration paid the expenses
connected with the lectures and with the preparation of this volume
for publication. I am indebted to Miss Penelope Hartland, and es-
pecially to Miss Lillian Buller and Mrs. Rita Wilfort for their assistance.

Seymour E. HArris, EDITOR.
CAMBRIDGE, Mass.,

June, 1945,
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Introduction

The Issues

by SEYMOUR E. HARRIS

I

ORE than two years ago the writer cdited a volume on post-

war economic problems.! At that time it scemed nccessary

I ~ I to apologize for the diversion of any cnergies from the

immediate job of waging war to a consideration of postwar problems.

That the postwar economic problems were going to be of unprecedented

difficulty and require the encrgics and time of our best economists was
ncvertheless apparent even then.

Some may ask: Why should the writer cdit a book on reconstruction
when postwar economic problems have been explored? To borrow a
military analogy: Whereas the earlier volume was perhaps 75 per cent
strategy and 25 per cent tactics, this volume is at least 50 per cent tactics.
We have had more than an additional two years in which further to
appraisc our war efforts and the better to understand the readjustments
which will be required. Whereas the wartime rise in our national income
had been but $50 billion by 1942, by 1944 it had increased by about $90
billion above prewar levels. Whereas the Treasury had spent $32 billion
in the fiscal year 1942, it spent $95 billion in {944, and expenditures are
estimated at $100 billion in the fiscal year 1945. To carry comparisons
further: Federal taxes had yielded $14 billion in the fiscal year 1942, and
their estimated yield in the fiscal year 1945 is $44 billion; total deposits
adjusted and currency outside banks were up $18 billion by June, 1942,
or almost 30 per cent over 1939, and were up $87 billion, or 135 per
cent, by Dec., 1944. Whercas by the summer of 1942 the labor force

! Postwar Economic Problems, now in its fifth printing.

1



2 ECONOMIC RECONSTRUCTION

had risen by only 3.2 million over the total for July, 1940—and total
civilians employed, plus the armed forces, had risen by 9.7 million—the
respective estimates for the summer of 1944 were increases of 8.9 and
17.2 million, respectively. '

We have watched our war program go into high gear and reach
dimensions predicted in 1942 but not generally accepted as likely to be
realized. Impressed by the significant gains, we are also now in a better
position to cnvisage the magnitude of the problems of readjustment and
of maintenance of a healthy economy than werc the writers of the
earlicr volume. Now we can study with some precision—as thosc writing
in 1942 were unable to do—concrete proposals for liquidation of govern-
ment property, for the postwar tax structure, dcfinite programs for
international reconstruction, patterns and magnitude of spending on
consumption and investment, the speed of demobilization of workers, of
the military, and of controls, the manner of dealing with the plethora of
cash and liquid resources, the possible contribution of the government.
In 1942 we were able to consider many of these problems but, not
knowing how far we would go, we were not in a position to know how
far we might descend or how high the platcau we might cling to, given
appropriate policies by government, business, labor, and agriculture.

I1

The next decade may well decide a vital issue: Can this country
afford the luxury of a frec-economy society? Of course our free economic
system has becn administered many drugs and has even had some
surgery. Yet there are still large elements of freedom in it. That it has
survived for 10 gencrations in this country does not prove, as many
optimists scem to hold, that it will outlive them. Whether an economy,
half frec and half regulated, can survive is another issue.

What is nceded is not exhortation or intuition or expressions of faith
in our cconomic institutions. It is now necessary to study facts and to
draw conclusions from them. This is essentially what the 22 economists
who have contributed to this volume do. They are all hopeful that the
system of private enterprise will survive; but they are also aware that
the system faces a period which will test its strength and resiliency as
never before.

Our 22 collaborators are not members of any one school. They are
stagnationists and anti-stagnationists; New Dealers and critics of at



INTRODUCTION 3

least a substantial part of New Dealism; supporters of deficit financing
and adherents of a balanced budget.

The editor has the temerity to suggest that most economists would
agrce on the following propositions:

1. Our system of free economic cnterprise will not survive unless we
can find employment for at least 90 per cent of those genuincly secking
work. We may tolerate unemployment of 5 to 10 million for bricf
periods; but it is unlikely that the country will stand by again while 10
million or more are unemployed for a decade. There are not a few who
contend that we must have full employment; but all will agree with the
position that we must have a high level of employment.

2. Any failure to spend a significant part of our income in a given
year on consumption and imiestment goods will start a downward
movement which, unless it is stopped, will be cumulative in its cflects.

3. Our most perplexing problem of the reconversion and postwar
period is, therefore, to prevent the reduction of Federal expenditures by
around $75 billion from producing a downward spiral from which the
system will never recover. More than one-quarter of this contraction of
Federal expenditures, according to current cstimates, will take place
after victory in Europe, now popularly referred to as VE-day; and the
remainder after victory over Japan, now popularly referred to as V]J-
day. It is indeed fortunatc that the large readjustments required will not
be forced upon us all at once by a simultancous ending of the warfare
on both fronts.

III

We are not suggesting, because a national income of $160 billion or a
gross national product of $200 billion has now been attained, that a full-
employment cconomy will require an equal income or gross national
product. Much will depend on the numbers on the labor market,
changes in productivity, hours of work, the wage and price level, and the
like. The rcader will find in this volume some estimates of income for a
postwar ycar (Chapters V and XIV by Drs. Mosak and Colm) that
equai approximately the amounts attained at the peak of the war effort.
Assuming relatively little unemployment, a large labor force, and con-
tinued gains of productivity, they arrive at these highly satisfactory
results. The Brookings Institution, on the other hand, emphasizing the
effects of national downgrading, substantial departures from the labor
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market, loss of overtime, and, disregarding the historical trends in pro-
ductivity, arrives at a much lower estimatc of national income—§$123
billion.

Recent estimates by Dr. Kuznets, the country’s leading expert on
income, arc also not chccring. He obtains his results by projecting in-
comes of the past into the future. Whereas most economists éstimate
national income on the basis of what might be achiecved—under a full-
employment or high-employment income—Dr. Kuznets assumes that
we shall continue to manage as badly as we have in the past. Most of
the other estimates offer us something to shoot at or, according to many,
what we must attain; Dr. Kuznets draws inferences from history.!

All these estimatcs arc for an early postwar year. Our attainable in-
come continucs to gain as we probe into the future. If we continuc to
raise man-hour output at the same rate as in the past fifty ycars, the nct
national income will soon be $200 billion. On the assumption that pro-
ductivity and production risc every twenty ycars from 1940 on at the
rate they did from 1920 to 1940, the results would be as follows: (This
is not a prediction.)

1940 1960 1980 2000

Productivity .......... 100 200 400 800
Industrial production. . . 100 166 276 458
v

If there is a lecading themec in this volume, it is this: 2 substantial
decline of spending cannot be tolerated and, when it has occurred,
corrective measures must quickly be taken. There are few, if any, chap-
ters in this volume that do not deal with this problem directly or indi-
rectly. The general problem of the maintenance of a high level of spend-
ing is dcalt with by Profs. Hansen and Sweezy and Drs. Ezckicl, Colm,
and Mosak. According to these writers, an adequate level of spending is
not likely to be attained without substantial contributions by the govern-
ment. Essays dcaling with special aspects of the economy also treat,
dircctly or indircctly, of the support of demand. In the chapters on
agriculture, labor, social security, taxation, and international economic

1 Dr. Kuznets’ estimates of 1942 discussed here are more gloomy than those in a study by
him to be published (1945) by the National Burcau of Economic Research.
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relations, the reader will find discussions which are related to de-
mand.

Those responsible for these chapters would agree on the significance
of the magnitude of spending. Therc is no gencral agreement among
cconomists, however, as to the gdvernment’s contributions. Economists
today dre divided into two camps: (1) those who maintain that, given a
hecalthy milieu—a tax system that does not weigh too heavily on business
enterprise, a flexible price and wage policy, healthy relations among
government, business, and labor, relaxation of trade barriers—given
these, this country will support its population at a high standard of liv-
ing and at high-employment levels; (2) those who contend that irrespec-
tive of the improvements along the lines adumbrated above, the govern-
ment will have to make a significant, if varying, contribution to total
spending and cmployment.

The editor would not claim that this issue has been resolved. Our
expericence in the thirtics scems to him to count in favor of the stagna-
tionists. It is hoped that the experience of the fifties will help clarify the
issues. If in the next decade free enterprise is given the support of a
strong and able government, if a much needed change in the tax struc-
ture on lines suggested here is effected, if a flexible price and wage policy
and the improvements in international economic relations proposed
here are accomplished—then if large amounts of unemployment still
prevail, the position of the stagnationists will attract increased support.
They will, however, naturally lose support if; in the abscnce of a large
measure of government intervention, the fifties prove to be a period of
sustained prosperity.

Of this much one can be certain: Against the $75 billion of govern-
ment spending to be replaced annually, current cstimates of deferred
demand, unfilled orders, and new markets for durablcs secm to be a
pittance. Even the optimistic estimates of the Chamber of Commerce
put deferred demand at but $20 billion; and clearly a large part of this is
in fact current demand.

A%

From all of this the reader should not infer that large amounts of
unemployment will prevail unless, in the early postwar years, we attain
a gross national product of $200 billion or a nct national income of $150
to 160 billion (1943-1944 prices). The required income which will
yield full employment will depend upon the productivity changes from
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1940 to 194x. Herc we assume a net change for the forties at the rate
given by the previous fifty years. This is not, however, the only relevant
factor. Among other factors which will determine the amount of uncm-
ployment will be the numbers on the labor market and the number of
hours in the working week. Most estimates are based on a 40-hour work-
ing week. Since, howcver, the working week was 37 to 38 hours in
manufacturing before the war and since over the last few gencrations
there has been a reduction of the working week of around 20 hours,
there is much reason for setting the working weck at 35 hours. A reduc-
tion of hours of work by 5 hours from the 40 hours generally assumed
may account for 7 to 8 million additional jobs.

Another rclevant consideration is the numbers on the labor market.
Enrollment in high schools might rise by 1 million (around 15 per cent
of the total now in these schools), in schools of higher education by 1}
million (a rise of about 100 per cent, or from 15 to 30 per cent of the
total number of those aged nincteen to twenty-two and from more than
1 to more than 2 per cent of total population). An additional 1 million
or more might be added in the clementary and other schools.

It is casy to scc that potential uncmployment might be cut by 10
million or more through a reduction of hours to 35 and increased school-
ing. If the public prefers work to schooling and leisure, this is obviously
not an ideal solution. But since in the past the public has taken its gains
partly in lcisure, there is no reason why they should not continue to do
so. If they could make a conscious choice, would they not continue as in
the past? At any rate, if private demand docs not provide 55 to 60
million jobs at 40 hours per week and if; fearing governmental partici-
pation and public deficits, we do not supplement private and public
demand sufficiently to yicld a high level of cmployment, then here is a
way out of widespread uncmployment. It is clcarly to be preferred to the
unemployment, breakdown of morale, maldistribution, and low-income
levcls of the thirties. We may then well have full employment at an
income of around $125 billion instcad of $150 billion, if we assume the
withdrawal of several million additional from the labor market and a
35-lour weck in manufacturing and corresponding rcductions else-
where.

VI

In this volume we are concerned with two groups of problems: the
"transitional and the long-run. They are not, however, independent.
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A failure to solve our transitional problems will aggravate the long-run
situation. Many of the problems are, moreover, both short- and long-
run,

First, there are the monetary, financial, and savings problems.
They will plague us in the immediate future and, if unsolved, will still
be with us in the fifties. We were confronted by the end of 1944 with a
wartime rise of liquid assets (dcposits, cash, and government sccurities)
of about $106 billion, or 130 per cent; of deposits and currency of more
than 85 per cent; of United States sccurities held by individuals of 360
per cent.! These raise baffling questions which Drs. Ellis and Livingston
discuss. What can the banks do to control the flow of moncy when cor-
porations and individuals hold unprecedented amounts of cash and
securitics? What can the reserve banks do to control the banks when
the latter can allow billions of dollars of sccuritics to run off as a mecans
of adding to their reserves? Can industry finance the transition without
further recourse to banks and the capital market? Thesc and similar
problems are under consideration in this volume.

Related to these problems arc the tax issucs. Drs. Hanscn, Blough,
and Colm consider taxes not merely from a purely fiscal viewpoint;
they are intercsted in the cffects of a given tax system on cnterprise, con-
sumption, investment, employment, income, and total spending. What
kind of tax system will mect minimum tests of adequacy of revenue and
justice and yet strain our system the least?

VII

In gencral, a wide extension beyond the controls extant in 1930-1940
is not compatible with a system of private enterprise. This mcans that
most wartime controls must go, once the maladjustments brought by
war have disappeared. (Too rapid termination of wartime controls,
however, may account for distortions which will aggravate the diffi-
culties of attaining postreconversion stability and high levels of employ-
ment.)

Our war experience attests that controls spread: from one segment of
the economy to another; from one type to another, and complementary
type. There is no halting this process. Price control of selected commodi-
ties releases surplus purchasing power which endangers stability in

1 Figures are estimated for the 3 years ending Dec. 31, 1944, and relate to individual
holdings. Federal Reserve Bulletin, October, 1944, p. 953,



8 ECONOMIC RECONSTRUCTION

uncontrolled areas. Effective price control requires control of demand
through rationing, allocations, and limitations on consumer credit and
control of supply conditions through export control, conservation
mecasures, limitation orders, standardization, simplification, and the
like. Price control alone, of course, does not account for all these con-
trols; but the pressure of the price administrator frequently is felt. This
is not all, however. Price control requires control of wages and farm
prices. Once wage control is achicved, it is necessary to rely upon com-
pulsory transfers of man power to achieve the optimum distribution; or
be s tisfied with a far less than optimum distribution (for wage control
removes an important stimulus to movement).

In this volume Profs. Clark, Mason, and Wallace discuss the problem
of controls. They arc interested primarily in the reconversion and demo-
bilization period. A premature removal of controls will, in the opinion
of Profs. Clark and Wallace, bring about serious distortions. Our govern-
ment is already beginning to feel the pressure of businessmen for hasty
removal of controls and, fearful of their rctention, they are disposed to
arguc that, with the removal of controls, cconomic factors will once
more begin to move where they are most nceded and output will ex-
pand. Pcrhaps if these businessmen read this volume, they will not then
be so certain that premature removal will be to their interest. They will
lcarn that controls arc interrelated; that an carly removal may bring
inflation, usc of scarce factors for nonessential purposes, excessive inven-
tory accumulation and exports, unfair distribution as between big and
small business, ctc. Would they, for example, favor a frec market for
automobiles before supplies are reasonably in relation to demand, or
construction on the basis of price bids irrcspective of scarcities, say,
summer resorts as against the need of housing for medical pur-
poses?

Professor Mason treats a problem which is of both immediate and
long-run interest. Cartcls and international commodity agreements are
planned by governments abroad. Business and governments fearing
excessive supplies and falling prices, loss of markets, and scaicity of
exchange arc inclined to resort to programs for protecting their markets,
raising their priccs, and, therefore, improving their terms of trade. This
country is faced with the difficult question as to whether it should join
in this division of markets, restrictionism, and the like—a program in-
compatible with our liberal trade program—or stay out and thus per-
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haps frustrate those who plan a division of markets at the expensc of
consumers.

VIII

As a result of the war, there have been significant changes in the
structute and ownership of industry and in the composition and size of
the labor-supply market. One should not expect that, with peace, these
must necessarily revert to prewar conditions. Our regional pattern of
industry is significantly different from that of the prewar: the Far West,
the Tennessee Valley, and some regions of the Southwest have tended to
increase their relative command of manufacturing facilities. Our labor
force has grown greatly. It remains to be scen whether the composition,
size, and regional distribution will once more return to normal. Our gov-
ernment owns perhaps $75 billion of property and cxcrcises a great
threat over our system of private enterprise through its control of this
property as well as through its policy in the ficld of termination of con-
tracts. We await with interest its policy toward manufacturing facilities
that can survive in the postwar only if Treasury help is forthcoming. Are
we to move workers out of war areas as war business gradually disap-
pears and the slack is not taken up by private enterprise, or is the gov-
crnment, as the British government has announced it intends to do,
to move facilities into depressed arcas or subsidize industry in the
depressed regions? Furthermore, while these large deficiencies of de-
mand and substantial amounts of uncmployment may develop in
special industries and localities, the aggregate demand of the country
may be adequate rclative to supply. Thus it is not enough to discuss
the problems of the postwar in terms of over-all supply and demand
conditions. In the war period, pressures on particular markets have
incrcased more than those on others. This is reflected in the varying
rate of increase in population, employment, income payments, bank
deposits, and the cost of living.

In connection with this the following is of interest. From December,
1939, to December, 1944, the percentage increase of deposits was a
minimum in the New York Reserve District (71 per cent) and a maxi-
mum in the San Francisco District (248); in the spring and summer
of 1943, wage rates in selected manufacturing industries in Detroit were
as much as 31 per cent above the average in all urban areas; from 1941
to 1943, incomes in Oregon and Florida were up 97 and 95 per cent;
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in New Hampshirc and New York, only 23 and 30 per cent. According
to a study of the Burcau of Labor Statistics, the required demobiliza-
tion as a percentage of April 1940 cmployment was 40 per cent or
more in the states of Washington, Connecticut, Michigan, California,
Indiana, Nevada, Oregon, and Ohio and but 17.2 per cent for South
Dakota and 28.4 per cent for New York.! :

If total demand should be deficient in the postwar period, the net
effect of maldistribution and immobility will be that the incidence of
unemployment will be uncvenly distributed—it will be concentrated
disproportionatcly in certain arcas and on a limited number of indi-
viduals; and the distribution of the working population according to
the maximum productivity will to this extent be impaired. If, on the
other hand, total demand should be more than high enough to assure
full employment, the effect of maldistribution will be unfilled vacancies
in some arcas and unemployment in others.

The troublesome problems mentioned here will give the reader an
indication of the range of subjects discussed by Drs. Haber, Stcwart,
McLaughlin, and Kaplan. Upon the manner in which these problems
are solved will depend in no small part the success of the reconversion
and also, to some extent, the long-run cconomic conditions.

IX

Let us assume that the reconversion policics will be wise—even as
judidious as those proposed in this volume! Let us also assume that the
proposals for price policies, controls, wages, labor, disposal of property
as reccommended by our collaborators will be accepted. In a world of
group pressures, less than perfect government, widespread ignorance
of cconomics and, even worse, the acceptance of economic fallacics—in
this kind of world we are expecting too much if we anticipate that the
final dccisions will not, at least in part, be based on economic nonscnse.
Again let us also assume that the governments of the world will follow
the advice of Prof. Haberler and Drs. Bernstcin, Upgren, and Wallich
and will encourage exchange stability, relaxation of trade restrictions,
and renewal of foreign lending. Even under these very favorable cir-
cumstances, the government may have to do more.

This is the theme of Profs. Hansen and Sweezy and it is supported

1 For assumptions, etc., see Bureau of Labor Statsstics Serial No. R 1691, “State Variations
and Post-war Demobilization,” Scptember, 1944, espeaially pp. 4-13.
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by several others: Drs. Ezekiel, Colm, and Mosak.! Professor Hansen,
for example, estimating postwar savings at 10 per cent of disposable
national income, concludes that the required volume of investment is
much larger than the country will probably be able to absorb. (Professor
Hansen’s cstimate of individual savings is modest. He apparently is
anxious to understate his case.) Many would put savings at substantially
more than 10 per cent of disposable income at an income of $140 billion
—the percentage in 1944, under unusual wartime conditions to be sure,
was around 27 per cent. It will also be necessary to increase consump-
tion by at least one-half above the 1940 amount. Insofar as consumption
or investment fails to reach its goal, it will be necessary to accept declin-
ing demand and uncmployment or cncourage further investment.
Professor Sweezy discusses the form which these investments might take.
An adequate social-sccurity program, as envisaged by Dr. Burns, may
also contribute to a higher volume of spending and to that extent reduce
the need for public investment.

Public investment at the rate of $10 billion annually may be required
if a2 downward spiral is to be averted. Growth of the public debt at this
rate will be unfortunate only if national income does not rise correspond-
ingly to support it. An annual rise of national income of 2 per cent, or $3
billion—a rate less than that of the past fifty ycars—would yicld addi-
tional income of fifteen times the debt charge on new debt accumulating
at the rate of $10 billion per year; and the $3 billion of ncw income cach
year should yield Federal revenue equal to three times the cost of
financing the new debt. This growth of debt and public investment may
be the price that will have to be paid if a cumulative decline is to be
prevented. It is surely to be preferred to a reduction of national income
by 20 to 40 per cent. And perhaps we shall be able to get on without
much additional public investment. So much the better. It necd hardly
be added that there should be periods of debt repayment, as well as of
debt expansion.

This volume then is an attempt on the part of 22 cconomists (gov-

1 The reader will find an appraisal of postwar demand by Dr. Bisscll in the aforementioned
Postwar E ic Problems He largely dismisses additional public investment as a necessary
condition of full employment. The reader should also consult Dr. Livingston’s Markets after
the War. Here, by a projection of the relation of gross national product and consumption in
numerous markets over the years 1929-1940, Dr Livingston cnvisages an adequate level of
consumption and private mnvestment to support a full employment income. More has, how-
ever, been claimed for these results by many (who found support mn them for optimistic

estimates of postwar demand) than the author had intended. See the fuller discussion of these
issues in the editor’s Inflation and the War and Postwar Economy (1945).
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ernment servants past or present) to study the major economic issues
confronting this country in the immediate future and in the longer run.
We have assembled here the analyses of experts in the fields of income,
agriculture, social sccurity, fiscal policy, controls, money, business
finance, ctc. And from it all we draw this conclusion: The problems are
difficult and will be soluble only if the country gets better lecadership
than it had in the interwar period. Our number one problem is not the
nincteenth-century one of production, but the twentieth-century prob-
lem of demand. Somchow we must learn to take the goods which are
procuced off the market. There is scarcely a chapter in this volume
which does not make some suggestion along these lines. This problem
of adequacy and maintenance of demand falls to the lot of the econo-
mist. Let it not be said of him, if the problem fails of solution, that he
has not given the best advice he had to offer and that he has not with
cnergy and courage urged his views upon those who determine policy.
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Chapter 1

Postwar Employment Outlook

by ALVIN H. HANSEN

the United States that the subject is perhaps becoming somewhat

threadbare. Foreign economists, I find, are particularly inclined
to be somewhat wearied of American speculation on the subject, while
at the same time a little disturbed that we do so little about it. By and
large my own contacts with forcign collcagucs leave me with the impres-
sion that they arc distinctly pessimistic about our outlook. The article
by Gunnar Myrdal in the November, 1944, issuc of The Atlantic Monthly,
although not neccssarily representing an analysis to which most foreign
economists would subscribe, does represent the general pessimistic
attitude.

I mysclf am inclined to think that my foreign colleagues exaggerate
the problem. At the same time I am disposed to think that many Amer-
ican economists are altogether too complacent about it.

The war experience has, I think, lcft all of us more or less stunned
with the magnitude of the cmployment problem. We have actually
witnessed a volume of civilian production higher than that of any peace-
time year, despite the drastic decline in consumers’ durables. On top of
that we are producing almost $90 billion of war matériel, while at the
same time therc are 11 million of our best working force in the military
forces. Although the Army and Navy pay roll is indeed considered as
part of the national income, it is nevertheless true that their per capita
receipts are relatively low compared with those of the civilian popula-
tion. Their employment in civilian pursuits would yield a higher na-
tional product. On the other side, there is a net addition of 6 to 7 millior.
to the labor force of women, young people, and older people not nor-
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mally in the laber force. There is also the overtime. Full employment—
which means in a dynamic socicty as large as ours perhaps 3 million
unemployed—would, however (after deducting the overtime and the
excess labor force) mean a very substantial increase in civilian employ-
ment beyond present levels. Civilian employment should rise in the
postwar by 4 or 5 million above the current 51.5 million. .

The mere cnumeration of these data shows what it means to have full
cmployment in the United States. Even during the prodigious war effort
no serious lahor scarcity developed, and foreigners, coming from tighter
labor markets, arc continually amazed at the “unessential jobs™ that
they find being performed all around in our vast country—the cleaning
of dust and smoke from the outside walls of stone buildings and the like.

To maintain the national product at a level commensurate with our
capacity to produce, the American people will have to advance their
standard of living as a wholc by somewhere around 50 per cent. So
large an advance in the standard of living has never before been made
in a short interval of time. If we could achieve a full-ecmployment in-
come, arc we prepared to spend cnough to maintain that income for
long?

A substantial and suddecn rise in the standard of living of a people
requires not merely the power to produce; it also involves an cduca-
tional process. There is considerable danger, it seems to me, that we shall
experience a distinct lag in our standard of consuniption behind our
extraordinary capacity to produce, of which we have only recently
become fully aware.

In order to achieve a high consumption standard we cannot neglect
the fact that a large proportion of the population reccive extraorcinarily
low incomes. Minimum wage rates must be raised and cverywhere
wagcs must be increased to the highest possible level consistent with the
cost-price situation. If we are going to solve reasonably well our employ-
ment problem, we must become high-wage conscious. I hasten to add
that it makes no scnsc to raise wages if this involves price increases.
While we neced to be high-wage conscious, we must guard against be-
coming wage inflationists. Inadequate purchasing power leads to de-
flation; but we must also guard against inflation. Always in cconomic
matters we are compelled to steer a difficult course.

Before the war, many industrics had learned to make fairly satis-
factory profits while operating at low capacity levels. Full employment
requires a pricing policy that permits expansion. At full capacity
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utilization, unit costs are low. Accordingly, either prices can be lowered
or wages increased. Price policy and wage policy must be adapted to
the requirements of high production levels.

Much can be done to raise our standard of living and to reach a
higher consumption cconomy through expansion of certain public
scrvices. Foremost among thesc arc educational facilities, where these
are seriously deficient, and also public-health facilities and services.

With respect to education, it is not gencrally recognized how large a
percentage of American children is growing up in states with intolera-
bly low educational standards. In 1939-1940, in eight of the most
advanced Northern statcs, the average educational expenditure per
pupil was $140 per annum. In contrast, 22 states fell below an expendi-
ture of $84, whilc 11 states spent less than $§60 per pupil, and 8 averaged
less than $40. At least 40 per cent of our children are growing up in
areas that do not meet modern accepted standards of a minimum public-
school education, and 25 per cent are growing up in arcas under
intolerable conditions which result in widespread illiteracy. llliteracy in
the United Statcs is gravely underestimated in the census. The Army
authorities tell us that, typically, persons with less than 4 years’ education
are “functional” illiterates. A high standard of living commensurate
with our modern productive pow